For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  coin,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  guilty 
of  a  misdemeanor. 

Penal  Code  of  California 
1915,  Section  623 
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JUST  A  REMINDER, 

BLUE  ISN'T  THE  ONLY 

COLOR  THAT'S  BIG  IN  THE 

COMPUTER  BUSINESS. 


The 


world's  largest  computer 


K/ 


maker  is  you-know-who.  And  now 


you  know  another  leader,  too.  That's 

right,   Fujitsu. cPWe're  a  global   maker  of 

everything  from  tablet,  notebook  and  desktop 

Cs  to  workstations,  servers,  supercomputers  and 

ftware.  cPWe  also  make  a  full  line  of  computer 

jripherals  including  high  capacity  disk  drives, 

agneto-optical  removable  storage,  tape  cartridge 

3ck-up  systems,  high  volume  document  scanners 

md  workhorse  printers. cP  Why  are  we  telling  you 

this?  Because  we  fully  expect  you'll  be  seeing 

more  and  more  of  our  products  in  your 

business.  And  when  you  do,  we 

I       don't  want  you  to  wonder, 

"Fujitsu  who?"  ^k 


FUJITSU 


Now  that 


No  matter  what  you're  into,  you'll  get  a  lot  of  it  into  the  all-new,  7-passenger  V-6  Honda  Odyssey.  Like  sij 
bags.  Ten  boogie  boards.  Or  seventy  soccer  balls.  (And  that's  before  folding  away  the  third-row  Magic 

Accessory  <  rossbara  and  bike  attachment  not  in<  luded.  EX  model  shown.  For  more  information,  tall  one  big  happy  toll-five  number:  h80(h33mHONDA  or  visit  us  at  www.honJa.ioni.  ©  I94«  American  I  bnda 


sports  car 


en,  Odyssey  isn't  just  another  really  big  minivan,  it's  a  Honda.  And  that's  a  whole  different  ball  game. 

i  all-new  Odyssey.  It's  one  big  happy  minivan: 


(RjHONDA 
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BELTWAY  BRAWLS 


SONNY  GET 
YOUR  GUN 


CONGRESS    DOESN  T    SEEM 

inclined  to  do  anything  about 
adults  with  guns.  But  kids 
are   another   matter:    Law- 
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Invest  In  Freedom 
For  Future  Generations 


makers  this  summer  are 
expected  to  order  up  a  study 
on  whether  certain  gun  ads 
appeal  to  children. 


Federal  law  prohibits  kids 
under  18  from  buying  guns; 
those  under  21  may  not  buy 
handguns.  Yet  a  Harrington 
&  Richardson  revolver  ad,  in 
the  National  Rifle  Assn.  teen 
magazine  InSights,  is  head- 
lined "The  Right  Way  to  Get 
Stalled  in  Handgunning."  The 
gun  is  offered  as  "a 
clean,  neat  package  to 
get  off  to  a  good  start 
in  handgun  shooting." 
Even  the  nra's  own 
Eddie  Eagle,  a  cartoon 
character  used  in  child 
gun-safety  programs, 
is  under  assault. 
"These  ads  are  the 
gun  version  of  Joe 
Camel,"  says  Senator 
Barbara  Boxer  (D- 
Calif.).  "This  is  push- 
ing handguns  on 
kids."  The  nra  had 
no  comment.  But 
gunmakers  are  confident 
their  ads  will  pass  muster. 
Doug  Painter,  executive  di- 
rector of  the  National  Shoot- 
ing Sports  Foundation,  says 
comparing  gunmakers  to  the 
tobacco  industry  is  unfair. 
"Hunting  and  target  shooting 
have  for  decades  been  tradi- 
tions of  value  in  this  country. 
I  don't  think  you  can  say  the 
same  thing  about  tobacco." 
Maybe.  But  this  is  politics. 

Lorraine  Woellert. 


THE  LIST    RIDING  THE  BULL  TO  THE  21st  CENTURY 


As  the  new  millennium  that  the  bull  market  in  stocks 

approaches,  U.S.  blue-chip  will  continue  for  at  least  two 

stocks  are  still  the  favorite  more  years. 

investment  of  the  richest  1%  

of  Americans— those  with  a  U.S.  BLUE-CHIP  STOCKS       40% 

net  worth  of  more  than  $3  VENTURE  CAPITAL  "  "  18% 

million  or  adjust-  

ed  gross  U.S.  SMALL-CAP  STOCKS       14% 

income  of  REAL  ESTATE" ~  "  9% 

^ooVn™  interna'tio'nalYtocks"       8% 

$225,000  a  

Itf    year  More  GOLD  OR  OTHER  6% 

than  one-  PRECIOUS  METALS 

i  third  believe  FIXED-INCOME  BONDS  3% 

April  survey  of  150  affluent  Americans 
DATA:  US  TRUST  CORP. 


TALK  SHOW  "We  should  give  it  a  decent  burial. » 

— Senator  Fred  Thompson  ( R-Tenn.),  former  lead  Republica 
lawyer  for  the  Senate  Watergate  Committee,  recommending 
the  independent  counsel  law  be  allowed  to  expire 


THE  GLOBAL  ECONOMY 

A  WARM  FRONT 

IN  CHINA? 

IT'S    A    GAME    OF    CHINESE 

chicken.  Anti-U.  S.  fervor  is 
still  high  in  Beijing  since  the 
embassy  bombing  in  Bel- 
grade. But  Chinese  officials 
want  to  break  the  ice  with  the 
U.  S.  to  ease  China's  entry 
into  the  World  Trade  Organi- 
zation before  a  November 
deadline.  Can  they  have  it 
both  ways?  You  can  bet  your 
yuan  they'll  try. 

One  clear — and  odd — sign 
of  that  political  straddle  is  a 
rumor  circulating  at  Beijing 
University.  The  rumor,  says 
an  economics  professor  there, 
is  that  maybe  Bill  Clinton 
wasn't  responsible  for  the 
bombing  at  all.  "Maybe  radical 
people  in  the  U.  S.  military,  or 
conservatives  somewhere  who 
had  something  to  gain"  mas- 
terminded it. 

Another  sign:  Official  news 


agency  Xinhua  not 
reprinted  the  U.S.  ex 
tion  for  the  bombing  in 
detail  than  even  Wash 
provided  but  gave  the 
version  equal  billing  wit 
jing's  "official"  rejection 
The  new  mood  may 


EMBASSY:  Rebuilding 


sign  of  things  to  come, 
diets  Richard  Margolis, 
mer  diplomat  now  at  IV 
Lynch  in  Hong  Kong: 
talks  will  resume."  And, 
sources  in  Beijing:  Of: 
may  be  trying  "to  pr 
public  opinion"  for  a  me 
of  ties.  Mark  CI 


AFTERLIVES 

THIS  GITI  EXEC 
NEVER  SLEEPS 


WRISTON:  Consistent 

ONCE  A  WEEK,  WALTER  WRIS- 

ton  strolls  into  the  lobby  of 
Citigroup  headquarters  in 
New  York  to  use  an  ATM.  But 
that's  as  far  as  he  goes.  Since 
retiring  as  chairman  of  what 
was  then. Citicorp,  in  1984, 
Wriston  has  kept  a  respectful 
distance.  "I  don't  think  it's 
appropriate  for  the  old  char- 
acter to  give  advice." 

Not  that  Wriston,  now  79, 


is  the  retiring  type.  E 
director  of  four  compj 
including  impotence-dru 
veloper  Icos.  And  he's  w 
a  book  on  the  New  E 
my.  "The  issue  I'm  tryi 
fool  around  with  is,  is  it 
ly  a  'new  economy'  or 
the  same  old  thing  w 
few  new  bells  and  whisl 
Wriston  says.  "I  believe 
a  new  economy  and  it 
have  some  new  rules,  b 
the  transitional  period, 
of  the  old  rules  still  app 
Wriston  still  applies  hi 
in  his  Manhattan  offic* 
which  he  commutes  on 
"I've  been  walking  to 
for  50  years,"  he  says, 
consistency   extends   t( 
opinions.  He  still  favors 
regulation:  "If  they  wan 
banking  business  to  sui 
it  has  to  be  given  more 
dom."  And  he  remains 
of  Citi,  which,  Wriston 
"is  making  tracks  in  its 
snow."  High  praise  frc 
banker  who  has  made  a 
of  his  own.     Gary  Silvei 
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gjj    Goal!  Game!  Championship! 
Just  one  thing  was  missing. 


■■■ 


inning  smile, 


For  more  mini  mi 


Up  Front 


PRODUCT  PEEK 

A  SILVER  BULLET 
FOR  BACTERIA 


HERE  S  A  REAL  SILVER  LINING: 

A  Westport  (Conn.)  company 
has  announced  a  new  inor- 
ganic silver-and-sand  com- 
pound that  it  says  will 
kill  bacteria  without  creat- 
ing the  resistant  strains  that 
typically  plague  the  medical 
community. 

The  compound,  Health- 
Shield,  can  be  used  to  coat 
bath  mats,  kitchen  utensils, 
and  even  heart  valves,  claims 


creator  HealthShield  Tech- 
nologies. So  if  you  forget  to 
wash  your  cutting  board  after 
trimming  raw  chicken,  you 
may  still  avoid  contaminating 
your  tomatoes.  "It  will  act 
as  a  safety  net  for  busy  peo- 
ple who  may  not  think 
about  cross-contamina- 
tion," says  John  Barry, 
vice-president  for  prod- 
uct development. 

That's  good,  consider- 
ing that  more  than  1,200 
Americans  die  each  year 
from  E.  coli  and  salmo- 
nella poisoning,  and  mil- 
lions more  get  sick,  accord- 
ing to  federal  statistics.  Silver 
also  has  a  history:  People 
have  used  it  for  centuries  to 
prevent  infections,  and  to  line 
water  barrels  and  communion 
chalices.  Silver  molecules  at- 
tack bacteria  in  several  ways, 
making  it  harder  for  the  bac- 
teria to  develop  resistance. 

Still,  silver  is  no  cure-all. 
Even  with  the  whole  world 
coated  in  the  stuff,  bacteria 
would  ultimately  become  re- 
sistant— and  outlive  all  us  hu- 
mans.   Stacey  Higginbotlutm 


ZEN  AND  NOW 

JAPAN:  BIG  BUCKS  FOR 
FOILING  BURGLARS 

JAPAN    HAS    LONG    PRIDED 

itself  on  having  the  safest 
neighborhoods  in  the  indus- 
trialized world.  But  its  long 
recession  has  triggered  a 
jump  in  burglaries.  What's 
bad  news  for  upscale  Osaka 
and  Tokyo,  however,  is  good 
news  for  leading  security- 
systems  provider  Secom. 

"I  feel  very  good  now," 
says  founder  Makoto  Iida.  He 
should:  For  the  year  ended 
in  March,  his  37-year-old  com- 
pany rang  up  $2.9  billion  in 
revenues  and  profits  of  $400 
million.  Secom's  return  on  eq- 
uity, 8%,  is  stupendous  by 
Japanese  standards.  And  de- 
mand for  its  $80-per-month 
system,  which  uses  sensors 
to  detect  intruders  and  set 
off  an  alarm,  has  grown  20% 
per  year  since  the  mid-1990s. 


Analysts  are  even  enthusias- 
tic about  such  low-tech  Sec- 
om products  as  an  ultrasticky 
doormat  that  immobilizes 
thieves  at  store  entrances. 

Iida  and  ceo  Toshitaka 
Sugimachi  haven't  stopped 
at  home  security.  They  have 


TOKYO  JAIL:  Crooks  beware 

purchased  an  insurer,  and 
now  offer  a  car-accident  pol- 
icy that  rushes  staff  to  crash 
sites  to  advise  victims.  Also 
in  the  works:  encryption  and 
electronic  id  systems  for 
the  Internet.  The  upshot? 
Asian  thieves  had  best 
beware.         Miki  Tanikawa 


DRAWN  &  QUARTERED 


"  NEU.,  IF1HEK0N0VIIC  W(M  BENEFITS  SVBaPNE,  WHAT&tfp  ni 


l-WAY  PATROL 

A  PATRON  SAINT  FOR 
WEB  SURFERS? 

IF    YOUR    BROWSER    MISBE 

haves  and  tech  support 
doesn't  show  for  30 
minutes,  why   not 
pray  to  the  patron 
saint  of  the  Net?  No, 
not  Jim  Barksdale 
or  Bill  Gates.  We're 
talking  Saint  Isidore 
of  Seville. 

Internet  users  in 
Spain  hope  to  have  the 
7th  century  scholar 
widely  accepted  as  a 
patron  saint  of  the 
Web.  Patron  saints 
are  named  by  popu- 
lar decree,  in  contrast 
to  saints,  who  are  can- 
onized by  the  Catholic 
Church.  But  even  clergy  like 
the  idea  of  Saint  Isidore.  "It 
would  be  difficult  to  want  to 


go  to  a  degrading  site* 
were  praying  for  pa;e 
and  grace,"  says  FathejJ 
Zuhlsdorf  of  Ctjh 
Online. 

A  precedent  exists! 

vision's  patron  saint. 3; 

Clare  of  Assisi,  frorl 

century  France,  hji 

miraculous  abil'y 

see  and  hear  a  flu 

mas  mass  from|i 

away. 

Techies  chose  R 
Isidore     becausel 
Spaniard  helped 
ganize  an  early  \ 
nary — a  medieval^ 
base.    Already, 
Spaniards  are  a] 
Isidore 'to  keep 
servers  hummin 
to  cure  their  vil 
With    a    third    of 
households  alone  expec| 
be  online  by  2000,   Is 
could  become  one  busy 
cessor.    Stacey  Higginb 
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THE  BIG  PICTURE 


WARHEADS  INTO  SATELLITES 

Commercial  communications  sat- 
ellites made  up  less  than  10%  of 
annual  launches  until  the  late 
'80s,  when  the  cold  war  ended. 
Communications  satellites  now 
far  outnumber  military  ones. 


NUMBER  OF 
LAUNCHES 

120 


COMMERCIi 
C0MMUNIC 
CIVIL* 
MILITARY 


78         '88  9f 

♦INCLUDES  A  HANDFUL  OF  RECE I 
COMMERCIAL  EARTH-IMAGING  SATEI 

DATA:  TEAL  GROUP 


FOOTNOTES  Execs  at  U.  S.  companies  in  Asia  who  expect  economic  recovery  for  the  region  in  2001:  3  I  %;  2002: 42  /o;  later: 
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DATA:  WIRTHLIN  WORL 


The  best  thing  about  the  future 
is  that  it  only  comes  one  day  at  a  time. 

-Abraham  Lincoln 


It  the  future  came  tomorrow,  would  you  be  ready?   For  over  70  years,  we've  helped 

families  create  the  future.    With  retirement  services,  life  insurance,  and  consumer  loans. 

American  General  Financial  Group.    50, 000  men  and  women.   Over  $100  billion  in  assets 

helping  over  12  million  people  live  the  life  they  imagined. 

Live  the  life  you've  imagined. 


American 

General 


Financial  Group 


9  American  General  Corporation,  www  agig  com  or  1  (800)  AGC  1111 


BusinessWeek 


EDITOR-IN-CHIEF:  Stephen  B.  Shepard 
MANAGING  EDITOR:  Mark  Morrison 
CHIEF  ECONOMIST:  William  Wolman 
ASSISTANT  MANAGING  EDITORS: 

Frank  J.  Comes,  Robert  J.  Dowlmg,  G.  David  Wallace 
ART  DIRECTOR:  Malcolm  Frouman 
CHIEF  OF  CORRESPONDENTS:  James  E    Ellis 

SENIOR  EDITORS:  Bob  Arnold  (New  Media),  William  Glasgall,  Rick  Green 
(Frontier),  Geoff  Lewis,  Paul  Raeburn,  Kathy  Rebello,  Jane  A.  Sasseen, 
Ciro  Scotti,  Lee  Walczak  (Washington),  Elizabeth  Wemer,  Chris  Welles, 
Seymour  Zucker 

EDITORIAL  PAGE  EDITOR:  Bruce  Nussbaum 

SENIOR  WRITERS:  Catherine  Arnst,  Robert  Barker,  Anthony  Bianco,  John 
A.  Byrne,  Neil  Gross,  Jeffrey  M.  Laderman,  Gene  G.  Marcial,  Karen 
Pennar,  Otis  Port,  Leah  Nathans  Spiro,  Gary  Weiss 
ECONOMICS:  James  C.  Cooper  (Sr.   Economist/Bus.  Outlook  ed.), 
Kathleen  Madigan.  Michael  J.  Mandel  (Economics  ed).  Peter  Coy. 
Gene  Koretz  (Trends  ed.).  Christopher  Farrell  (Contributing  ed.) 
INTERNATIONAL:  Christopher  Power  (Asian  Edition  ed.);  Rose  Brady 
(European  Edition  ed.);  Duane  E.  Anderson,  Pete  Engardio.  Joan  Warner 
(Sr.  news  eds.);  John  Templeman  (Political  affairs);  Shen  Prasso  (Asia) 
ASSOCIATE  EDITORS:  Aaron  Bernstein,  Dan  Beucke,  Amy  Dunkin,  Peter 
Elstrom,  Kelley  Holland.  Mary  Kuntz,  Larry  Light,  Jennifer  Reingold, 
Ira  Sager,  Eric  Schine,  Fred  Strasser,  Pat  Wechsler 
PICTURE  EDITOR:  Lawrence  Lippmann 
SENIOR  ART  DIRECTOR:  Francesca  Messina 
INTERNATIONAL  ART  DIRECTOR:  Jay  Petrow 

DEPARTMENT  EDITORS:  Books:  Hardy  Green  Corporate  Finance:  Debra 
Sparks.  Corporations:  Nanette  Byrnes  E-Business:  Timothy  J  Mullaney. 
Frontier:  Robin  D  Schatz  Legal  Affairs:  Mike  France.  Marketing:  Ellen 
Neuborne  Markets  &  Investments:  Marcia  Vickers  Media:  Richard  Siklos. 
Money  &  Banking:  Gary  Silverman.  Personal  Business:  Edward  C.  Baig. 
Personal  Finance:  Toddi  Gutner.  Scoreboards:  Frederick  F.  Jespersen. 
Software:  Steve  Hamm  Technology  Strategies:  Marcia  Stepanek.  Up 
Front:  Robert  McNatt 

CONTRIBUTING  EDITOR:  Mark  Hyman  (Sports  business) 
STAFF  EDITORS:  Heather  Green,  Ellen  Licking.  Joan  Oleck.  Anne  Tergesen 
COPY  EDITORS:  Prudence  Crowther.  Harry  Maurer  (Deputy  chiefs);  Marc 
Miller,  Jim  Taibi  (Asst.  chiefs),  Tim  Belknap,  Aleta  Davies,  Jack  Robbms, 
Doug  Royalty  (Sr);  Giles  Blunt,  George  Foy,  Joseph  Mandel,  Anne 
Newman,  David  Pengilly,  Malka  Percal,  Oluwabunmi  Shabi,  Lourdes 
Valeriano  Researchers:  Maria  Chapin.  Gail  Fowler,  Aida  Rosario 
PRODUCTION  COPY  EDITORS:  Lawrence  Dark  (Chief),  Celine  Keating  (Deputy 
chief),  Hallberg  Hallmundsson,  B.  Kite.  Robert  S  Norman.  Robert  J. 
Rosenberg,  Victoria  Rubin 

ART: Steven  Taylor  (Deputy  dir);  Don  Besom.  Alice  Cheung,  Richard 
Dernier,  Dean  Markadakis,  Christine  Silver  (Assoc),  Peter  Marshutz 
(Asst).  Graphics  &  New  Media: Arthur  Eves  (Creative  dir.);  Joan  Danaher 
(Graphics  dir );  Rob  Doyle  (Deputy  graphics  dir);  Jaime  Beauchamp;  Alan 
Baseden,  Joe  Calviello,  Alberto  Mena,  David  Rudes.  Ray  Vella  (Illustrators); 
Eric  Hoffmann.  Imaging:  Annette  Farrell  (Mgr.),  Alan  Bomzer  (Asst.), 
Leo  Nieter,  Joseph  Rhames 

PHOTO  EOITORS:  Scott  Mlyn  (Deputy);  Ronnie  Weil  (SO;  Michael  Hirsch, 
Andrew  Popper.  (Assoc  );  Bettina  Baudoin,  Kathleen  Moore,  Sarah  Greenberg 
Morse  (Asst);  M.  Margarita  Eiroa  (Traffic  mgr.);  Allen  Stephens  (Researcher); 
Burte  Hughes  (Researcher/Librarian) 

EDITORIAL  OPERATIONS:  Yvonne  F.  Rodriguez  (Director),  Wally  Baudin, 
Nancy  Gores,  Nicholas  M.  White  (Mgrs).  Karen  Butcher,  Francisco 
Cardoza,  Thomas  R.  Dowd.  Stephen  R.  Lebron,  Jody  A.  LoGrasso.  Jose  L. 
Martin,  Peter  K.  Niceberg.  Jane  M.  Perkinson,  Laura  Reissman,  Karen 
Turok,  Use  V,  Walton,  Barbara  Wilhelm  Guillermo  Ortiz 
EDITORIAL  TECHNOLOGY:  Thomas  L.  Morgan  (Director).  Christopher  Amado, 
Richard  Balestrino,  David  Bandler,  Lawrence  Crowe,  Beth  Higgins,  James 
Kutz,  Neil  MacLeod,  John  Navarro,  Juan  Rodriguez,  Marta  Skrelja,  Mauro 
Vaisman 

BUSINESS  WEEK  ONLINE:  Michael  Mercuno  (Managing,  ed.),  A.  Peter 
Clem,  John  A.  Dierdorff,  John  Johnsrud;  Dennis  K.  Berman,  Stefani 
Eads,  Nadav  Enbar,  Paul  Eng,  Sam  Jaffe,  Julia  Lichtblau,  Jessica  Loudon, 
Jeremy  Quittner,  Amey  Stone,  Diane  Young 

CORRESPONDENTS: Atlanta: Dean  Foust  (Mgr),  David  Rocks.  Boston: William 
C.  Symonds  (Mgr),  Paul  C  Judge,  Geoffrey  Smith.  Chicago:  Richard  A. 
Melcher  (Mgr ),  Roger  0.  Crockett,  David  Leonhardt,  Andrew  Osterland. 
Cleveland:  Peter  Galuszka  (Mgr),  Connecticut:  Diane  Brady  (Mgr  V  Dallas: 
Wendy  Zellner  (Mgr.),  Stephanie  Anderson  Forest.  Detroit  Kathleen  Kerwin 
(Mgr ).  Keith  Naughton  (Sr.  correspondent),  Joann  Muller  Los  Angeles: 
Ronald  Grover  (Mgr),  Larry  Armstrong  (Sr  correspondent),  Steven  V. 
Brull,  Kathleen  Moms.  Philadelphia:  Amy  Barrett  (Mgr )  Silicon  Valley:  Linda 
Himelstein  (Mgr.),  Peter  Burrows,  Joan  O'C.  Hamilton,  Robert  D.  Hof  (Sr. 
correspondent),  Janet  Rae-Dupree,  Louise  Lee,  Michael  Moeller,  Andy 
Remhardt  Washington:  Owen  Ullmann  (Sr.  writer);  Paula  Dwyer.  Douglas 
Harbrecht  (News  eds);  John  Carey,  Howard  Gleckman  (Sr.  correspondents); 
Amy  Bonus,  Laura  Cohn,  Stan  Crock,  Richard  S.  Dunham,  Susan  B. 
Garland,  Paul  Magnusson,  Mike  McNamee,  Stephen  H.  Wildstrom  (Tech. 
&  You).  Lorraine  Woellert,  Catherine  Yang.  Beijing:  Dexter  Roberts  (Mgr ). 
Bombay:  Manieet  Kripalani  (Mgr.)  Frankfurt:  Jack  Ewmg,  Karen  Lowry 
Miller.  Hong  Kong: Joyce  Barnathan  (Mgr),  Mark  L.  Clifford,  Bruce 
Einhorn  London:  Stanley  Reed  (Mgr.),  Kerry  Capell.  Mexico  City:  Gen 
Smith  (Mgr).  Moscow:  Patricia  Kranz  (Mgr.)  Paris:  Gail  Edmondson  (Mgr), 
Stephen  Baker.  Rome:  John  Rossant  (Mgr)  Sao  Paulo:  Ian  Katz  (Mgr.) 
Singapore:  Michael  Shan  (Mgr).  Tokyo:  Brian  Bremner  (Mgr),  Robert  Neff 
(Contrib.  ed).  Irene  M,  Kunn,  Emily  Thornton  Toronto: Joseph  Weber  (Mgr) 
EDITORIAL  SERVICES:  Broadcasting:  Ray  Hoffman  Business  Manager: 
Barbara  Boynton.  Information  Services:  Jamie  B  Russell  (Director), 
Karen  Stevens  (Mgr.),  Judi  Crowe,  Susan  Cusner,  Fred  Katzenberg, 
Robert  Roeker,  Susann  Rutledge.  Barbara  Silverbush.  Office  Manager: 
Roselyn  Kopit.  Communications:  Robert  Pondiscio  (Director),  Christine 
Summerson,  Amy  Zelvin.  Readers  Report:  Yvette  Hernandez.  Reprint 
Permission:  Janet  Gonzalez 

PUBLISHER:  David  G   Ferm 

SR.  VP,  ASSOCIATE  PUBLISHER:  William  P.  Kupper  Jr. 

SR.  VP,  OPERATIONS:  Gary  B.  Hopkins 

SR.  VP,  MARKETING  &  BRAND  DEVELOPMENT:  Harold  K.  Somerdyk 

SR.  VP,  NEW  MEDIA:  Kevin  E    Harold 

VP,  CONSUMER  MARKETING/CIRCULATION:  Thomas  Masterson 

VP,  STRATEGIC  PLANNING  &  PRODUCT  DEVELOPMENT:  Kimberly  Greer 

VPs,  SALES:  Constance  E.  Bennett  (International),  Joanne  K.  Bradford 

(Western  Region),  Dan  Dunn  (Midwestern  Region),  Robert  H.  Kelly 

(Northeast  Region),  Louis  R.  Mohn  (Southeast  Region) 

VP,  STRATEGIC  PROGRAMS:  James  H.  McGraw  IV 

VP,  SALES  DEVELOPMENT:  Mark  A   Flinn 

VP,  MANAGING  DIRECTOR/ASIA:  Stephen  B.  Moss 

VP,  MANAGING  DIRECTOR/EUROPE:  Fritz  Krusebecker 

VP,  TECHNOLOGY:  Thomas  J   Reed    VP,  CONTROLLER:  Bernard  J.  Drackwicz 

DIRECTOR,  ADVERTISING  BUSINESS:  Linda  F.  Carvalho 

DIRECTOR,  PRODUCTION  &  SALES  SERVICES:  Mario  J.  Talluto 

DIRECTOR,  RESEARCH  &  SUPPORT  SERVICES:  Charlene  Trentham 


Readers  Report 


VALUE  INVESTING. 
MY  EYE 


Nice  try.  Jeffrey  M.  Laderman  and 
William  Miller  can  call  it  "new  value  in- 
vesting" if  they  want  to,  but  I  know 
growth  stocks  when  I  see  them  ("Value 
investing  is  back — with  a  twist,"  Cover 
Story,  June  14).  If  Bill  Miller  is  a  value 
investor  and  if  aol,  Dell,  and  Microsoft 
are  value  stocks,  then  Gfaham  and 
Dodd  are  surely  turning  in  their  graves. 

If  you  want  to  enjoy  success  as  an  in- 
vestor in  a  low-inflation  era,  buy  growth. 
Remember  the  "Nifty  Fifty"  growth- 
stock  era  that  ran  from  the  onset  of 
low  inflation  in  the  1950s  to  the  opec  oil 
embargo  of  the  early  1970s?  After  the 
embargo,  with  inflation  raging,  value  in- 
vesting became  king.  Someday,  for  much 
the  same  reasons,  value  will  be  king 
again.  As  for  now,  growth  rules. 

Thomas  F.  Heald 
Eads  &  Heald  Investment  Counsel 

Atlanta 

THE  U.S.  SHOULD  STOP 
WAVERING  ON  TAIWAN 

I  recently  came  back  from  living  in 
Taiwan  for  VA  years,  and  I  can  assure 
you  the  Taiwanese  understand  the  Chi- 
nese threat  to  democracy  in  Taiwan 
("Will  China-bashers  in  Congress  show- 
er Taiwan  with  arms?"  International 
Outlook,  June  7).  They  also  understand 
that  mainland  China  will  one  day  "re- 
claim" Taiwan,  and  that  the  Taiwanese 
will  be  unable  to  beat  China  in  any  mil- 
itaristic show  of  force  without  help  from 
other  countries  (Taiwan's  population  is 
22  million,  China's  is  1.4  billion). 

Yet  the  U.  S.  may,  of  its  own  accord, 
lavish  weapons  on  a  Taiwan  that  doesn't 
want  them.  Clearly,  U.  S.  lawmakers 
want  to  arm  Taiwan  for  one  reason:  to 
provide  jobs  for  their  constituents. 

If  we  arm  Taiwan,  will  we  be  pre- 
pared to  help  them  use  the  weapons 
against  China  and  fight  for  Taiwanese 
independence?  I  doubt  it;  the  conse- 
quences are  too  great.  Hence,  U.  S.  law- 
makers are  asking  for  trouble — souring 
our  already  tense  relations  with  China 


and  creating  even  more  hard  ff 
between  China  and  Taiwan.  Th 
needs  to  stop  wavering  in  its 
and  either  fully  support  Taiwan 
dependence  from  China,  or  not  a| 
Whitney  C. 
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THE  INTERNET  IS  NOT 
BRINGING  PEOPLE  TOGETHER 

How  ironic  that  your  artwo 
"Open  all  night"  (News:  Anal 
Commentary,  June  14)  is  a  spoof 
ward  Hopper's  Nighthawks.  Lo 
fore  the  Internet  era,  Hopper  w; 
traying  the  alienation  in  Americ 
Contrary  to  what  those  besotte 
computers  believe,  technology 
bringing  people  closer  together  I 
driving  them  further  apart.  When  n 
people  mistrust  or  do  not  know  (hi 
neighbors,  the  fabric  of  communl 
shredded.  Talking  with  strangers  ■ 
away  through  a  chat  room  does  n[ 
verse  the  alienation  Hopper  docu| 
ed,  which  continues  to  this  day. 

Deborah  C.  SJ 

b| 

MICROSOFT  CAN  AFFORD 

A  SPENDING  SPREE 

In  "Who  do  you  want  to  buy  to> 
(News:  Analysis  &  Commentary,  Ju 
author  Michael  Moeller  highlighted  I 
of  the  recent  "investments '  by  Micrl 
He  noted  the  strategic  fit  of  sevel 
the  acquisitions  with  Microsoft's  f 
such  as  its  $5  billion  investment  in 

The  economics  of  corporate  fir 
point  to  a  more  obvious  purpos 
these  acquisitions.  Microsoft's  capaci 
generate  cash  is  embarrassing.  \ 
businesses  generate  cash  in  exce 
ordinary  business  needs,  they  have 
options.  Management  can  admit 
shareholders  are  better  able  to  ir 
this  cash  and  declare  a  dividend.  A 
natively,  companies  can  invest  e? 
cash  on  shareholders'  behalf. 

In  the  past,  Microsoft  has  used 
to  build  a  solid  portfolio  of  Treasur 
curities.  Chief  Financial  Officer 
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SECTIONS  &  CLARIFICATIONS 

ie  was  inadvertently  dropped  from 
lufacturing  was  never  on  the  floor." 
ders  Report,  June  14).  The  affected 
graph  should  have  read:  "In  1991-98, 
manufactured  output  grew  by  3.8% 
'ear,  while  gross  domestic  product  in 
jfacturing  grew  by  an  estimated  3.4% 
/ear.  By  comparison,  GDP  in  nonfarm 
less  grew  by  only  3%  annually.  From 
i-98,  manufacturing  productivity  grew 
7%  annually,  more  than  double  the 
uctivity  growth  rate  of  the  overall  non- 
business sector." 

eers  provided  an  incorrect  Web  site 
ess  in  "Be  your  own  jeweler — on 
Net,"  (Bits  &  Bytes,  June  14,  in 
3  editions).  The  correct  address  is 
.adiamondisforever.com. 


•i  probably  sensed  that  sharehold- 
oukl  soon  question  this  strategy.  T- 
vere  watering  down  company  eam- 
while  causing  an  embarrassing 
em  in  the  face  of  government 
ny.  If  cash  is  a  symptom  of  a  mo- 
y,  Microsoft  is  a  big  one.  Accoun- 
generally  associate  T-bills  closely 
cash  on  financial  statements,  and 
soft's  was  growing  beyond  several 
of  company  expenses, 
th  government  regulators  apply- 
iressure  and  with  shareholders' 
expectations,  Microsoft  had  little 
J  but  to  enter  the  acquisition  trail 
iig  way.  Look  for  Microsoft  to  turn 
e  heat  on  its  acquisition  binge  as  a 
IT  of  necessity. 

Scott  Moser 
•    Bellevue,  Wash. 

■SKILL  IMMIGRANTS 
DRIVING  DOWN  WAGES 

emigrants'  economic  woes"  (Eco- 
:  Trends,  June  7)  did  an  excellent 
f  highlighting  the  impact  that  the 
nt  high  level  of  low-skill  immigra- 
has  on  immigrant  workers.  Ac- 
ig  to  the  U.  S.  Labor  Dept.,  35%  of 
grants  who  arrived  in  the  1990s 
)t  have  a  high  school  diploma.  (By 
irison,  only  995  of  native  workers 
i  high  school  diploma.) 
th  the  job  market  saturated  with 
killed  immigrants  while  the  need 
ifh  workers  declines,  it  is  not  sur- 
g  that  average  hourly  wages  for 
Khool  dropouts  has  fallen  by  26% 
il  terms  over  the  past  20  years. 
i  Labor  Dept.  and  various  industry 
Its  project  that  virtually  all  future 
job  growth  will  require  workers 
an  education  beyond  the  high 
1  level,  while  the  number  of  jobs 


thai  require  less  than  a  high  school  ed 

neat  ion  will  stagnate.  Yet  our  immigra 

lion  policy  is  going  in  the  opposite  dl 

rcction,  bringing  in  increasing  numb  r 
of  uneducated  workers  while  industi 

face  growing  shortages  of  skilled  work- 
ers. You  are  right  that  policymakers 
need  to  focus  on  this  problem. 

Lamar  S.  Smith  (K-Tex.) 
Chair- 
House  Subcommittee  on 
Immigration  &  Claims 
Washington 


ACTING  ON  PRINCIPLE 

IS  A  DANGEROUS  THING  TO  DO'  _ 

I'm   the   sheila   McGough   of  The 

<ii<-  of  Sheila  McGough,  by  Janet 

Malcolm.  As  your  reviewer  noted  in 

"Legal  Puzzler"  (Book  Briefs,  May  24), 

Malcolm  concluded  I  wasn't  guilty 
charged.  I'm  glad  and  grateful  i'i,y  that 
But  I  disagree  with  her  about  the 
meaning  of  the  case.  To  me,  it's  -imply 
that  acting  on  principle  is  a  dangerous 
thing  to  do.  I  insisted  that  an  ordinary 


Without  warning,  the  idea  to  move  every  aspect  of  his 
energy  and  communications  to  Williams  came  calling. 

relax  ...  feel  the  water  ...  feel  the  need  to  call  experts  at  selling, 
transporting,  and  price-risk  managing  your  business  energy  ... 
the  people  who  also  built  the  most  coveted  fiber-optic  network  — 
twice  ...  feel  your  prune-fingers  reaching  for  the  phone  (WARNING: 
DO  NOT  PULL  PHONE  INTO  TUB)  ...  call  Williams  ...  and  relax  ... 


Williams 


Energy  •  Communications  •  Leadership 

1-800  WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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A  breakthrough  in  audio  technology. 
MR-318T  AM/FM/TV  Stereo 
Personal  Digital  Radio 
by  Rodelvox™  only  $6925* 

:But  read  this  ad  for  an  even  better  deal! 


There  is  absolutely  nothing  like  it.  This 
outstanding  personal  receiver  fits  in 
your  shirtpocket  or  fits  inconspicuously  on 
your  desk  or  night  table.  It's  packed  with 
features  that  give  you  crisp  reception  over 
the  entire  AM  and  FM  bands  and  the  audio 
portions  of  all  VHF  TV  channels— 2  to  13. 
Here  are  some  of  the  other  great  features  of 
this  breakthrough  personal   digital   radio: 


MddVoi 

WlItTflU)     <Wa»*U 


•  Vie  MR-318T  works  on  two  AA-batteries  (included).  It 
measures  only  5  x  2.5  incites  ami  weighs  less  tlian  six  ounces. 
Fidelity  is  astonishing,  in  both  loudspeaker  and  earphone 
modes!  Vie  maker  of  tlie  MR-318T  receiver  1s  one  of  tlie 
world's  leaders  in  tlie  production  of  advanced  radio  equipment. 


PLL  Synthesized  Tuning 
Built-in  Speaker 
State-of-the-Art  Design 
Automatic  Scanning 


Headphones  Included 
Last-Tuned  Station  Retained 
Keylock  Function 
External  AC/DC  Power  Jack 


i  25  Memory  Presets: 
10  AM,  10  FM,  5  TV 
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Readers  Repo 


man  was  entitled  to  the  samelei 
sentation  of  his  interests  in  bo  j 
and  criminal  defense  matters  t|  t ! 
rich,  the  celebrated,  and  the  nd  iij 
get  as  a  matter  of  course.  Their    v\ 
are  aggressive  and  persistent,  a\  luiL 
closing  "bad  facts,"  craft  legal 
to  fit  the  situation,  and  protect  tl  cl 
any  way  they  can  within  the  la\ 

So  did  I.  The  difference  was  h 
so  put  me  in  the  way  of  some  di 
prosecutors  who  used  their  co  ii 
able  power  to  be  rid  of  me  pen 
ly.  I  lost  my  civil  rights,  my  car* 
my  freedom  for  several  years  b 
even  with  the  help  of  good  legs  :c 
sel,  I  was  no  match  for  lawye 
could  get  away  with  using  lies  t 
conviction.  Malcolm  found  me 
because  I  kept  writing  and 
about  evidence  of  prosecutorial 
duct.  I  told  her  she  needed  to 
yond  government  witnesses  tellir 
stories  and  ask  who  directed  t 
ries.  Tiresome,  maybe,  but  here 
Washington  area,  we  call  it  sta 
message. 

Sheila  Met 
Alexandi 
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SHADOW 

Five  Presidents  and  the  Legacy  of  Watergate 

By  Bob  Woodward 

Simon  &  Schuster  •  592pp  •  $27.50 


ALL  THE  PRESIDENTS' 
SCANDALS 


Washington  scandal  books  are  a 
dime  a  dozen,  but  when  Wash- 
ington Post  ace  reporter  Bob 
Woodward  writes  one,  genre  buffs  take 
notice.  Woodward  is  the  Energizer  Bun- 
ny of  investigative  journalists,  still  going 
strong  25  years  after  forcing  Richard 
M.  Nixon  from  office  with  revelations 
about  Watergate.  He  continues  to  un- 
earth new  examples  of  abuse  with  such 
accuracy  and  detail  that  other  reporters 
are  left  scrambling  to  catch  up. 

That's  why  Shadow:  Five  Presidents 
and  the  Legacy  of  Watergate  is  a  bit 
disappointing.  The  book  dissects  the 
struggles  of  five  post- Watergate  Presi- 
dents to  cope  with  a  world  in  which 
their  integrity  was  under  constant  chal- 
lenge. It's  all  here — the  attacks  on  Ger- 
ald R.  Ford's  pardon  of  Nixon  and  on 
Jimmy  Carter's  honesty;  the  Iran-contra 
investigation  that  consumed  Ronald 
Reagan's  second  term  and  haunted 
George  Bush's  Presidency;  and  of 
course,  Bill  Clinton's  impeachment,  to 
which  half  of  the  book  is  devoted.  There 
are  some  tantalizing  new  details,  but 
for  the  most  part,  the  book  reads  like 
outtakes  from  a  reporter's  notebook. 

Worse,  Shadow  doesn't  offer  many 
clues  to  Woodward's  own  thoughts  on 
whether  Watergate's  legacy  has  been 
an  overall  plus  or  a  debilitating  negative 
for  the  country.  Instead,  the  author 
punts,  providing  only  a  detached  narra- 
tive of  how  Washington's  scandal- 
drenched  atmosphere  has  handcuffed 
each  President.  Does  he  have  any  re- 
grets over  what  he  unleashed?  Has  a 
generation  of  Woodward  wannabes  gone 
overboard?  And  is  it  time  to  return  to 
an  era  when  private  lives  are  off  limits? 

We  are  left  to  assume,  from  the 
book's  litany  of  ducking  and  dodging  of 
the  truth  by  Presidents  and  their  aides, 
that  Woodward  thinks  the  press  must 
not  back  down.  For  example,  in  Wood- 
ward's typical  fly-on-the-wall  fashion,  he 


narrates  the  key  events  surrounding 
President  Ford's  pardon  of  Nixon  in 
September,  1974.  Piecing  together  what 
he  has  learned  from  interviews  with 
more  than  a  dozen  participants,  he  at- 
tempts to  show  that  Nixon's  lawyers 
did  offer  Ford  a  deal — resignation  for 
pardon.  Ford  to  this  day  denies  he 
agreed  to  any  quid  pro  quo. 

Woodward  reveals  how  even  Jimmy 
"I'll  never  lie  to  you"  Carter  dissem- 
bled. In  1977,  Woodward  asked  for  a 
White  House  response  to  a  story  he  was 
about  to  report  that  the  CIA 
for  years  had  been  making 
large  payments  to  Jordan's 
King  Hussein.  Carter  sum- 
moned him  to  the  White 
House,  confirmed  the  pay- 
offs, and  said  that,  while  he 
preferred  that  the  story  not 
appear,  he  couldn't  tell  the 
Post  how  to  conduct  its 
business.  Once  the  story 
ran,  however,  Carter  de- 
nounced the  newspaper  and 
denied  to  Hill  leaders  that 
he  had  provided  the  confirmation. 

In  another  reportorial  confession, 
Woodward  reveals  how  Bush  violated 
his  oft-stated  contention  that  he  would 
never  discuss  the  advice  he  gave  Rea- 
gan. In  1987,  then- Vice-President  Bush 
had  an  aide  deliver  a  top-secret  memo 
to  Woodward  contradicting  Reagan's 
claim  that  he  was  dealing  with  Iranian 
"moderates"  in  trading  arms  for 
hostages.  The  motive:  to  get  the  word 
out  that  the  worldly  wise  George  Bush 
didn't  buy  the  implausible  line  about 
Iranian  moderates. 

In  an  epilogue,  Woodward  declares 
there  are  two  lessons  of  Watergate  that 
Presidents  should  heed.  First,  if  there's 
questionable  activity,  release  all  the  facts 
early  and  completely.  Second,  do  not  al- 
low any  inquiry  to  harden  into  a  per- 
manent siege.  Amazingly,  Clinton  al- 
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ways  did  the  opposite  on  both 
No  President  had  a  harder  time 
ing  Watergate's  lessons.  A  first 
mistake  occurred  in  August,  1994 
Kenneth  W  Starr  was  named 
water  Independent  Counsel, 
sanctioned  a  bare-knuckles  politi 
tack  on  Starr — over  the  objects 
then-White  House  Counsel  Lloyd 
who  soon  departed — and  unneces 
riled  the  prosecution  before  it  ha 
poenaed  a  single  document. 

Several  of  the  book's  best  pa 
lay  bare  Clinton's  inability  to  be  ti 
with  himself,  his  wife,  his  closest 
and  even  his  legal  team.  When  1 
Robert  S.  Bennett  tried  to  get  h|ico 
come  clean  about  his  womanizi'n 
before  the  now-famous  Paula  Jon 
position,  Clinton's  nonresponse 
"This  is  a  prison.  I  purposefully  ha 
drapes  on  the  windows."  And  i 
women,  he  insisted:  "I'm  retired.' 
For  the  most  part,  Woodwar 
frains  from  passing  judgment  on 
tergate's  impact.  Wh 
does  draw  Big  Conclu 
they  seem  too  obvio 
be  profound.   He  ca 
"pathetic"  that  Starr  c 
ed  to  send  Congress  a 
sive  narrative  of  the 
ton-Lewinsky  sexual  li; 
Most  Americans  drev 
same  conclusion  long  i  "' 

Woodward  .appears  m%i 
vor  extension  of  the  1R( 
pendent  counsel  law-  Scfllstl 
sibly  Watergate's  non 
controversial  legacy — yet  he  castij  EPutnai 
independent  counsels  who  take  too  ^ 
to  conclude  their  cases.  Woodwa  fe(: 
highly  critical,  for  example,  of  Lawr  met 
E.  Walsh's  deposition  of  Reagan  in  ^ 
three  years  after  the  Gipper  had  §  ^ 
office  and  seven  years  after  Iran-cc 
came  to  light. 

Scandal  buffs  will  find  plenty  in  S  I 
ow  to  hold  their  attention,  while  t 
looking  for  the  father  of  Watergat  ^ 
make  sense  of  it  all  will  be  disappoii « 
Still,  Presidential  candidates  should 
this   book — and   consider  themse  -_ 
warned.  Those  who  think  the  excels* 
of  the  Lewinsky  affair  mean  t  hatfc 
porters  will  disregard  politicians'  Jfri; 
vate  lives  are  only  fooling  themsel 

BY  PAULA  DV#m 

Dwyer  has  been  covering  Wash  js 

ton  scandals  for  two  decades. 
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other  queries,  asked  and  answered. 
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A    BETTER    TITLE    FOR    PACO    UNDERHILL  S 

insightful  and  amusing  Why  We  Buy, 
^0.6  hardback  on  this  month's  best-seller  list,  would 
been  Wluj  We  Doul  Buy.  For  the  book  offers  persuasive 
nee  that  retailers  could  do  much  more  to  remove  the  ob- 
■s  facing  otherwise  eager  customers, 
e  of  the  many  anthropologists  now  working  in  busi- 
Underhil]  assigns  trackers  to  follow  or  videotape  shop- 
and  note  everything  they  do.  That  has  led  to  some  in- 
ting  insights.  For  example,  people  hardly  notice 
ling — circulars,  baskets,  merchandise — placed  just  in- 
i  store's  door.  They  need  a  "transition  zone"  that  will  al- 
lien! a  few  seconds  to  adjust   to  being  inside.  Women 


shopping  with  female  companions  will  spend  more  time — 
and  thus  more  money — than  women  accompanied  by  men, 
who  dislike  the  activity  and  are  "likely  at  any  moment  to  go 
off  and  sit  in  the  car."  All  shoppers  hate  "being  brushed  or 
touched  from  behind"  and  will  simply  leave  if  they  cannot 
study  merchandise  without  getting  jostled.  And  "any  contact 
initiated  by  a  store  employee  increases  the  likelihood  that  a 
shopper  will  buy  something." 

Is  Underbill's  "science  of  shopping"  just  another  example  of 
a  privatized  Big  Brother  watching  everything  we  do?  In  a 
way.  But  whether  you  are  a  retailer  or  just  a  shopper,  you'll 
find  much  to  ponder  in  its  pages. 

BY  HARDY  GREEN 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


OPEN  THE  GATES  WIDE 

TO  HIGH-SKILL  IMMIGRANTS 


RESOURCE: 

Foreigners 
coming  to 
Silicon  Valley 
have  helped 
create jobs 
and  wealth, 
providing 
talent,  capital, 
and  links  with 
global  markets 


;r 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the  Uni- 
versity of  California  at  Berkeley  and 
was  President  Clinton's  chief  econom- 
ic adviser. 


As  the  amazing  expansion  of  the  1990s 
roars  along,  labor-market  conditions 
continue  to  tighten  throughout  the 
country.  The  unemployment  rate  has  been 
below  4.5%  since  November  of  last  year,  and 
nearly  one-half  of  all  Americans  live  in  areas 
with  unemployment  rates  below  4%.  Accord- 
ing to  the  Federal  Reserve's  most  recent 
Beige  Book,  limits  on  labor  supply  are  now 
impeding  employment  and  output  growth  in 
an  increasing  number  of  sectors  and  regions. 

Nowhere  have  labor-market  conditions  been 
tighter  than  in  the  information-technology 
sector.  Since  1993,  this  sector  has  added  more 
than  1  million  net  new  jobs  with  wages  that 
are  on  average  about  three-quarters  higher 
than  the  rest  of  the  economy.  The  unemploy- 
ment rates  for  information-technology  work- 
ers, including  electrical  engineers,  computer 
scientists,  and  programmers,  are  below  2%, 
forcing  regional  employers  to  mount  national 
searches  to  fill  open  positions. 

In  part,  the  strong  demand  for  informa- 
tion-technology workers  reflects  the  econo- 
my's overall  strength.  Efforts  to  head  off  Y2K 
problems  have  also  intensified  the  search  for 
such  workers  this  year.  But  it's  a  mistake  to 
conclude  that  the  increase  in  demand  for  com- 
puter scientists,  systems  analysts,  and  com- 
puter programmers  is  temporary.  Spending 
on  information  technologies  has  risen  steadily 
since  1992  and  now  accounts  for  more  than 
half  of  total  business  spending  on  producer- 
durable  equipment.  New  information  tech- 
nologies are  changing  business  operations 
from  supply-chain  management  to  human-re- 
source management  to  marketing  strategies. 
According  to  a  recent  Commerce  Dept.  re- 
port, the  nation  will  require  at  least  1.3  mil- 
lion new  information-technology  workers  over 
the  next  decade  to  create  new  systems.  More 
will  be  needed  to  operate  them. 
BIG  JUMP.  As  a  result  of  the  intense  scramble 
to  hire  information-technology  workers,  the 
number  of  h-ib  visas  for  skilled  foreign  work- 
ers available  for  this  year  has  already  been 
used  up.  This  is  less  than  one  year  after  pas- 
sage of  legislation  nearly  doubling  that  num- 
ber to  115,000.  The  Clinton  Administration 
initially  opposed  an  increase  in  the  number  of 
H-IB  visas  because  of  concerns  about  possible 
negative  effects  on  American  worker's  through 
immigration. 

But  a  recent  study  by  Professor  Annalee 
Saxenian  at  the  University  of  California  at 


Berkeley  for  the  Public  Policy  Instill 
California  indicates  that  immigratio;  ci 
formation-technology  workers  has  a  is 
economic  impact.  Drawing  on  a  detailej  a 
sis  of  Silicon  Valley's  experience  o|  r 
past  20  years,  Saxenian  demonstrat  i 
such  immigrants  have  been  a  major  s<  r 
new  job  and  wealth  creation,  bringin 
creativity,  capital,  and  links  with  glob 
kets  to  the  region. 

Today,  immigrants  account  for  at  le; 
third  of  the  scientific  and  engineering 
force  in  the  Valley  and  occupy  senior  | 
tive  positions  in  at  least  one-quarte 
new  technology  companies.  Many  h;  i 
vanced  degrees  in  computer  science 
gineering,  fields  in  which  the  number,  i 
grees  granted  by  U.  S.  universit 
American  students  has  been  declining 
LIFT  THAT  CAP.  Over  time,  employm< 
portunities  in  information  technoloi 
stimulate  more  American  students  to  i 
the  necessary  skills.  They  will  be  hel 
the  numerous  educational  initiatives 
Administration,  including  programs 
grade  basic  skills  in  math,  science,  am 
ing  in  primary  and  secondary  schools: 
crease  college  enrollment  and  retentior 
and  to  provide  retraining.  State  an< 
governments  are  responding  to  the  si 
mands  of  the  new  economy,  often  w 
with  private  companies  to  develop  yoi 
prenticeship  programs  and  specializec 
munity-college  training  options.  Nun 
companies  in  the  information-technolo; 
tor,  such  as  Cisco  Systems  Inc.  and  Au 
Inc.,  have  introduced  their  own  progrc 
attract  and  train  students  for  infonr 
technology  jobs. 

For  many  programming  jobs,  the 
sary  skills  can  be  acquired  in  a  mat 
months.  For  others,  however,  the  ges 
period  for  skills  lasts  years  and  require 
stantial  improvements  in  math  and  | 
education  even  before  college.  In  the 
time,  immigrants  who  possess  the  rec 
skills  should  be  allowed — indeed  encoura 
to  fill  the  gap.  Conditions  in  the  inform 
technology  sector  indicate  that  it's  til 
raise  the  cap  on  h-ib  visas  yet  again  a 
provide  room  for  further  increases  as 
ranted.  Silicon  Valley's  experience  re 
that  the  results  will  be  more  jobs  and  h 
incomes  for  both  American  and  immi 
workers. 
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HAVING  TROUBLE  GETTING  YOUR 

E-BUSINESS  TO  BUSINESS? 


Extricity  Software:  powerful  Internet-based  solutions 
to  keep  your  suppliers  in  sync  with  your  customers. 


As  the  leader  in  business-to-business  integration,  Extricity"  Software  knows  that  serving  your 
e-commerce  customers  depends  on  the  efficient  management  of  your  suppliers — accurate 
inventory  management,  planning,  forecasting  and  fulfillment  at  the  speed  of  e-business. 

Extricity  AllianceSenes  is  the  industry's  only  comprehensive  software  application  that  works 
with  your  existing  IT  systems,  the  Internet  and  standard  software  technologies  like  XML  to 
synchronize  business  interactions  and  the  flow  of  information  between  customers,  partners 
and  suppliers  —  all  working  as  one.  Extricity  products  enhance  customer  service  as  well 
as  reduce  time  to  market,  inventories  and  cycle  times  by  more  than  40%. 

Learn  how  Extricity's  customers  around  the  world,  such  as  Adaptec,  Ingram  Micro,  The  North 
Face,"  Solectronf  TSMC  and  others,  have  demonstrated  leadership  in  their  markets  through 
powerful  e-business  solutions.  Call  us  at  800-497-6883  or  visit  our  Web  site  to  learn  how  we 
can  help  you  deploy  an  e-business  solution  today.   6XtriClty.C0m 
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SETTING  THE  AGENDA  IN  BUSINESS-TO-BUSINESS  INTEGRATION. 


i.inceSones  are  trademarks  ol  Extncily  Software    All  olhor  names  are  trademarks  ot  their  respective  companies.  "01999  Extricity  Software.  Inc  All  rights  reserved. 


Economic  Trends 


BY  GENE  KORETZ 

STILL  HOOKED  ON 
THE  EVIL  WEED 

How  smokers  react  to  rising  prices 

Theoretically,  the  tobacco  industry's 
huge  $246  billion  settlements  with 
the  states  over  medical  costs  associated 
with  smoking  will  benefit  Americans  not 
only  by  taking  pressure  off  taxpayers 
but  also  by  improving  their  future 
health.  That's  because  cigarette  demand 
is  sensitive  to  price  changes,  and  the 
settlements  have  sparked  some  of  the 
largest  tobacco  price  rises  in  history. 

In  the  past  17  months,  average  ciga- 
rette prices  in  the  U.  S.  have  jumped 
40%.  Since  studies  indicate  that  a  10% 
price  rise  tends  to  induce  a  3%  to  5% 

THE  MIXED  EFFECTS  OF 
CIGARETTE  PRICE  HIKES 


PERCENT  CHANGE  IN  RESPONSE  TO  A 
100%  RISE  IN  THE  COST  OF  A  PACK 
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AVERAGE         AVERAGE 
NICOTINE  TAR 

CONTENT*       CONTENT* 

•PER  CIGARETTE  SMOKED 


DATA:  WILLIAM  N.  EVANS  AN0  MATTHEW  C  FARRELLY 

reduction  in  per  capita  consumption  of 
cigarettes,  the  potential  health  benefits 
of  the  latest  round  of  price  increases 
appear  to  be  substantial. 

Unfortunately,  they're  less  substantial 
than  they  seem,  argue  William  N.  Evans 
of  the  University  of  Maryland  and 
Matthew  C.  Farrelly  of  the  Research 
Triangle  Institute.  Medical  research 
shows  that  people  given  cigarettes  with 
lower  tar  and  nicotine  content  often 
change  their  smoking  behavior  to  main- 
tain their  intake — by  puffing  more  often 
or  inhaling  more  deeply.  Writing  in  the 
Rand  Journal  of  Economics,  the  two 
economists  provide  evidence  that  smok- 
ers also  adjust  their  buying  patterns  to 
compensate  for  price  increases. 

Analyzing  detailed  survey  data  cov- 
ering some  22,000  people  from  1979  to 
1987,  they  find  that  smokers  in  high- 
tax  states  tend  to  buy  fewer  cigarettes, 
but  to  smoke  ones  that  are  longer  and 
higher  in  tar  and  nicotine  than  those 
purchased  by  smokers  in  low-tax  states. 
And  smokers  in  states  that  have  raised 


taxes  significantly  also  tend,  over  time, 
to  switch  to  more  powerful  smokes. 

To  be  sure,  roughly  half  of  the  drop 
in  demand  caused  by  price  hikes  can 
be  attributed  to  the  fraction  of  the  pop- 
ulation who  quit  smoking.  But  Evans' 
and  Farrelly's  point  is  that  the  behavior 
of  those  who  continue  to  smoke  negates 
a  significant  part  of  the  health  benefits 
generated  by  getting  people  to  stop. 

Since  tax  hikes  affect  all  brands  of 
smokes,  it's  predictable  that  many  smok- 
ers would  switch  to  stronger  brands 
while  economizing  by  smoking  fewer  cig- 
arettes. Indeed,  the  study  indicates  that 
the  average  daily  tar  intake  of  those 
who  keep  on  smoking  remains  roughly 
the  same  after  they  cut  down. 

Among  young  adults  age  18  to  24, 
however,  the  researchers  find  that  the 
tendency  to  switch  to  stronger  smokes 
is  so  pronounced  that  their  average  tar 
and  nicotine  intake  actually  rises.  And 
since  young  smokers  are  also  those  most 
likely  to  quit  as  a  result  of  higher 
prices,  this  finding  is  particularly  trou- 
bling. It  suggests  that  the  future  health 
problems  of  young  continuing  smokers 
could  offset  as  much  as  half  of  the 
health  gains  anticipated  for  those  in 
their  age  group  who  are  induced  to  quit. 

If  governments  really  want  to  use 
taxes  to  improve  health  and  deter  smok- 
ing, conclude  Evans  and  Farrelly,  they 
should  tie  tax  rates  directly  to  the  tar 
content  of  cigarettes. 


COLOR-BLIND  AT 
THE  BALLPARK 

Over  time,  fans  have  lost  their  bias 

Prejudice  against  blacks  may  still 
taint  the  attitudes  of  some  white 
Americans,  but  it's  no  longer  apparent 
in  major  league  baUparks,  report  F.  An- 
drew Hanssen  of  Montana  State  Uni- 
versity and  Torben  Andersen  of  Red 
Deer  College  in  Red  Deer,  Alta.,  Cana- 
da. In  a  study  in  the  current  issue  of 
Economic  Inquiry,  they  assess  the 
changing  degree  of  bias  against  black 
and  Latino  ballplayers  in  the  annual 
voting  for  baseball's  All-Star  Game. 

Since  1970,  the  starting  lineups  for 
each  major  league  in  the  big  game  each 
year  have  been  decided  by  the  votes  of 
fans,  mainly  at  ballparks.  At  the  same 
time,  the  percentages  of  blacks  and  Lati- 
nos among  the  candidates  (the  starting 
lineups  of  all  teams  in  both  leagues)  have 
remained  relatively  stable,  averaging 
about  27%  and  17%,  respectively. 

Thus,  by  controlling  for  performance, 


experience,  position,  and  other 
the  two  economists  were  able  tc 
mate  how  much  of  an  impact  ri 
Latin  ethnicity  had  on  the  voting.1 
lyzing  data  from  1970  to  1996,  the| 
no  systematic  bias  affecting  the 
for  Latino  players.  Voting  for  1 
however,  tells  a  more  intriguing 

In  1970,  the  study  indicates  that| 
candidates  received  40%  fewer 
than  white  ballplayers  with  sil 
records.  But  by  1975,  the  differencl 
only  17%,  and  by  the  early  1980s[ 
dence  of  anti-black  bias  in  the 
had  disappeared  entirely.  Indeel 
1996,  black  ballplayers  even  appj 
to  have  an  edge  over  their  white 

"The  results,"  says  Hanssen,  "aj 
pecially  striking  in  light  of  the  faci 
black  attendance  at  ball  games  i| 
only  quite  small  but  seems  to  ha\ 
clined  over  the  period." 


FED  POLICY'S 
ACHILLES'  HEELI 

Will  restraint  hit  stocks  or  gro\ 

From  1950  to  1980,  the  ratio  ol 
annual  value  of  stock  market  t| 
actions  to  gross  domestic  produc 
relatively  stable,  averaging  about 
But  in  recent  decades,  it  has  zo 
up — exceeding  100%  by  early  this 

Most  economists  see  this  as  evi 
that  stocks  are  overvalued.  But 
W  Paulsen  of  Wells  Capital  M 
ment  is  worried  about  what  it  i 
for  monetary  policy.  He  notes  tha 
ratio  began  to  cLimb  in  the  1980s,  j 
the  link  between  the  growth 
money  supply  and  economic  growt 
came  highly  unpredictable. 

Paulsen  thinks  monetary  growth 
increasingly  tended  to  fuel  spendin  Jhe  le 
financial  assets —  "i^^™^™ 
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i.e.,  the  stock 
market — rather 
than  to  stimulate 
real  economic  ac- 
tivity. And  to  him, 
that  implies  that 
Fed  tightening  is 
far  more  likely  to 
cause  a  market 
correction  than  to 
brake  the  econo- 
my over  the  near 
term.  "It  may  be 
one  reason,"  he 
says,  "that  Alan 
Greenspan  has  re- 
cently been  musing  about  past  s  "* 
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market  bubbles  that  burst." 
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I  he  leader  in  four-wheel  drive  teehnology  intro- 
s  its  latest  benchmark.  The  all-new  1999  Jeep, 
d  c  herokee  Limited.  And  once  again,  the  rest  of 
iUV  world  is  challenged  to  keep  up. 
i.  ombining  Vari-Lok"  axles  and  Quadra -Trac  UIN' 
),  the  available  Quadra-Drive™  system  operates 
axmuim  capability  all  the-  time.  I  he  all-new  4.7 
VS  produces  more  power  yel  uses  less  fuel." 
Grand  Cherokee  sets  new  standards  in  refine- 
i  too.  The  Infrared  Dual  /one  C  lunate  Control  ims 
red  technology  to  regulate  cabin  temperature. 


Thirteen  programmable  features  give  you  ultimate 
set-it-and-forget-it  convenience.  Best-in-class  stopping 
ability'  and  next  generation  air  bags"  make  Jeep  Grand 
Cherokee  a  leader  in  safety  too. 

Ifyoure  interested  in  getting  the  latest  in  SUV  tech- 
nology look  to  the  leader.  Jeep  Grand  Cherokee.  Call 
1-800-925-JEEP  or  visit  our  Web  site  at  \\ "vwv.jeep.com. 
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Technology  &  You 


BY  STEPHEN  H.  WILD  STROM 

GIVE  US  A 
SIMPLER  OFFICE' 


But  Microsoft  is  far 
from  ready  to  produce 
such  a  product, 
despite  the  demand 

Do  people  want  a  sim- 
plified version  of  Mi- 
crosoft Office?  I  put 
that  question  to  readers  a 
couple  of  weeks  ago,  and 
their  response  was  a  re- 
sounding "yes."  They  com- 
plained that  Office  is  too 
complicated,  too  big,  too 
crash-prone,  too  expen- 
sive, and  needs  too  much 
computer  power.  People 
offered  suggestions  on  how 
to  fix  it. 

Patrick  McKeon  of 
Chicago  has  a  typical  re- 
action. "You  bet  I 
would  buy  a  simplified 
version  of  Microsoft 
Office  if  it  was 
available,"  he  says. 
"I  have  longed 
for  this  for 
years.  I  don't 
use  80%  of  the  ''"I 
programs'  features." 
FRUSTRATION.  Despite 
the  outpouring  of  senti- 
ment, in  which  about  99% 
of  correspondents  favored,  a 
simplified  Office  for  home, 
school,  or  small  business,  Mi- 
crosoft shows  little  interest 
in  rising  to  the  challenge. 
And  as  long  as  Microsoft  con- 
trols the  proprietary  file  for- 
mats that  Office  applications 
use,  it  is  unlikely  that  any- 
one else  could  produce  a  tru- 
ly compatible  product,  a  fun- 
damental requirement  of 
Office  Lite  fans. 

The  sources  of  frustration 
were  many,  but  a  few  domi- 
nated the  complaints.  "In- 
stead of  a  lot  of  new  stuff,  I 
would  prefer  that  the  old 
stuff  would  work  properly," 
says     Herbert     Francl     of 


Banyoles,  Spain.  He's  both- 
ered by  dates  that  change 
when  moving  from  one  ver- 
sion of  Excel  to  another.  Many 
complained  that  features  de- 
signed to  promote  ease  of  use, 
such  as  wizards  and  automat- 
ic formatting,  actually  made 
their  work  harder.  And  Brock 
B.  Bernstein  of  Ojai,  Calif., 
speaks         for 


wants  to  go  back  to  a  sim- 
pler edition  of  Word — but 
needs  the  ability  to  display 
data  from  Excel  spreadsheets 
in  Word  documents.  M.  Al- 
Rawahi  of  Muscat,  Oman, 
uses  only  limited  features  but 
needs  multi-language  support. 
And  there  were  many  calls 
for  one  feature  to  be  added 
to  Word:  a  command,  long 
present  in  the  WordPerfect 
word  processor  of  Corel 
WordPerfect  Office,  that 
makes  all  formatting  codes 
visible. 

Interestingly,  readers  also 
came  up  with  a  way  to  cre- 
ate customized  simplified  ap- 
plications. They  would  have 
Microsoft — or  a  competitor — 
sell  a  bare-bones  version  of 
Office.  Customers  could  add 
additional  features  by  either 
buying  or  renting  compo- 
nents as  needed, 
perhaps  by  down- 
loading them  off  the 
Internet. 

Office  2000  takes 
a  step  in  this  direc- 
tion by  allowing 
some  features  to 
be  added  only 
when  needed. 
Unfortunate- 
ly, "install  on 
demand"  is  difficult 
to  use  and  relatively  in- 
flexible. Furthermore,  a 
minimal  installation  of  just 
n  Word         runs         89 


inger 


form  of  the  "pocket"  0< 
applications  built  intt 
dows  ce  handheld  com 
which  have  the  advant 
working  with  existing 
file  formats. 

Writes  Perry  Glas 
Haverhill,  Mass.:  "It 
to  me  now  that  the  tri 
down   version   of  an 
suite  that  works  for 
Microsoft's  ce.  The  onhj 
dumb  component  is 
PowerPoint,  a  read-on 
plication  and  therefore 
less  for  work.  But  f 
trimmed  versions  of 
and  Word,  it's  terrific 
Microsoft  exec  says  tb 
pany's  experience  has 
that  CE  users  want  the 
et  applications  to  be 
more   and   more   like 
desktop  big  brothers 
LOST  FEATURES.  One  s 
tion  offered  by  several 
ers  is  that  software  pu| 
ers     move     toward 
industry-standard  file  fo: 
This  would  make  it  ea: 
other  companies  to  off* 
Ace-compatible  softwar 
fice  2000  moves  in  the 
direction   by   letting 
choose    hypertext    ma 
language  (html),  the  li 
franca  of  the  Web,  as  2 
ternative  to  standard  fil< 
mats.  But  many  forma 
features  are  lost  wher 
file  is  saved  as  html. 

Judging  by  the  volume 
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Some  99%  of  those  who  respond 
to  a  BUSINESS  WEEK  question 
said  they  wanted  software  suitab 
for  home  and  school 


many  when  he  says:  "The 
overall  complexity  of  Office 
and  Windows  creates  com- 
patibility problems  that  lead 
to  lockups  and  crashes." 

To  some  extent,  readers' 
responses  support  Microsoft's 
contention  that  while  few 
people  use  more  than  a  tiny 
percentage  of  the  programs' 
features,  everyone  wants  a 
different  10%.  For  example, 
Janet  Galvez  of  the  Universi- 
ty of  Florida  in  Gainesville 


megabytes  and  lacks  such  ba- 
sic functions  as  spell-check- 
ing. But  a  senior  Microsoft 
executive,  who  declined  to  be 
quoted,  said  a  highly  modular 
Office  posed  daunting  engi- 
neering challenges,  could  suf- 
fer from  poor  integration  of 
its  components,  and  might 
also  make  it  difficult  for  users 
to  discover  extended  features. 
An  alternative  path  to  a 
simpler  Office  might  already 
be  in  Microsoft's  stable  in  the 
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tone  of  the  mail  I  recei 
there  is  a  market  for  a 
pier  alternative  to  Office.  ^ 
Microsoft's  lack  of  inte  If  51 
and  the  realities  of  the  i  on  v 
ketplace  mean  it  will  li  \  (U 
be  a  long  time  in  coming  |  y 
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A  sampling  of  readers' 
responses  is  available  with 
July  5  issue  at 
www.businessweek.com 


Vtir 
pste 

much 


20  BUSINESS  WEEK  /  JULY  5,  1999 


isiness  Outlook 


VIES  C.  COOPER  &  KATHLEEN  MADIGAN 


IE  GOOD  NEWS:  EXPORTS  ARE  IP. 
IE  RAD  NEWS:  EXPORTS  ARE  UP 

mger  foreign  demand  may  put  pressure  on  U.S.  prices  and  wages 


J.  S.  ECONOMY 


OE  DEFICIT:  STEADY 
APRIL.  BUT  GAPING 

GOODS  AND  SERVICES 


With  Federal  Reserve  Board 
Chairman  Alan  Greenspan 
uiting  the  economic  news  recently,  you  might 
missed  an  interesting  development  in  the  April 
on  foreign  trade:  Exports  posted  their  first  in- 
i  in  six  months.  It's  a  clear  sign  that  after  nearly 
ears  in  dire  straits,  economies  outside  the  U.  S. 
atting  back  on  their  feet.  And  it's  not  just  the  fi- 
ll markets  that  are  stronger.  Foreigners  are  start- 
•  buy  more  goods  and  services, 
kvever,  rising  foreign  demand  is  not  all  good  news 
ie  U.  S.  In  fact,  it  plays  right  into  Greenspan's 
about  red-hot  domestic  demand.  Sagging  exports 
widening  trade  deficit  have  been  a  safety  valve 
e  U.  S.  economy.  They  have  offset  some  of  the  po- 
of U.  S.  spending  by  consumers  and  businesses, 
/enting  the  extra  price  and  labor-market  pressures 
;uch  demand  would  otherwise  have  created. 

Consider  that,  although  do- 
mestic demand  grew  5.7% 
over  the  past  year,  the  fastest 
yearly  clip  since  1984,  the 
economy  has  grown  at  a  slow- 
er 3.9%  pace.  That's  because 
the  wider  trade  gap  subtract- 
ed from  overall  growth,  and 
the  softness  in  exports  de- 
pressed manufacturing,  help- 
ing to  slow  inventory  growth. 
The  problem  is  that,  based 
s  June  17  testimony  before  Congress,  Greenspan 
/es  that  the  economy's  maximum  noninflationary 
th  is  currently  about  3%.  If  the  drag  from  trade  is 
ling,  then  that  puts  increasing  pressure  on  do- 
1  spending  to  slow  clown.  If  it  doesn't,  then  a 
er-point  rate  hike  by  the  Fed — now  almost  uni- 
illy  expected  on  June  30 — may  not  be  the  last. 

JE   SURE,   FOREIGN  TRADE  was  a  continuing 

on  growth  in  the  second  quarter,  but  stronger 

.1  demand  means  that  the  drag  will  lessen.  The 

trade  deficit,  including  goods  and  services,  held 
y  at  March's  gap  of  $18.9  billion,  only  a  bit  wider 
February's  $is.f>  billion  deficit  (chart), 
justed  for  inflation,  the  April  merchandise  deficit 
much  larger  than  the  first-quarter  average,  sug- 
Dg  that  the  widening  trade  gap  is  likely  to  cut 

than  a  percentage  point  from  second-quarter 
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economic  growth.  Still,  that  would  be  less  than  the  2.4 
points  it  subtracted  in  the  first  quarter,  and  the  drag 
in  the  second  half  should  diminish  further. 

The  1.2%  increase  in  April 
exports  was  broad,  including 
gains  in  shipments  of  autos, 
consumer  goods,  capital  goods, 
and  raw  materials.  Adjusted 
for  inflation,  overall  merchan- 
dise exports  advanced  a  solid 
2.9%  in  April,  and  they  have 
grown  7.8%  from  a  year  ago, 
the  fastest  annual  growth  rate 
in  more  than  a  year  (chart). 

It  should  not  be  surprising 
that  the  export  turnaround  coincides  with  the  recent 
gain  in  manufacturing  output.  Excluding  autos,  to  elim- 
inate the  effects  of  last  year's  strike  at  General  Motors 
Corp.,  factoiy  output  in  the  second  quarter  is  growing 
at  the  fastest  quarterly  pace  in  a  year  and  a  half. 

MOST  IMPORTANT,  EXPORTS  to  all  Pacific  Rim  coun 
tries  are  up  2%  from  a  year  a'go.  Last  summer,  Pac 
Rim  exports  were  20%  below  their  year-earlier  level. 
Stronger  growth  in  Korea,  along  with  nascent  recov- 
eries in  nearly  all  the  Southeast  Asian  countries,  all 
buoyed  by  continued  solid  growth  in  China,  are  lifting 
demand  for  U.  S.  goods.  Most  analysts  believe  that  the 
surprisingly  robust  first-quarter  growth  reported  by 
Japan  was  a  statistical  fluke  and,  while  not  signaling  a 
recovery,  it  may  mean  the  worst  is  past. 

The  only  real  problem  area  for  U.  S.  exports  right 
now  is  Latin  America,  where  the  lagged  effects  of 
Asian  contagion  are  playing  out.  U.  S.  shipments  to 
Mexico  are  about  flat  from  a  year  ago,  but  exports  to 
the  rest  of  Latin  America  are  still  down  a  steep  15% 
from  this  time  last  year,  mainly  reflecting  recessions  in 
Brazil,  Argentina,  and  Chile. 

Exports  to  Europe  in  April  rose  8.5%  from  a  year 
ago,  a  pickup  from  the  annual  pace  in  recent  months. 
Stronger  growth  in  Europe  will  boost  U.  S.  shipments 
in  coming  months,  especially  since  all  of  Western  Eu- 
rope accounts  for  25%  of  U.  S.  merchandise  exports. 
The  preliminary  report  on  euro  zone  gross  domestic- 
product  showed  growth  at  a  sluggish  annual  rate  of 
1.6%,  yet  the  showing  was  a  bit  better  than  expected. 
Moreover,  based  on  GDP  data,  especially  in  Germany, 
first-quarter  domestic  demand  in  Europe  rose  strongly, 
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while  overall  growth  was  dragged  down  by  foreign 
trade  and  inventory  liquidation. 

Looking  to  the  second  half  in  the  euro  zone,  the 
drag  from  trade  will  ease,  and  with  inventories  ex- 
ceptionally lean,  some  restocking  will  boost  produc- 
tion. Also,  domestic  demand  should  keep  picking  up, 
given  recent  gains  in  measures  of  consumer  and  busi- 
ness confidence.  New  strength  in  German  manufactur- 
ing orders  and  industrial  production  reflect  the  gener- 
al trend  of  euro  zone  improvement,  which  is  bolstered 
by  low  interest  rates  and  a  favorable  exchange  rate. 

THE  TROUBLE  WITH  U.  S.  TRADE  will  continue  to  be 

on  the  import  side  of  the  ledger.  Despite  the  strong  ex- 
port showing  in  April,  imports  rose  by  just  as  much,  re- 
flecting booming  U.  S.  demand  and  a  strong  dollar. 
Higher  oil  prices  inflated  the  value  of  April  imports,  but 
even  adjusted  for  inflation,  spending  on  foreign  goods 
increased  sharply. 

Without  some  cooling  in  U.  S.  demand,  import  growth 
will  not  slow  anytime  soon.  Greenspan  noted  especially 
the  impact  on  demand  growth  from  wealth  gains  arising 
from  stock  values  and  home  prices,  saying  that  in- 
creased wealth  had  accounted  for  about  1%  of  the 
economy's  4%  growth  rate.  He  also  said  that  even  if  the 
rapid  growth  in  capital  gains  ends  soon,  there  is  still 
enough  such  stimulus  in  the  pipeline  to  support  outsized 
demand  growth  for  months  to  come. 


THE  GREENBAC 
HAS  REBOUNDI 


Reflecting  ever-rising  imports,  which  now 
for  about  a  third  of  all  nonoil  goods  purchaseril 
U.S.,  protectionist  pressures  have  surfaced  thif 
Most  recently,  on  June  22,  the  Senate  by  a  vote 
42  defeated  a  bill,  passed  by  the  House  of  Red 
tatives,  that  would  have  slapped  quotas  on  mil 
steel — an  act  contrary  to  international  trade  stq 

In  addition  to  seemingly  ir- 
repressible U.  S.  demand,  a 
strong  dollar  will  continue  to 
draw  in  foreign  goods.  After 
plunging  11%  from  last  Au- 
gust to  mid-January,  following 
last  fall's  market  turmoil  and 
Fed  rate  cuts,  the  trade- 
weighted  greenback  has  re- 
gained 7%  of  that  drop  (chart). 
If  the  Fed  makes  more  than 
one  hike  in  U.  S.  interest 
rates,  further  dollar  strength  is  likely,  since  the  i 
the  world  will  not  be  in  a  position  to  match  an; 
increases  anytime  soon. 

The  problem  is  that,  despite  the  faster  growth 
ports  in  the  months  to  come,  ever-rising  impo: 
prevent  any  significant  improvement  in  the  trade 
this  year.  But  the  drag  will  lessen,  and  that  will 
a  smaller  safety  valve  for  pressures  on  U.  S. 
and  wages. 


GROWTH  HAS  JOBLESSNESS  ON  THE  RUN 


As  the  euro  zone's  heavy- 
weights struggle  to  create 
jobs,  Spain  has  become  a  growth 
leader  in  employment  and  overall 
economic  performance.  After  4% 
in  1998,  the  economy  grew  3.6% 
in  the  first  quarter  of 
1999.  That  is  twice  the 
pace  of  the  11 -nation 
euro  zone,  and  it  puts 
the  government's  target 
of  3.8%  for  the  year 
within  reach  (chart). 
Strong  growth  will 
allow  further  progress 
in  reducing  the  euro 
zone's  highest  jobless 
rate.  Spain's  unemploy- 
ment rate  fell  from  18.17%  in  the 
fourth  quarter  to  ]6.97%  in  the 
first,  the  lowest  in  ;  even  years. 
The  drop  was  helped  by  new 
recordkeeping  that  is  closer  to 
euro  zone  standards.  Also,  Spain 


A  HOTCH  SLOWER, 
BUT  STILL  STRONG 


SPANISH  GDP  GROWTH 
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has  a  lot  of  employees  who  want 
to  work  more  hours.  Still,  the  fall 
was  the  twelfth  in  a  row,  and  the 
economy  has  already  added 
161,000  jobs  this  year,  half  of  the 
1999  government  projection.  In 

1998,  Spain  generated 
half  of  the  job  growth 
in  the  15-country  Eu- 
ropean Union. 

Job  growth  has 
been  spurred  by 
record  low  interest 
rates,  a  result  of  cuts 
from  high  levels  to 
assure  euro  zone  con- 
vergence. Low  rates 
are  fueling  domestic 
demand,  especially  consumer 
spending  and  construction.  Busi- 
ness investment  is  also  gaining. 

Still,  global  weakness  is  de- 
pressing exports,  and  that's  why 
job  growth  is  expected  to  slow  a 


bit  in  the  second  half.  Even  as  I 
construction,  agriculture,  and  s| 
vices,  especially  tourism,  post 
id  growth,  manufacturing  jobs 
in  the  first  quarter,  and  growtl 
April  industrial  production  slo\ 
to  only  1.2%  from  a  year  ago, 
Asian  weakness  has  spread  to 
Latin  American  and  European 
port  markets.  Another  record 
year  for  tourism  is  helping  to  oj 
set  some  of  the  export  weaknes 
in  the  foreign-trade  accounts. 

Strong  growth  is  generating 
mild  concern  about  the  pickup  ij 
inflation  to  2.2%  in  May,  above 
2%  target  set  by  the  European 
Central  Bank  for  euro  zone  coui| 
tries.  The  zone  average  is  1%. 
The  government  plans  to  cut 
prices  in  regulated  utilities,  likej] 
to  be  followed  by  efforts  to  re- 
form pricing  in  retail  distribution 
and  certain  services. 
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You  could  have  all  the  disk  and  tape  space  in  the  world  and  still  not  have  a  smart  storage  solution.  After  all,  if 
your  storage  system  lacks  the  intelligence  to  allocate  data  evenly,  it  will  probably  be  equally  inept  at  finding  the 
information  you  need.  A  Storage  Area  Network  (SAN)  solution  from  StorageTek  has  built-in  intelligence  that  gives 
you  easy  access  to  all  your  critical  data.  For  intelligent  SAN  solutions,  visit: 
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Just  because  you 

have  enough 

storage  for  your  data 

doesn't  mean  you 

don't  have  a 
storage  problem. 


INFORMATION     made     POWERFUL"  STORAGETEK 


©  1999  Storage  Technology  Corporation.  All  rights  reserved.  StorageTek  is  a  registered  trademark  and  "Information  Made  Powerful'  ,s  a  trademark  of  Storage  Technology  Corporation. 
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TELECOMMUNICATIONS 


WHOSE  GABLES 
ARE  THEY? 


Court  rulings  on 
Internet  access 
have  set  off 
a  storm  of  debate 


It's  hard  to  imagine  that  a  public  pol- 
icy debate  over  the  highly  technical 
question  of  Internet  access  over  ca- 
ble could  generate  so  much  political 
mudslinging.  In  Los  Angeles,  three  out 
of  five  commissioners  on  a  city  advisory 
group  have  resigned  since  the  beginning 
of  June,  in  protest  over  Mayor  Richard 
J.  Riordan's  refusal  to  force  the  cable 
companies  to  allow  Internet  service 
providers  to  use  their  networks.  One 
commissioner,  Robert  Duggan,  accused 
the  mayor  of  selling  out  consumers  in  fa- 
vor of  the  cable  industry.  And  State 
Senator  Richard  Alarcon,  the  California 
Senate  Majority  Whip,  is  expected  to 
introduce  legisla- 


tion to  open  ca- 
ble wires  to  In- 
ternet companies 
statewide. 

What's  all  the 
fuss  about?  From 
Los  Angeles  to 
Ft.  Lauderdale, 
local  officials  are 
beginning  a  hot 
debate  on  some- 
thing called  "open 
access."  At  issue 
is  whether  at&t 
and  other  cable 
companies    that 


THE  FIGHT 
OVER  OPEN 
ACCESS 
GOES  LOCAL 


PORTLAND,  ORE. 


A  federal  judge 
ruled  the  city  can 
force  AT&T  to  open 
lines  to  Internet 
service  providers. 
Now  under  appeal. 
Subscribers 
affected:  263,000 


are  upgrading 
their  systems  to  provide  high-speed  In- 
ternet access  are  obliged  to  open  their 
networks  to  competitors  such  as  Ameri- 
ca Online  Inc.  Although  there  are  alter- 
natives— beefed-up  phone  lines  and  satel- 
lites— cable  is  quickly  shaping  up  as  the 


SAN  FRANCISCO 


The  San  Francisco 
Board  of  Supervisors 
will  meet  July  6  to 
consider  whether 
AT&T  should  open  its 
lines  to  ISPs  when  it 
takes  control  of  the 
city's  cable  system. 
Affected:  460,000 


most  popular  way  to  deliver  zippy  Net 
connections  to  U.  S.  households.  That 
means  whoever  gets  to  sell  cable  Inter- 
net service  will  benefit — as  the  market 
for  Net  access  swells  to  a  projected  $35 
billion  by  2002,  up  from  $14  billion  today, 
and  as  electronic  commerce  booms.  "No 
one  can  match  the  cable  industry  for 
speed  and  ease  of  use,"  says  Spencer 
Grimes,  cable  analyst  at  Salomon  Smith 
Barney. 

For  a  while,  it 
looked  as  if  at&t 
and  other  cable 
players  wouldn't 
have  to  share. 
Since  the  long- 
distance giant 
cut  deals  to  ac- 
quire Tele-Com- 
munications Inc. 
and  MediaOne 
Group  for  a  com- 
bined $116  billion,  most  cities  have 
transferred  the  cable  licenses  to  at&t 
without  conditions.  The  Federal  Com- 
munications Commission,  eager  for  con- 
sumers to  get  local  phone  competition 
and  high-speed  net  access,  also  gave  its 
blessing.  Then  came  Portland,  Ore.  Ear- 
lier this  year,  its  city  and  county  officials 
decided  to  force  AT&T  to  open  up  the 
tci  cable  network  it  was  buying  to  any 
other  Internet  player  that  wanted  the 
use  of  the  pipes,  at&t  challenged  the 
dictate  but  lost  a  federal  court  decision 
on  June  4.  AT&T  is  appealing  that  ruling. 
"PRAIRIE  FIRES."  Portland  was  just  the 
first  of  a  growing  firestorm.  In  Florida, 
Miami-Dade  County  and  Broward  Coun- 
ty, which  includes  Ft.  Lauderdale,  are 
debating  the  open-access  issue  and  are 
expected  to  vote  on  it  in  July.  Seattle, 
San  Francisco,  and  Oakland,  Calif.,  are 
also  weighing  the  issue.  All  told,  as  many 
as  200  municipalities  could  consider  the 
open-access  question  in  the  next  year. 
There  seem  to  be  "prairie  fires  across 
the  country,"  says  George  Vradenburg 
III,  senior  vice-president  at  AOL. 
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The  result  is  a  ma  rive  lobbying  bal 
tie  In  the  high  pn.iilc  l.o-  Angele   con- 
flict, ( '.  Michael  Armstrong,  hair- 
man  and  CEO,  visited  Kim-dan  to  pn 
his  case  against  open  access.  The  com- 
pany is  hiring  lobbyists  in  nearly  >■•. 

region  where  the 


LOS  ANGELES 


The  city  council  and 
the  Mayor  appear 
to  be  at  odds  over 
open  access  policy. 
Three  of  five  mem- 
bers of  a  city  advi- 
sory group  quit  in 
protest  of  a  report 
opposing  open 
access. 
Affected:  640,000 


issue  is  hot. 
Among  the  lob- 
bying outfits  on 
board  in  L.  A.  is 
one  headed  by 
former  Democra- 
tic strategist  and 
John  F.  Kennedy 
staffer  Joseph  R. 
Cerrell. 

On  the  other 
side,  AOL  has 
hired  the  high- 
powered  law 
firm  of  Latham 
&  Watkins  and  gte  is  using  former  De- 
mocratic National  Committee  Chairman 
Charles  Mannatt's  law  firm,  Mannatt, 
Phelps  &  Phillips,  aol  wants  to  be  able 
to  buy  capacity  on  at&t's  cable  pipes 
at  wholesale  prices  and  then  resell  it 
to  consumers,  bundled  with  aol's  con- 
tent, at  a  higher  price.  "It's  very  im- 
portant that  consumers  have  choices 
and  competition  be  allowed  to  flourish," 
says  aol  ceo  Steve  M.  Case. 

AT&T  execu- 
tives seethe  at 
such  comments. 
The  company 
points  out  that  it 
spent  more  than 
$100  billion  to 
buy  cable  net- 
works across  the 
country,  and  it 
must  invest  bil- 
lions more  to  enable  the  cable  systems 
to  handle  services  like  Net  access  and 
telephone  calls.  The  company  says  it 
shouldn't  have  to  share  its  hard-won 
network  with  other  companies.  "People 
can  go  to  any  Web  site  they  want,"  says 
AT&T  General  Counsel  James  W.  Cic- 
coni.  "What  aol  really  wants  is  the  abil- 
ity to  control  the  customer.  They  want 
to  maintain  their  dominance." 
MOMENTUM.  Cable  players  also  down- 
play the  idea  that  they  have  any  mo- 
nopoly control  over  Net  access.  Only 
about  800,000  people  tap  the  Net  over 
cable  modems,  or  less  than  Vi  of  total 
Net  users.  Although  that  number  will 
grow,  the  number  of  alternatives  are 
increasing  daily,  cable  companies  argue. 
Indeed,  AOL  has  already  struck  deals 
with  Bell  Atlantic  Corp.  and  sue  Com- 
munications to  sell  its  Net  service  over 
high-speed  phone  lines.  And  on  June 


FORT  LAUDERDALE 


A  Broward  County 
commission  is 
debating  whether 
AT&T's  MediaOne 
must  open  its  cable 
wires  to  ISPs. 
Affected:  262,900 
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21,  aol  announced  that  it  would  invest 
$1.5  billion  in  Hughes  Electronics  Corp. 
so  aol  customers  could  reach  the  Net 
from  high-speed  satellite  connections. 
"I  think  aol's  investment  undercuts  the 
notion  that  there  won't  be  true  compe- 
tition for  broadband  Internet  access  and 
undercuts  the  need  for  government  in- 
volvement," says  Brian  L.  Roberts, 
president  of  Comcast  Corp.,  the  coun- 
try's third-largest  cable  company. 

For  now,  though,  aol  and  other  open- 
access  advocates  appear  to  be  gaining 
momentum.  Several  municipalities  are 
following  Portland's  lead.  Miami-Dade 
and  Broward  Counties  seem  to  be  lean- 
ing toward  opening  up  the  cable  plant. 
And  the  Los  Angeles  city  council,  which 
early  on  voiced  support  for  open  access, 


will  now  probably  oppose  Riordan's 
stance  against  open  access,  sources  say. 
Spokane  (Wash.)  is  headed  for  a  fight  on 
the  issues  as  well.  "I'm  looking  to  take  a 
more  critical  and  aggressive  stance  on 
these  issues,"  says  Jay  Cousins,  who  sits 
on  the  Spokane  board  advising  the  city 
and  county  on  cable  regulation.  "The  city, 
when  it  comes  to  any  company  like  TCI, 
is  about  as  obsequious  as  it  gets." 

In  the  long  term,  however,  at&t  and 
other  players  are  hoping  to  turn  the 
tide.  The  long-distance  giant  expects  to 
win  its  appeal  of  the  Portland  court 
case.  If  that  happens,  it's  likely  to  set  a 
strong  precedent  that  at&t  has  no  legal 
obligation  to  share  its  cable  network 
and  can  do  so  at  commercial  rates  it 
negotiates  with  aol  and  others. 


at&t  also  has  a  safety  net.  A| 
at&t  is  fighting  open  access 
municipality  now,  the  FCC  has 
clear  that  it  thinks  there  needsi 
consistent  national  policy  on  th  |te 
And  fcc  Commissioner  William 
nard  has  said  that  he  is  opposec  > 


ulating  open  access  because  hflvi 
at&t  and  other  cable  players 
every  incentive  to  upgrade  th 
works.  "My  No.  1  concern,  nunu 
is  we've  got  to  get  Americans 
Internet  access  in  their  horn  ,lc 
says.  With  friends  like  Kennar 
can  afford  a  few  enemies  in  Loi 
les  and  Portland. 

By  Peter  Elstrom  in  Neu 
Ronald  Grover  in  Los  Angel 
Catherine  Yang  in  Washington 
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THE  ABCs  OF  OPEN  ACCESS 


High-speed  Internet  access,  also 
known  as  broadband,  is  the 
Holy  Grail  of  the  high-tech 
industry.  But  as  cable  operators 
upgrade  their  systems  for  super-fast 
Internet  communications,  a  battle 
has  erupted,  with  the  cable  industry 
and  at&t  on  one  side  and  with 
Internet  service  providers  (isps) 
such  as  America  Online  Inc.  and 
local  telephone  companies,  includ- 
ing the  Baby  Bells  and  GTE  Corp., 
on  the  other.  The  issue:  Should  big 
cable  operators  be  obligated  to  let  let 
rivals  use  their  networks? 

What  is  the  fight  between  at&t  and 
the  Internet  service  providers  about? 

at&t  and  the  cable  companies  own 
the  cable  pipe  going  into  people's 
homes.  The  question  is  whether  they 
are  obliged  to  let  others  such  as 
America  Online  use  that  fast  pipe  to 
deliver  their  services.  Currently,  cus- 
tomers of  at&t's  cable  service  pay 
about  $40  a  month  for  a  speedy  In- 
ternet link  bundled  with  the  online 
service  At  Home,  which  at&t  con- 
trols. To  get  content  from  other  on- 
line companies,  such  as  America  On- 
line, At  Home  subscribers  have  to 
pay  an  extra  fee — $9.95  a  month  in 
the  case  of  aol. 

AOL  and  other  Internet  service 
providers  would  like  to  be  allowed  to 
lease  space  on  at&t's  cable  line  at  a 
wholesale  rate.  That  way,  they  could 
sell  Internet  access  and  content  di- 
rectly to  customers,  at&t  says  it  will 
negotiate  but  that  it  doesn't  want  to 


be  forced  to  do  it. 

Do  consumers  have  an 
alternative  to  the  cable 
companies  to  get  high- 
speed Internet  access? 

They  can  get  high- 
speed Web  access  from 
such  competitors  as 
phone  companies  or 
satellite  broadcasters. 
Both  are  rolling  out 
technologies  to  offer 
fast  Web  connections — 
and  customers  can  pick 
their  own  Internet 
provider.  But  cable  to- 
day is  typically  faster 
than  beefed-up  phone 
lines  and  easier  than 
satellite  access.  So,  for 
now  at  least,  it  is  proving  more 
popular. 

Why  are  the  cable  companies  against 
the  idea  of  opening  up  their  networks 
to  competitors? 

Cable  operators  have  spent  $36  bil- 
lion to  upgrade  their  systems  for 
such  services  as  zippy  Internet  traf- 
fic. They  say  that's  all  private  invest- 
ment and  that  they  shouldn't  be 
forced  to  sell  capacity  on  that  net- 
work at  cheap  rates,  aol  and  other 
isps  say  they  would  pay  a  fair  price 
to  lease  part  of  the  cable  system. 

Is  it  technically  feasible  for  cable 
operators  to  offer  consumers  a  choice 
of  Internet  providers? 


at&t  and  others 
they  don't  have 
technology  to  chc  | 
up  their  network 
sell  the  pieces  to 
thousands  of  comlnf 
petitors.  Phone  e  fy 
pany  GTE  Corp., 
however,  says  it  Ik 
the  technology  th  i« 
would  allow  AT&T  It 
share  its  network  tcht 


'if 


If  subscribers  to 
at&t's  cable  servic 
also  get  their  phoi 
service  via  at&t's 
cable  system,  why 
couldn't  they  just 
up  their  old  Internfcr  is 
provider  by  phone' 
They  could.  But  the  phone  servic  i 
at&t  offers  through  its  cable  syst  ^ 
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won't  travel  at  the  high  speeds 
that  its  Net  service  does.  So  con 
sumers  may  not  get  their  isp  muc  | 
faster. 
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I'll 
Will  the  federal  government  manda  G, 
open  access? 

For  now,  the  Federal  Communica-  I 
tions  Commission  is  opposed  to  foi 
ing  cable  companies  to  share  their 
networks.  The  agency  fears  any  re 
ulation  at  the  early  stages  of  the 
budding  broadband  market  may 
scare  away  investment  dollars  nee< 
ed  to  develop  cable's  high-speed  In  & 
ternet  capabilities 

By  Catherine  Yang  in  Washingi 
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COMMENTARY 

By  Petri  Coy 


MAKING  SENSE  OF  THE  SWIRL  FACING  THE  FED 


ihese  days,  Federal  Reserve 
Chairman  Alan  Greenspan  is  like 
a  bus  driver  on  an  unfamiliar 
te.  At  every  intersection,  the  Dag- 
gers loudly  debate  whether  he 
uld  turn  left,  turn  right,  or  go 
light.  He  thinks  he  knows  the 
,,  but  his  map  is  sketchy. 
Infortunatery  for  the  Fed  chair- 
i,  there  is  no  landmark,  no  simple 
s  that  will  lead  him  unerringly  to 
right  course.  There  are  only 
>s.  To  his  credit,  Greenspan  con- 
>rs  all  of  them,  even  those  that 
y  conventional  wisdom.  For  in- 
ice,  theoiy  says  inflation  acceler- 
5  when  unemployment  shrinks, 
for  months  Greenspan  has  heed- 
data  showing  little  inflation  and 
resisted  slamming  on  the  brakes. 
<Jow,  though,  Greenspan  is  signal- 
that  the  Federal  Open  Market 
nmittee  will  raise  short-term  in- 
tst  rates  at  its  next  meeting  on 
ie  30,  and  many  investors  wor- 
that  more  hikes  may  be  in  the 
ng.  No  one  knows  exactly  what's 
ng  through  the  minds  of  the  na- 
l's  chief  central  banker  and  his 
eagues  on  the  fomc.  But  here 
some  of  the  factors  they  are  no 
ibt  considering: 

"he  first  factor,  of  course,  is  infla- 
l.  In  congressional  testimony  on 
ie  17,  Greenspan  criticized  the 
sumer  price  index  and  said  he 
fers  another  measure  of  inflation, 
price  index  used  in  calculating 
sonal  consumption  expenditures  in 
quarterly  gross  domestic  product 
■ort.  The  pce  measure  of  inflation 
lsually  lower  because  it  captures 
isumers'  ability  to  substitute  less- 
)ensive  alternatives  in  response  to 
ce  increases.  But  neither  measure 
minting  to  rising  prices.  In  the 
■t  quarter,  the  pce  index  rose  at 
annual  rate  of  1%,  vs.  1.7%  for 
I  CPI. 

Jreenspan  also  has  given  short 
ift  to  money-supply  growth  of  late 
ause  it  has  been  a  poor  predictor 
Inflation  in  recent  years.  But  some 
momists  blame  that  on  problems 
the  banking  system.  Now  that 
iks  arc  healthy,  says  Salomon 
iith  Barney  economist  Robert  V. 
Olemente,  the  money  supply  is 
:e  again  a  valid  indicator.  He 
nks  the  past  year's  795  growth  in 
•  monetary  aggregate  known  as 


M2 — cash,  checking,  and  money-mar- 
ket accounts — presages  a  jump  in 
consumer  prices. 

■  One  way  excess  money  growth 
could  show  up  is  in  reckless  lending 
by  banks  and  inflation  of  financial- 
asset  prices.  Greenspan  does  worry 
about  speculation  in  the  stock  and 
bond  markets  but  says  he  won't  raise 
interest  rates  just  to  keep  specula- 


Given  the  mixed 

picture  for  inflation,  it 

would  be  wise  for  the 

Fed  to  move  slowly 


tive  bubbles  from  forming.  Why?  Be- 
cause, he  says,  there's  no  way  to  out- 
guess the  market.  In  any  case,  no 
alarms  are  sounding.  Stocks  have 
gone  sideways  of  late,  and  bond 
prices  are  well  off  their  highs. 
■  Gold  prices  usually  rise  when  infla- 
tion threatens  to  erode  the  dollar's 
value.  Instead,  they  have  plummeted 
by  one-third  in  the  past  five  years,  to 
their  lowest  level  since  1979.  In  his 
congressional  testimony  on  June  17, 


Greenspan  called  it  "a  reflection  of  a 
global  reduction  in  the  long-term  in- 
flation outlook." 

■  Traditionally,  industrial  capacity  uti- 
lization is  one  of  the  best  early  warn- 
ing signs  of  inflation.  By  that  mea- 
sure as  well,  there's  nothing 

to  worry  about:  It's  hovering  around 
80%,  which  is  not  far  above 
recession  levels. 

■  The  unemployment  rate  is  a  differ- 
ent matter.  At  just  4.2%  in  May,  it's 

far  below  the  level  at  which  most 
economists  would  expect  inflation- 
ary overheating.  One  explana- 
tion for  why  wages  haven't 
surged  is  that  employers  have 
hired  people  who  had  not 
been  actively  looking  for 
jobs.  So  lately,  Greenspan 
has  focused  on  an  alterna- 
tive measure:  the  pool  of 
available  labor,  which  in- 
cludes both  the  unemployed 
and  those  who  are  not  in 
the  labor  force  but  might 
like  to  work.  According 
to  Stone  &  McCarthy 
Research  Associates  in 
Princeton,  N.J.,  that  pool  in 
May  was  the  smallest  it  has 
been  for  that  month  since 
the  1970s, 

I  Anecdotal  evidence  may  not 
impress  statisticians,  but 
Greenspan  &  Co.  take  it  seriously. 
The  Fed's  June  16  summary  of  re- 
gional economic  conditions,  known  as 
the  Beige  Book,  mentioned  a  tempo- 
rary-help agency  that  was  offering 
administrative  workers  in  the  Mid- 
west a  25%  pay  raise  since  the  start 
of  the  year.  More  disturbing:  The 
agency  was  passing  on  the  higher 
costs  to  customers. 

Add  it  all  up — and  throw  in  dozens 
of  other  data  ranging  from  overseas 
growth  rates  to  consumer  spending  to 
unit  labor  costs — and  you  have  one 
very  mixed  picture  of  the  outlook  for 
inflation.  In  such  circumstances,  it 
would  be  wise  for  the  Fed  to  move 
slowly.  If  inflation  does  creep  up,  it 
will  be  easy  enough  to  beat  back 
down.  But  if  the  Fed  raises  rates  too 
much  or  too  soon,  it  could  kill  the 
nascent  global  economic  recovery.  Of 
course,  everyone's  got  an  opinion.  But 
only  one  matters — the  one  held  by 
the  man  driving  the  bus. 

With  La  urn  Culm  in  Washington 
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A  DIFFERENT  KIND 
OF  SATURN 

Can  larger  models-and  more  GM  features-revive  the  brand? 


M 


arietta  Stevenson  is  awaiting 
the  delivery  of  a  car  she  has 
never  seen.  She  doesn't  even 
know  the  sticker  price.  In  April, 
the  retired  Bay  Shore  (N.  Y.)  teacher 
plunked  down  a  $500  deposit  for  a  gold 
Saturn  lw  wagon.  She's  hoping  the  new 
midsize  car  that  arrives  in  showrooms  in 
early  July  will  provide  more  room  than 
her  old  Saturn  sw  for  toting  her  model 
railroads  to  conventions.  "Pure  Saturn 
love  is  what  I'm  buying  this  car  on," 
she  says.  "I'm  buying  it  on  faith." 

As  it  launches  the  first  addition  in 
nine  years  to  its  one-car  lineup,  that's 
the  kind  of  devotion  Saturn  is  banking 
on.  Once  the  bright,  young  upstart  of 
General  Motors  Corp.'s  dysfunctional 
family,  Saturn  set  out  to  be  all  that  GM 
wasn't:  customer-sensitive,  labor-friend- 
ly, and  service-oriented.  But  as  gas 
prices  plunged,  Americans  abandoned 
small  cars.  And  lacking  the  investment 
from  GM  to  bring  out  new  models,  Sat- 
urn was  stymied,  its  sales  sliding  19% 
since  1995.  Even  within  its  niche,  Saturn 
lost  ground  to  foreign  rivals  Toyota  and 
Honda,  despite  the  U.  S.  auto  maker's 
sterling  customer  reputation. 
MAKE  OR  BREAK.  Now,  Saturn  hopes 
the  new  bigger  ls  sedan,  which  starts 
at  $15,500,  and  the  $19,300  lw  wagon 
will  pull  the  division  out  of  its  free  fall, 
doubling  sales,  to  nearly  500,000  cars, 
in  a  few  years.  "This  is  make-it-or- 
break-it  time,"  says  Amityville  (N.Y.) 
Saturn  dealer  Michael  Lazarus.  "Saturn 


proves  itself  as  a  brand  with  this  car." 
Fortunately  for  Lazarus  and  Saturn's 
403  other  hard-pressed  "retail  partners," 
as  Saturn  calls  them,  the  new  L-series 
(for  Larger  Saturn)  is  reckoned  a  wor- 
thy competitor  to  the  top-selling — and 
similarly  priced — Toyota  Camry  and 
Honda  Accord.  The  bland  styling  of  the 
ls  "makes  a  statement  of  attractive 
practicality,"  aimed  at  the  buyers  of 
Japanese  sedans,  says  Lincoln  Merri- 
hew  of  Standard  &  Poor's  dri.  And  the 
motor  press  says  the  car's  European- 
derived  chassis  performs.  Says  Csaba 
Csere,  editor  of  Car  and  Driver:  "The 
new  Saturn  sedan  is  definitely  in  the 
ballpark  with  the  leaders  in  the  class." 
Even  better  news  for  Saturn  was  the 
GM  board's  May  approval  of  a  new  Sat- 
urn sport-utility  vehicle.  That  will  get 
the  division  into  the  industry's  hottest 
segment  by  2001.  Critics  carp  that  GM 
should  have  moved  Saturn  straight  into 
the  fast-growing  truck  market,  instead 


SATURN'S  SLIPPING 
U.S.  SALES 


of  the  family-sedan  segment.  Bi 
President  Cynthia  Trudell  says 
as  many  Saturn  customers  wer 
ing  to  midsize  cars  and  that 


V 


1 


n 


I  I 

ment's  3.5  million  buyers  were  #■ 
sistible  lure.  In  any  case,  Satu  'r  ! 
vehicles  are  "late  but  certainlylffil 
late"  to  revive  the  moribund 
says  Merrihew.  Admits  GM  Non 
ica  President  Ronald  L.  Zar 
wish  we  had  done  it  a  long  tin 

So  do  Saturn  customers  anc  i 
For  years,  gm  refused  to  grant  J 
lar  fledgling  the  new  products  " 
stubbornly  diverting  resources 
brands  such  as  Oldsmobile  inst  d 
pulled  a  rabbit  out  of  the  h; 
Arthur    D.    Little    consultai 
Wolkonowicz.  "Then  they  alm< 
die  because  of  interdivisional 
STRINGS.  The  GM  brass  lined  u 
Saturn  because  of  its  track 
luring  import-loving  baby  boon  , 
division  says  it  recruits  75% 
tomers  from  non-GM  car  owners 
committed  to  growing  Satur 
Zarrella,  "because  we  think  it 
new  consumers  to  General 
increase  our  market  share." 

But  although  Saturn  now 
the  new  models  it  desperatel 
there  are  strings  attached.  T 
realities  of  global  auto  conso 
prevailing  over  the  plucky 
ism  that  made  Saturn  a  maveru 
longer  can  afford  to  let  Satun 
engineer,  and  manufacture  u: 
nicies  from  scratch,  as  it  did 
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OCT.  1990 

Saturn  launches 
its  subcompact 
S-series 


AUG.  1996- 

GM  announces  Sati 
build  a  new  midsiz 
car  at  Wilmington  I 
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•15,500:   a  decade  ago  when  the 

'"'.'/  upstart  division  was  civ 

turf       ated.    Saturn    vehicles 

must    iiiiu    share  imdor- 
pinningS  and  many  com- 
ponents with  GM  brands. 
jj^  Says   IVudell:   "Saturn 

needs  to  grow  by  tap- 
^mm  ping  the   resource-   of 

our  parent." 
•*"  That's  why   Saturn's 

new  cars  are  built  by  GM 
workers  in  an  ex-Chevrolet 
factory  in  Wilmington,  Del., 
ot  by  the  hand-picked   Saturn 
at  the  company's  plant  in  Spring 
fen n.,  mythologized  by  a  decade 
csy  Saturn  ads.  Says  inc.  Baring 
an  Selz  analyst  Maryann  Keller: 
•n  is  in  danger  of  becoming  just 
•r  car  division  of  General  Motors." 
ITTED.  That  could  be  a  problem 
■armaker  that  has  billed  itself  as 
lifferent  kind  of  car  company." 
Wesley  R.  Brown,  an  analyst  at 
•lid  consultants  in  Thousand  Oaks, 
"One  reason  Saturn  became  pop- 
ras  that  they  said  they  were  dif- 
from  the  rest  of  GM." 
managers  insist  they  are  commit- 
preserving  Saturn's  uniqueness. 
3  are  certain  elements  of  the  Sat- 
laracter  that  are  not  negotiable," 
11  insists.  Those  boil  down  to  no- 
'  pricing,  friendly  sales  and  ser- 
nd  the  popular  dent-resistant  plas- 
nels  on  the  sides  of  all  Sat  urns, 
he  new  car's  comfy  seats,  er- 
ne-ally airanged  knobs  and  dials, 
h  handling,  and  emphasis  on  safe- 
pure  Saturn  as  well,  she  argues, 
urn  may  not  be  as  strong  as  it 
have  been  if  cm  had  pumped  new 
s  into  the  pipeline  years  ago.  But 
',  its  customers  are  still  rooting 
■  underdog.  Says  Stevenson:  "Sat- 
the  best  thing  that  has  happened 
berica."  Maybe,  but  if  GM  ever 
so  long  again  to  give  its  youngest 
<n  a  new  vehicle,  the  rings  around 
i  will  be  put  there  by  its  rivals. 
Kathleen  Kerieni  in  Troy,  Mieh., 

teith  Naughton  in  Detroit 
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approves  a 
iaturn  sport 
licle  to  be 
001  at  its 
II  (Tenn.)  plant 
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The  new  midsize 
L-series  arrives  at 
Saturn  dealerships 


STEEP  GRADE 
FOR  A  RAIL  DEAL 

Taking  over  Conrail  has  snarled  CSX  and  Norfolk  Southern 


Six  months  ago,  a  confident  Norfolk 
Southern  CEO  David  R.  Goode  out- 
lined the  extensive — and  expen- 
sive— preparations  that  Norfolk  South- 
em  and  its  rival,  CSX,  had  shouldered  to 
make  sure  their  1997  takeover  and  di- 
vision of  Conrail  stayed  on  track.  De- 
spite the  complexity  of  absorbing  the 
10,700-mile  Northeastern  system,  the 
two  rail  giants  were  determined  that 
the  trains  would  keep  rolling.  Still, 
Goode  predicted,  "no  matter  how7  well 
we  plan  the  transaction,  something  is 
going  to  go  wrong." 

He  was  right.  Three 
wreeks  after  Conrail's 
network  was  finally  di- 
vided on  June  1,  ship- 
pers— particularly  in 
Pennsylvania  and  Ohio 
— are  complaining  about 
late  ti-ains  and  misrouted 
cars.  Analysts  are  busy 
trimming  second-quarter 
earnings  estimates  for 
Norfolk  Southern  Corp. 
and  csx  Coip.  in  light  of 
heavier-than-expected  in- 
tegration costs.  And 
some  rail  watchers  fear 
that  any  long-lasting 
problems  could  fuel  a  re- 
regulation  effort.  "We  ofConrailwas 

didn't  expect  anything 
like  this,"  says  Edward  H.  Rastatter,  di- 
rector of  policy  at  the  National  Industri- 
al Transportation  League,  a  major  ship- 
pers' group  that  has  fielded  "dozens"  of 
complaints  since  June  1. 
COSTLY  SHIFTS.  Certainly,  the  problems 
so  far  do  not  hold  a  candle  to  the  rail 
gridlock  that  followed  the  1996  Union 
Pacific  Coip.  takeover  of  Southern  Pa- 
cific Rail  Corp.  "We're  not  at  meltdown," 
says  Norman  Black,  a  spokesman  for 
big  rail  customer  United  Parcel  Service 
of  America  Inc.  Nonetheless,  UPS  re- 
cently shifted  half  of  its  former  Conrail 
traffic  to  the  highways  because  of  delays 
that  were  running  from  3  to  12  hours  on 
both  csx  and  Norfolk  Southern.  Millen- 
nium Inorganic  Chemicals'  plant  in 
Ashtabula,  Ohio,  recently  shipped  four 
freight  cars  for  the  week  instead  of  the 
usual  30  on  csx  because  it  couldn't  get 
enough  empty  cars,  says  distribution 
manager  Jack  Prugh.  The  move  is  cost- 
ing an  additional  $70,000  a  week. 

( 'onsidering  the  two  years  of  planning 


that  went  into  these  rail  marriages,  the 
breakup  of  Conrail  was  supposed  to  be 

the  smoothest  rail  deal  yet.  Both  c>,\ 
and  Norfolk  Southern  have  added  hun- 
dreds of  workers  and  locomotives  and 
spent  nearly  $2  billion  to  move  the  added 
freight.  Plus  they  signed  new  labor  pacts 
before  the  merger  "People  underesti- 
mate the  problems  that  are  associated 
with  asking  thousands  of  people  to  do 
things  a  new  way,"  says  James  V.  Dolan, 
vice-president  for  law  at  Union  Pacific. 
Frustrated  investors,  meanwrhile,  are 


DELAYED  With  two  years  of  planning,  the  breakup 
supposed  to  be  fairly  smooth 


still  waiting  for  earlier  rail  mergers  to 
deliver  promised  payoffs.  Burlington 
Northern  Santa  Fe  Corp.  has  worked 
out  the  kinks  from  its  1995  merger,  but 
analyst  Anthony  P.  Gallo  of  Deutsche 
Bank  Alex.  Brown  notes  that  "earnings 
growth  has  been  very  lackluster." 

Shippers  think  the  next  few-  weeks 
will  prove  critical,  especially  for  Norfolk 
Southern,  which  appears  to  be  suffeiing 
the  worst  problems  from  computer  glitch- 
es. The  railroads  should  get  a  bit  of 
breathing  room  when  carmakers  take 
then-  regular  two-week  summer  produc- 
tion shutdown  in  July.  "I'm  very  confident 
you  won't  be  calling  me  in  August  to 
talk  about  this,"  says  Jon  L.  Manetta, 
senior  vice-president  for  operations  at 
Norfolk  Southern.  At  csx.  Executive 
Vice-President  Michael  J.  Ward  believes 
his  system  will  be  in  good  shape  by  the 
start  of  the  late-summer  shipping  sea- 
son. But  until  the  two  are  back  on  track, 
shippers  will  be  watching  and  worrying. 
By  Wendy  Zellner  in  Dallas 
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LABOR 


BOEING'S  UNIONS  ARE  WORRIED 
ABOUT  JOB  SECURITY-THE  CEO'S 

A  brawl  could  cost  the  boss  his  job-and  bring  in  a  hard-liner 


Boeing  Co.  workers  have  plenty  of 
reasons  to  strike.  They're  clocking 
scads  of  overtime  to  help  the  aero- 
space giant  chum  out  a  record  number  of 
planes  while  the  company  is  laying  off 
48,000  employees.  Still,  when  talks  be- 
gin on  June  28  between  Boeing  and  the 
International  Association  of  Machinists 
(iam)  over  a  labor  pact  that  expires  on 
Sept.  1,  union  leaders  will  be  just  as  ea- 
ger as  management  to  ward  off  a  strike. 
Why?  Privately,  iam  officials  worry 
that  a  brawl  like  the  69-day  strike  in 
1995  could  cost  ceo  Philip  M.  Condit  his 
job,  leaving  them  to  deal  with  hard-liners 
such  as  President  Harry  C.  Stonecipher, 
or  one  of  his  proteges.  So  far,  Condit  has 
avoided  the  ax  despite  board  dissatisfac- 
tion over  Boeing's  production-line  snarls 
and  the  resulting  losses.  But  the  snafus 
forced  his  one-time  heir  apparent,  Ronald 
B.  Woodard,  to  resign  last  fall  as  head  of 
the  Seattle-based  giant's  commercial  avi- 
ation unit. 

CHOOSING  SIDES.  'We  like  Phil.  He's  the 
least  of  our  concerns,"  says  Dick  Schnei- 
der, the  iam's  chief  Boeing  negotiator. 
Union  leaders  appreciate  Condit's  efforts 
to  solicit  their  opinions  on  recent  pro- 
duction problems.  In  contrast,  they  dis- 
trust Stonecipher,  who  has  been  vocal 
about  Boeing's  need  to  cut  costs.  Jerry 
Calhoun,  Boeing's  union  relations  vice- 


president,  won't  discuss  Condit's  precar- 
ious position,  but  says  that  it  "frames 
the  reality  we  have  to  deal  with"  in  the 
labor  talks. 

The  mounting  labor  tension  stems 
from  member  anger  about  layoffs  that 
are  coming  just  as  they  finally  managed 
to  meet  overly  am- 
bitious production 
goals.  Boeing  is  set 
to  crank  out  a 
record  620  planes  in 
1999.  But  it's  still 
slashing  payroll  by 
20%,  from  a  peak  of 
238,000  last  year, 
cuts  that  will  hit  the 
iam's  48,000  mem- 
bers, too.  The  rea- 
son: a  need  to  boost 
efficiency  and  bring 
down  costs,  coupled 
with  an  expected 
production  downturn 
in  2000  because  of  a  sharp  falloff  in  or- 
ders from  Asia, 

To  avert  a  walkout,  Calhoun  and 
Schneider  have  been  meeting  regularly 
even  before  formal  talks  open.  The  iam 
wants  Boeing  to  set  guaranteed  employ- 
ment levels,  tied  to  revenue  growth.  This 
wouldn't  prevent  cyclical  job  swings,  but 
it  could  prompt  management  to  moderate 


THE  MACHINISTS'  CHECKLIST 


DIVIDING  THE  TROOPS: 

Boeing  has  been  bringir 
workers  from  suppliers 
its  factory  floor 

hiring  and  layoffs.  Calhoun| 
the  idea  hasn't  been  ruled 
The  two  sides  are  also 
pling  with  subcontracting.  B| 
has  been  outsourcing  more 
and  even  bringing  workers  I 
suppliers  onto  Boeing's  fa\ 
flooi-s,  where  they  do  work 
ously  done  by  union  mem| 
The  same  issue  helped  pro 
the  1995  walkout.  To  settl<j 
strike,  Boeing  agreed  to 
the  union  of  subcontracting 
volving  50  or  more  jobs.  The 
could  then  try  to  match  the| 
plier's  costs  to  retain  the 
However,  the  union  says  it  has  Is 
the  detailed  financial  information  ne 
to  make  the  process  work.  Now,  Sc| 
der  says  he  wants  to  form  joint 
agement-union  committees  to  study 
sourcing  decisions. 
VOLUNTEERS.  Boeing's  ideas  for  s; 
jobs  are  equally  controversial.  Ma: 
ment  wants  to  run  plants  around 
clock  and  on  weekends  to  avoid  bo 
necks.  Boeing  could  do  so  now,  but 
by  paying  time  and  a  half.  If  the 
agreed  to  straight  hourly  wages, 
would  add  employees  and  mitigate 
offs,"  says  Calhoun. 

He  hopes  to  overcome  the  iam's  o 
sition  by  using  volunteers  for  irreg 
schedules.  But  the  iam  fears  that 
open    the    door 


•JOB  SECURITY  Looking  for 
guaranteed  employment  levels  to 
counter  48,000  planned  layoffs 

•SUBCONTRACTING  Pushing 
for  tighter  controls  on  outsourcing 

•BOARD  SEAT  Asking  that 
one  director's  seat  be  considered 
a  union  slot 

•WORKWEEK  Resisting 
Boeing's  demand  for  7-day  work 
weeks  and  12-hour  shifts 

DATA  BUSINESSWEEK 


mandatory  week 
work  down  the  r 
Indeed,  Boeing 
cently  rebuffed 
offer  for  volunt 
flexible  schedu 
from  its  white-cc 
union,  whose  la 
pact  expires  in 
cember.  "It's  fin 
employees  agre 
says  Charles  Bol 
ding,  head  of  a  ui 
representing  22, 
Boeing  engineers 
his  group's  o: 
"  But  if  you're  going  to  dictate  week 
work,  you  have  to  pay  extra." 

iam  leaders  could  try  to  strengt 
their  hand  by  playing  up  members'  an 
After  all,  a  strike  would  be  bad  n« 
for  Boeing,  too.  But  if  the  two  sides 
avert  a  showdown,  no  one  will  be  ha 
er  than  Phil  Condit. 

By  Aaron  Bernstein  in  Washing 
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TRANSAMERICA 
PREMIER  FUND 

MORNINGSTAR  OVERALL 

RATING™ 

AS  OF  4/30/99 

ONE  YEAR  AS  OF 
3/31/99 

AVERAGE  ANNUAL  TOTAL 

RETURN  SINCE  INCEPTION" 

AS  OF  3/31/99 

EQUITY  FUND 

•     •     •     •     • 
MORNINGSTAR 

Rated  among  2,976  domestic 
equity  funds 

30.06% 

34.8l% 

1 

BALANCED  FUND 

•k    •    •    •    • 

MORNINGSTAR 

Rated  among  2,976  domestic 
equity  funds 

2    1.51% 

24.97% 

INDEX  FUND 

•    •    •    •    • 
MORNINGSTAR 

Rated  among  2,976  domestic 
equity  funds 

l8.3I% 

27.2    1% 

Recent  five-star  ratings  for  the  Transamerica  Premier  Equity,  Balanced  and 
Index  Funds  have  caused  a  lot  of  excitement,  not  to  mention  a  bit  of  jealousy. 
To  learn  more  about  these  exceptional  funds,  call  1-800-892-7587,  ext.  1660. 
Past  performance  is  no  guarantee  of  future  results. 


Transamerica 
premier  funds 

www.rransamencafunds.com 


'Inception  is  10/2/95.  Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  and  are  subject  to  change  each 
month.  Five  stars  is  the  highest  rating,  representing  the  top  10%  of  funds  in  its  broad  asset  class.  Morningstar  ratings  are  calculated 
from  a  hind's  3-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  tee  adjustments,  and  a  risk  tactor 
that  reflects  fund  performance  below  90-day  Treasury  bill  returns.  Past  performance  is  no  guarantee  of  future  results.  Ratings  are  for 
the  investor  share  class  only,  other  classes  may  vary.  Investment  returns  and  principal  values  vary,  and  you  may  have  a  gain  or  loss  when 
you  sell  shares.  For  more  complete  information,  including  risks  and  expenses,  call  for  a  prospectus.  Read  it  carefully  before  you  invest, 
li.insanieiu  a  Securities  Sales  Corporation,  Distributor. 
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STRATEGIES 


THE  NAME  COKE 
NOW  SCARES  PEOPLE' 

The  contamination  mishap  could  slow  its  advance  in  Europe 


The  European  bans  on  Coca-Cola 
sales  are  starting  to  be  lifted.  Bel- 
gium announced  on  June  23  that  it 
was  ending  its  prohibition  on  all  Coke 
sales  except  those  from  vending  ma- 
chines. But  it  will  be  a  long  time  before 
the  Belgians — or  many  other  Euro- 
peans— let  the  soft-drink  company  forget 
the  recent  Coke  contamination  or  the 
company's  defensive  public  denial  after 
some  200  youthful  Coke  drinkers  first 
took  sick  on  June  9. 

For  Coke  and  its  chairman,  M. 
Douglas  Ivester,  that  may  mean  more 
than  just  some  serious  groveling  will 
be  necessary.  Coke  could  be  forced  to 
scale  back  its  efforts  to  expand  and  con- 
solidate bottling  in  Europe.  At  the  very 
least,  according  to  Stephen  Kinsella,  a 
Brussels-based  antitrust  specialist  with 
the  British  law  firm  of  Herbert  Smith, 
Coke's  plans  will  likely  receive  addi- 
tional scrutiny  from  regulators.  "The 
name  Coke  now  scares  people,"  he  says. 
"It's  going  to  be  trickier  for  [Coke]  to 
take  offensive  moves  in  Europe."  Most 
at  risk:  a  scheme  to  buy  Groupe  Pernod 
Ricard's  Orangina. 

ALREADY  HOSTILE.  This  is  hardly  the  first 
time  Coke  has  left  a  sour  taste  in  Euro- 
pean regulators'  mouths.  Last  December, 
it  infuriated  European  Commission  an- 
titrust authorities,  including  Commission- 
er Karel  Van  Miert,  by  structuring  a 
planned  purchase  of  Cadbuiy  Schweppes 
PLC's  non-U.  S.  soft-chink  business  to  avoid 
regulatory  scrutiny.  "Coke  surprised  us," 
says  Stefan  Rating,  a  Van  Miert  aide. 
Van  Miert  threatened  to 
review  the  deal  despite 
Coke's  maneuver.  In  May, 
Coke  withdrew  its  request 
to  take  over  Cadbury's 
brands  in  most  of  Europe. 
The  current  mess 
stands  to  make  Coke 
even  less  popular  with  European  au- 
thorities. That  could  also  affect  Coke's 
plans  to  consolidate  its  European  dis- 
tribution, for  example.  The  company 
wants  to  consolidate  around  four  an- 
chor bottlers.  Coca-Cola  Enterprises  Inc. 
recently  announced  plans  to  merge  with 
Greece's  Hellenic  Bottling  Co.  But  the 
European  Commission  has  said  that 
Coke's  increased  control  over  the  soft- 


drink  distribution  channel  could  hurt 
competing  brands.  "We'll  take  a  close 
look,"  promises  Rating. 

Unfortunately,  Coke's  size  works 
against  it  in  Europe.  When  it  tried  to 
take  over  Orangina,  French  regulators 
bristled  because  Orangina  also  distrib- 
uted Pepsi  in  France.  Coke  has  offered  to 
create  an  independent  distribution  com- 
pany, but  many  French  politicians  still 


though  Coke  now  has  49%  of  the  I 
pean  soft-chink  market,  it  can't  afij 
lose  ground.  Europe  provides 
the  company's  $18  billion  in  revel 

Coke  also  has  to  worry 
whether  the  turmoil  will  promp| 
sumers  to  switch.  While  Pepsi 
will  do  nothing  to  take  advantd 
Coke's  problems,  it  is  boosting  pj 
tion  to  meet  demand,  a  spokesman 
Meanwhile,  Chaudfontaine,  Bel£ 
beverage  company,  says  sales  of  it 
soft  drinks  and  its  licensed  Virgiri 
have  been  running  10  times  highej 
normal  since  Coke  was  banned. 

Still,  many  industry  watchers  arl 
fident  Coke  will  bounce  back.  "I| 
now  they're  doing  the  right  thing,' 
Marc  Cohen,  a  beverage  analj 
Goldman,  Sachs  &  Co.  For  its 


CONTINENTAL  WOE: 

CONTAMINATION 

Four  European  nations 
banned  the  sale  of  some 
all  Coke  products  after 
Coke  drinkers  became 
sick  in  France  and 
Belgium. 

ANTITRUST  PROBLEMS 

France  is  holding  up  Cok 
planned  takeover  of  Oran 
na,  and  Coke  has  already 
been  forced  to  scale  back 
purchase  of  Cadbury 
Schweppes'  soft-drink  brai 
outside  America. 


BOTTLING  BATTLES 

The  European  Commission 
questioning  whether  Coke 
should  be  allowed  to  const 
date  its  European  bottling 
operations. 
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Toutes  mes  excuses 
aux  consommateurs 
tic  Belgique. 
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dislike  the  idea  of 
Orangina  being  any- 
thing but  French. 
"There's  a  definite  fear- 
here  of  Coke's  domination,"  says  Luis 
Mariani,  an  analyst  at  J.  P.  Morgan  &  Co. 
And  why  not?  Coke  has  made  major 
inroads  in  Europe.  Per  capita  consump- 
tion of  all  Coca-Cola  soft  drinks  has 
risen  from  63  eight-ounce  servings  in 
1993  to  93  in  1998.  Today,  the  company 
outstrips  Pepsi's  sales  in  parts  of  Eu- 
rope by  as  much  as  nine  to  one,  accord- 
ing to  Donaldson  Lufkin  &  Jenrette.  Al- 
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Coke  is  deter-mined  to  regain  its  foe 
"We'll  spend  whatever  is  necessar 
regain  the  confidence  of  Belgian 
sumers,"  Ivester  told  reporters  on 
23,  predicting  that  Coke  would  dot. 
European  sales  over  the  next  deca  - 

But  first  Coke  has  a  lot  of  cater 
up  to  do.  Ivester  conceded  that  the 
pany  must  "take  a  low  profile  and  b^c 
spectful  of  the  government  agencie; 
its  future  dealings  in  Europe.  Per  < 
ta  consumption  of  soft  drinks  reni  «s 
well  below  American  levels  in  muc  ""eio 
Europe.  But  it  may  be  a  while  be/( 
Europe  lets  Coke  capitalize  on  t  g ■'"', 
expansion  possibilities. 

By  William  Echikson  in  Brus 
with  David  Rocks  in  Atlanta 
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In  business  today,  it's  nice  to  be  known.  Recognized. 
Remembered.  But  it's  getting  harder.  The  playing  field 
keeps  getting  more  crowded.  The  media  is  more 
fragmented,  with  more  options  to  choose  from.  At 
USWeb/CKS,  we  create  successful  branding  and 
marketing  campaigns  online  and  off.  We  create,  build 
and  implement  solutions  that  combine  strategy,  network 
systems  development,  Internet  technology  and  more. 
Let  us  show  you  how  we  do  it. 


USWeb/CKS 

Transforming  business  in 
the  digital  economy. 
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GOLF 


STEWART:  His 

win  helps  a  half- 
dozen  companies 


WINNING  IS 
EVERYTHING 

Stewart's  U.S.  Open  triumph 
has  him  rolling  in  green 

Payne  Stewart  wasn't  the  only  one 
ready  to  boogie  after  his  dramatic 
victory  to  the  99th  U.  S.  Open  Golf 
Championship  on  June  20.  The  next  day, 
it  was  party  time  at  Legg  Mason  Wood 
Walker  brokerage  in  Baltimore.  The  rea- 
son? Last  January, 
Legg  Mason  signed 
Stewart  to  a  three- 
year,  $900,000  spon- 
sorship package  un- 
der which  he  sports 
the  Legg  logo  on 
his  sleeve  and  cap. 
That  gave  the  in- 
vestment house  al- 
most as  much  expo- 
sure at  the  U.  S. 
Open  as  the  mighty 
U.  S.  Golf  Assn.  "I 
haven't  had  too 
many  better  days," 
said  Tal  Daley,  se- 
"  nior  vice-president 
for  marketing  at  Legg  Mason  Funds. 

In  fact,  Stewart's  triumph  is  a  boon 
for  a  half-dozen  companies  with  which 
the  golfer  has  endorsement  ties,  includ- 
ing Golfsmith  International,  Titleist, 
Business  Jet  Solutions,  and  Pincus 
Brothers-Maxwell.  "This  reenergizes 
Payne  Stewart  as  golfer  and  endorser. 
Right  now  his  value  is  very  hot,"  notes 
Rick  Burton,  director  of  the  James  H. 
Warsaw  Sports  Marketing  Center  at 
the  University  of  Oregon. 

Corporate  sponsors  haven't  always 
been  so  excited  about  Stewart.  At  42, 
he  had  been  winless  for  four  years  be- 
fore the  '99  pga  Tour  season  began.  But 
hours  after  his  victory,  Titleist  took  out 
a  full-page  ad  in  USA  Today  to  spread 
the  word  that  Stewart  rolled  to  victory 
using  the  company's  Professional  90  ball. 
Legg  Mason  officials  discussed  plans  to 
feature  Stewart  on  billboards.  There 
were  even  predictions  of  a  rebound  for 
Stewart's  underexposed  clothing  line. 

Stewart  makes  out,  too.  Titleist  and 
Golfsmith  pay  five-figure  bonuses  for 
winning  a  big  championship.  And  each 
time  he  cashes  a  paycheck,  a  chunk  goes 
to  his  million-dollar-plus  portfolio — man- 
aged by  Legg  Mason,  of  course. 

By  Mark  Hyman  in  Baltimore 


COMMENTARY 


By  Steven  V.  Brull 


DVD  AND  CONQUER: 
WHY  ONE  TECHNOLOGY  PREVAILED 


It  seemed  a  marketer's  nightmare. 
Replace  the  hottest  consumer-elec- 
tronics product  in  a  generation — 
the  vcr — with  one  that  had  few  hot 
new  features  and  cost  more.  Then 
watch  as  a  competing  product  is 
launched  with  the  help  of  the  top 
consumer-electronics  retailer.  That's 
what  confronted  the  marketers  of  the 
digital  video  disk,  or  dvd. 

But  dvd  is  fast  becoming  the  most 
important  consumer-electronics  prod- 
uct since  the  vcr.  Just  as  dvd  began 
to  sell  in  1997,  a  rival  system,  Divx 
was  announced.  That  slowed  dvd 
sales — but  now  they're  on  a  tear:  dvd 
sales  could  double  this  year*,  to  just 
over  2  million  units,  and  reach  5.6  mil- 
lion by  2002,  says  forecaster  Info  Tech 
Inc.  And  on  June  16, 
sponsor  Circuit  City 
Stores  Inc.  unplugged 
its  Divx  venture,  in- 
curring losses  of 
about  $375  million. 

dvd  owes  its  victo- 
ry not  to  tech  superi- 
ority but  to  shrewd 
strategic  planning. 
Key  to  its  success 
was  knitting  a  tight 
alliance  with  Holly- 
wood, which  wanted 
long  playing  time, 
high  image  and  audio 
quality,  and  a 
parental  "lockout" 
feature.  But  it  wasn't 
until  recently  that 
studios  began  to 
make  thousands  of 
films  available  on 

dvd.  Manufacturers,  such  as  Toshiba 
and  Sony,  also  slashed  prices  and 
poured  tens  of  millions  into  advertis- 
ing and  promotion. 
SHORT-CIRCUITED.  Divx,  meanwhile, 
save  for  Circuit  City,  had  little  sup- 
port. The  idea  behind  Divx  was  to  let 
consumers  buy  a  disk  for  the  price  of 
a  regular  video  rental.  It  could  then 
be  viewed  during  a  48-hour  period. 
After  that,  viewers  could  throw  the 
disk  away  or  pay  an  extra  $15  to  get 
permanent,  unlimited  viewing.  There 
would  be  no  more  worries  about  late 


fees  at  the  video-rental  stores.  ViJ 
ers,  however,  would  have  to  give 
a  credit-card  number,  and  then  ag 
to  be  billed  automatically  and  £ 
viewing  to  be  monitored  through 
phones  lines  they  used  for  the  sys 

In  the  end,  Divx  flopped:  It 
only  87,000  units  in  1998  and  an 
mated  150,000  in  1999.  Why?  Be-I 
cause  hardware  makers,  Hollywol 
studios,  and  retailers  redoubled  ji 
motional  efforts  for  dvd.  Only  thJ 
manufacturers  agreed  to  produce! 
Divx  decks,  and  analysts  say  the;} 
did  so  to  avoid  annoying  Circuit 
Meanwhile,  all  but  about  750  of  sj 
10,000  stores  nationwide  refused 
carry  Divx  lest  they  line  the  pocll 
of  rival  Circuit  City.  Video-rental 
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FORMAT  WARS  Retailers  closed  ranks  around  | 
DVD,  since  Divx  was  Circuit  City's  baby 

chains  had  even  more  at  stake.  TI 
saw  Divx  as  cutting  their  store  trJ 
fie  in  half,  so  they  started  introdutf 
ing  dvd  rentals. 

Perhaps  worst,  given  dvd's  highd 
profile,  Divx  ads  often  backfired.  Ci 
tomers  would  go  to  stores  that  of- 
fered only  dvd  players.  That's  a  sa 
tary  lesson  in  the  law  of  unintended 
consequences.  And  a  Divx  marketej 
nightmare. 

Brull  covers  consumer  electronic\ 
and  technology  from  Los  Angeles. 
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[THE  WORLD'S 

3REHTEST  HUM. 

MROE  IN 

PUERTO  HICO. 

In  1936.  one  of  the  most 
:ense  relationships  started 
the  Caribbean:  Bacardi  and 
to  Rico  mere  joined  forever, 
e  then.  Bacardi  Corporation, 
the  world's  largest  rum 
istillerij  and  number  one  in 
s  around  the  world,  with  over 
years  of  tradition,  has  put 
its  passion  in  producing  the 
est  spirits  in  Puerto  Rico, 
us  creating  a  tradition  of 
Hence  that  continues  today. 


\Y 


PUERTO  RICO 


THE  P     E 


www.pridco.com 
1-888-5-PRIDCO 

•)199»  PUERTO  RICO  INDUSTRIAL  DEVELOPMENT  COMPANY  AND  BACARDI-MARTINI  U.S.A., 


In  Business  This  Week 


EDITED  BY  KELLEY  HOLLAND 


ILL  TAKE  1,000 
SHARES  OF  NASDAQ' 

WANNA    BUY    SOME    NASDAQ 

stock — stock  in  nasdaq  itself, 
that  is?  The  National  Associa- 
tion of  Securities  Dealers  is 
discussing  plans  to  convert  to 
a  for-profit  exchange,  ceo 
Frank  Zarb  said  on  June  23. 
NASD  would  first  spin  off  its 
regulatory  arm.  nasdaq  stock 
then  would  be  sold,  first  to 
nasd's  broker-dealer  members 
and  then  the  public.  The  move 
would  raise  capital  for  new 
technology  to  meet  competi- 
tion from  electronic-trading 
networks.  But  NASD  officials 
are  backing  away  from  anoth- 
er innovation:  after-hours  trad- 
ing. They're  hoping  a  June  30 
Securities  &  Exchange  Com- 
mission summit  will  persuade 
regulators  to  stall  electronic 


CLOSING    BELL 


LIFTOFF 


Investors  are  gaga  over  the 
prospect  of  airborne  Internet 
access.  On  June  21,  wireless 
startup  Metricom  said  MCI 
WorldCom  and  Microsoft  co- 
founder  Paul  Allen  would 
each  infuse  $300  million  into 
the  Los  Gatos  (Calif.)  compa- 
ny and  assume  a  controlling 
interest.  The  cash  will  fund 
the  rollout  of  Metricom's  Rico- 
chet service,  offering  wireless 
E-mail  and  Net  surfing  at  un- 
paralleled speed,  to  12  mar- 
kets by  mid-2000.  Metricom's 
stock  rose  64%  in  three  days, 
to  close  at  18%  on  June  23. 


METRICOM 
STOCK  PRICE 


JUNE  14.  '99 


JUNE  23 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


upstarts  that  want  to  launch 
evening  trading  in  July.  "Ex- 
tended hours  shouldn't  be  im- 
plemented piecemeal,"  says 
Zarb,  who  wants  nasdaq  and 
the  New  York  Stock  Ex- 
change to  launch  a  second 
shift  sometime  in  2000. 


WHO'S  DISABLED? 
THE  COURT  RULES 

EMPLOYERS  WON  BIG  ON  JUNE 

22:  The  Supreme  Court  ruled 
in  three  cases  that  a  federal 
ban  on  discrimination  against 
the  disabled  doesn't  cover  in- 
dividuals with  correctable  con- 
ditions. The  cases  involved 
two  nearsighted  pilots  who 
were  denied  employment  by 
United  Airlines,  a  mechanic 
with  high  blood  pressure  fired 
by  United  Parcel  Service,  and  a 
truck  driver  denied  a  job  be- 
cause he  was  blind  in  one  eye. 
The  companies  said  the  plain- 
tiffs were  unsuitable  for  the 
jobs,  but  could  not  be  deemed 
disabled.  Employment  lawyer 
Peter  Petesch,  who  filed  a 
friend-of-the-court  brief  for  the 
Society  for  Human  Resource 
Management,  says  the  ruling 
"places  some  appropriate  lim- 
its on  the  pool  of  persons  who 
are  protected  under  this  law." 

ALTERING  THE  MIX 
AT  MCKESSON 

DRUG  DISTRIBUTOR  McKESSON 

hboc  is  undergoing  radical 
surgery.  On  June  21,  the  com- 
pany said  Chairman  Charles 
McCall  and  six  other  top  ex- 
ecs had  resigned  or  been  dis- 
missed. It  named  insiders 
John  Hammergren  and  David 
Mahoney  to  be  co-ceos.  The 
move  follows  McKesson's 
April  disclosure  of  improperly 
recorded  revenues  at  its  new- 
ly acquired  health-care  soft- 
ware maker,  hbo  &  Co.  First 
step  for  the  co-ceos  is  to  com- 
plete a  financial  audit.  "Noth- 
ing can  be  done  about  restor- 
ing Wall  Street  credibility 
until  we  have  the  baseline  [as- 
sessment]," Mahoney  says. 


HEADLINER:   MILES   WHITE 


REFORMULATING  ABBOTT 


Abbott  Laboratories  ceo 
Miles  White  had  to  resort 
to  tea  and  honey  after  los- 
ing his  voice,  but  that 
barely  slowed  him 
down  as  he  went 
about  selling 
Abbott's  $7.3 
billion  acquisi- 
tion of  alza  to 
investors.  Early 
signs  were  that 
Wall  Street  was 
somewhat  hesitant 
about  the  price  paid  for  the 
deal,  designed  to  bolster 
the  $12.5  billion  company's 
drug  pipeline  with  new 
oncology,  urology,  and 
drug-delivery  products. 
"I'm  not  yet  sure  alza  was 
the  right  move  to  make," 
says  SG  Cowen  analyst 
Michael  Mullen. 

Still,  the  deal,  announced 


June  21,  showed  that  th 
maker  of  antibiotics,  inf 
formula,  diagnostic  gear 
and  aids  drugs  is  stir 
ring  after  White, 
succeeded  Dua 
Burnham  ear 
this  year.  Th 
ex-McKinsey 
consultant 
joined  Abbot 
1984  and  head 
Abbott's  diagno 
tics  unit,  where  he 
engineered  the  1996  acqi 
sition  of  MediSense.  Wh; 
insists  the  alza  deal  wil 
boost  Abbott's  lagging 
earnings  within  a  year. 
And,  he  says,  more  deals 
are  ahead:  "There  are  a 
of  things  I'd  like  to 
strengthen."  Including  hi 
voice,  of  course. 

By  Richard  Melc 


A  STEEL  BILL 
BUCKLES  UNDER 

U.S.  steelmakers  lost  a 
key  Senate  vote  on  June  22 
when  a  bill  to  impose  quotas 
on  foreign  steel  failed  to  clear 
a  procedural  hurdle.  Steel- 
workers  had  lobbied  hard  for 
the  legislation  and  expected 
smooth  passage.  But  Senate 
Majority  Leader  Trent  Lott 
(R-Miss.)  joined  White  House 
officials  in  opposing  quotas  out 
of  concern  that  such  sanctions 
could  spark  a  global  trade 
war.  The  test  vote  on  quotas 
followed  Senate  passage  on 
June  18  of  a  bill  to  create  a 
$1.5  billion  loan  program  for 
U.  S.  steel,  oil,  and  gas  pro- 
ducers hurt  by  low  prices. 

IRIDIUM  CHANGES 
ITS  NUMBERS 

IRIDIUM    IS    TRYING    A    NEW 

line.  On  June  21,  the  embat- 
tled satellite  phone  company 
announced  a  new  price-slash- 


ing strategy  to  help  b 
flagging  sales  of  its  8-mc 
old  service.  Iridium  will 
shift  its  focus  from  marke 
to  global  business  travelei 
industrial  customers,  sue 
oil-rig  workers,  who  ha\ 
demonstrated  need  for 
global  calling  service.  Irk 
which  has  been  in  techr 
default   on   $800   millior 
credit,  expects  to  come 
with  a  new  financial  wor 
plan     with     investors 
lenders  by  early  July. 


ET  CETERA . . . 


■  Advanced  Micro  Dev 
says  it  will  lose  $200  mil 
in  its  second  quarter. 

■  Qwest  Communicati 
raised  its  bid  for  U  S  W 
and  Frontier. 

■  3Com  warned  of  slow 
sales,  and  its  stock  fell  1 
on  June  23. 

■  Goldman  Sachs  reporte 
better-than-expected 
gain  in  quarterly  earnings 
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CONNECTING  WITH 
TIME  WEAVER 

HOW   CHRONOLOGUE    SYSTEMS    HELP    PEOPLE 
COMMUNICATE   ACROSS   TIME   AND    SPACE 


M 


onday  morning.  You  arrive  at  the  office, 
mentally  reviewing  the  clay's  many 
meetings,  and  are  pleased  to  discover 
that  your  executive  assistant  has  already  notified 
the  other  participants,  reserved  conference 
rooms,  and  ordered  refreshments.  He  also 
informs  you  that  you're  scheduled  to  leave  on  an 
afternoon  plane  to  Detroit,  where  he  has 
booked  a  rental  car  and  a  room  at  your  favorite 
hotel.  Knowing  that  your  brother  lives  nearby,  he 
asks  if  you  would  like  to  arrange  a  dinner.  And 
then,  before  you  go,  he  reminds  you  that  you've 
been  meaning  to  get  Bill  Gates's  book  Business 
@  the  Speed  of  Thought  Would  you  like 
a  copy  waiting  in  your  hotel  room 
for  the  flight  home? 

An  ordinary  scenario?  Not  likely. 
But  in  the  near  future,  a  certainty  — 
except  that  your  executive  assistant 
will  not  be  a  flesh-and-blood  human, 
but  a  bits-and-bytes  electronic  advisor, 
available  at  the  flick  of  a  computer 
switch.  It's  all  part  of  an  ongoing 
digital  revolution  that's  sweeping  board 
rooms  and  back  offices  across  America, 
and  it  will  make  its  way  even  deeper 
into  the  time  management  space  starting 
this  August,  courtesy  of  TimeWeaver.com,  the 
electronic  calendaring  unit  of  San  Jose,  CA- 
based  Internet  applications  developer 
Chronologue  Systems. 

TAKING  THE  WORLD  WITH  THEM 

Not  too  many  years  ago,  business  people 
were  virtually  disconnected  from  their  world 
once  they  left  the  home  office.  Now, 
technologies  ranging  from  pagers  to  cell 
phones  to  notebook  computers  permit 
business  executives  to  'take  their  world  with 


them'  when  they  travel.  And  the  more 
sophisticated  the  applications  they  house,  the 
more  powerful  these  technologies  become. 
Case  in  point:  computing  and  the  Internet. 

Over  the  past  five  years,  Internet-based 
computing  has  made  it  possible  for  business 
people  to  connect  with  one  another,  anytime, 
anywhere,  anyhow.  "But  the  voluminous 
information  available  on  the  Internet  risks 
overwhelming  even  the  most  dedicated 
business  users,"  contends  Chronologue  Systems 
CEO  Tom  Ku.  "To  be  effective,  Internet-based 
time  management  applications  must 
reverse  this  practice,  delivering  infor- 
mation only  when,  where,  and  how  it  is 
needed  and  with  particular  sensitivity  to 
user's  specific  needs  and  preferences. 
The  result  of  this  philosophy  is  the 
TimeWeaver  Advisor,  an  Internet- 
based  time  management  system  with 
special  utility  for  business  users  who 
depend  upon  remote  devices  like 
notebook  computers.  "It's  the  next 
evolution  of  the  electronic  calendar," 
Ku  points  out,  "an  'intelligent  personal  advisor' 
that  learns  a  user's  needs  and  preferences  and 
proactively  suggests  events,  highlights  calen- 
daring conflicts,  shares  scheduling  information 
with  other  users,  and  enables  online  purchases." 
"Most  importantly,"  he  emphasizes,  "it 
presents  all  of  these  functions  to  users  in  a 
highly  context-sensitive,  time-aware  fashion." 

EXECUTING  THE  PLAN 

Few  executives  are  as  well-positioned  as  Ku  to 
build  such  a  transformational  application.  A  vet- 
eran of  nearly  20  years  in  the  Silicon 
Valley  IT  industry,  Ku  most  recently  headed  the 

(Continued) 
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Powerful.  Presenting  the  Portege'  311  OCT  notebook. 
Inside  its  ultra-thin,  ultra-light  case,  Toshiba  gives  you 
the  performance  edge  of  an  Intel*  Pentium1  II  processor 
300MHz,  a  6.4  billion-byte  hard  drive  and  64MB  of 
high-speed  SDRAM.  That's  just  what  it  takes  to  handle 
a  heavy  workload  on  the  run  with  an  ultraportable  PC 
that  won't  weigh  you  down. 


Productive.  Portege  3110CT  comes  equipped 
brilliant  10.4"  dia.  Poly-silicon  TFT  color  display  i 
innovative    touch    type    keyboard    with    a    comf 
full-size  feel.  An  integrated  V.90/K56flex  modem*  pr> 
high-speed  communications.  And  a  battery   lasting 
3  hours"  lets  you  get  more  done,  more  easily  than  el 
course  you'll  also  have  Toshiba's  dependable  24/7  supl 


©1999  Toshiba  America  Information  Systems,  Inc.  All  rights  reserved.  Portege  is  a  trademark  of  Toshiba  America  Information  Systems,  Inc.  The  Intel  Inside  logo  and  Pentium  an 
registered  trademarks  of  Intel  Corporation.  All  other  products  and  names  mentioned  are  the  property  of  their  respective  companies  All  specifications  and  availability  are  subject  to  c 
Licensed  operating  system  installed   'Download  speeds  are  limited  to  S3kbps.  Upload  speeds  are  less  (in  the  30kbps  range)  and  may  vary  depending  on  line  conditions.  "Battery  lif 

power  may  vary  depending  on  applications,  power  management  settings  and  features  utilized. 
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Pure  power. 
Pure  portability. 
Pure  precision. 


Flexible  Expansion.  Link  to  your  network  with  built-in 
10/100  Ethernet  capabilities.  Access  the  optional  CD- 
ROM,  and  tap  into  the  rest  of  your  office  resources 
with  a  standard  Network  I/O  Adapter  that  gives 
you  easy,  one-touch  connections  to  your  existing 
peripherals.  A  maximum  1 28MB  memory  capacity  also 
leaves  room  to  grow  for  tomorrow's  demanding  tasks. 


Ultra-thin.  Ultra-light.  The  innovative  technology  of 
the  Portege  311  OCT  is  evident  even  before  you  open 
it.  Under  1"  thin  and  barely  3  lbs.  light,  its  sculpted 
magnesium-alloy  case  is  engineered  for  protection  as 
well  as  sophistication.  Discover  the  pure  power,  porta- 
bility and  precision  of  the  Portege  311  OCT  for  yourself. 
Call  1-800-TOSHIBA  or  click  on  www.toshiba.com 
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global  professional  services  practice  of  BEA 
Systems.  Prior  to  that,  he  was  a  leader  of  the  IT 
consulting  division  of  Sun  Microsystems  and 
manager  of  the  company's  European  customer 
service  centers. 

The  team  he  has  assembled  is  just  as 
impressive  —  all  of  them,  for  instance,  have 
direct  experience  in  creating  sophisticated 
electronic  time  management  tools.  Included  in 
the  group  are  the  senior  applications  engineer 
from  one  of  the  first  Internet  portal  companies; 
the  senior  middleware  architect  for  the  top 
Internet  trading  system;  and  the 
former  Sun  Microsystems 
engineers  who  developed 
the  internal  calendaring 
and  communications 
system  for  the  $11  billion 
global  hardware  maker. 

"In  our  opinion,  the  real 
value    of   next-generation 
applications   will    be    the 
ability  to  cull  from  the  Inter- 
net's  encyclopedic   content 
only  what  is  useful  to  a  partic- 
ular user  at  a  particular  time  — 
just    as    a    human    persona 
advisor  would,"  Ku  explains, 
wouldn't   dream    of   trying   to 
execute  this  plan  without  some  of  the  best 
engineers  in  the  world." 

AN  INTELLIGENT  PERSONAL  ADVISOR 

Perhaps  most  important  to  TimeWeaver's  suc- 
cess, however,  is  the  way  in  which  the 
application  is  being  designed  from  the  start  to 
incorporate  the  needs,  expectations,  and  work 
styles  of  its  individual  users  (see  box).  This 
quality  gives  TimeWeaver's  Advisor  several 
qualities  that  elevate  it  well  above  the  level  of 
current  electronic  calendars,  transforming  it  into 
a  true  intelligent  personal  advisor. 

Architected  in  this  way,  Ku  believes, 
TimeWeaver's  Advisor  will  do  what  no 
electronic  calendar  has  achieved  thus  far: 
become  a  proactive,  personal  agent  that 
enables  users  to  make  far  more  efficient  and 
productive  use  of  their  time. 


The  ultimate  objective,  he  says,  is  to  allow 
TimeWeaver  users  to  remain  at  the  center  of 
their  digitally  interconnected  world.  Working 
from  nothing  more  than  a  notebook  computer, 
business  people  will  conduct  business  as  easi- 
ly as  if  they  had  a  roomful  of  personal  advisors 
laboring  beside  them,  supplying  answers  and 
information  at  just  the  moment  they're  needed. 

WHAT  THIS  MEANS  FOR  THE  USER 

TimeWeaver's  Advisor  offers  a   number  of 
advanced  user-centric  features 
that  elevate  it  above  existing 
electronic    and   Web-based 
calendars,  including: 

An  adaptive  user  interface 
that  not  only  permits  exten- 
sive customization  but  that 
dynamically  adjusts  to  the 
information  being  presented. 
•  Completely  personalized 
delivery  of  events  to  ensure 
that  users  receive  time- 
and  context-sensitive 
information  when,  how, 
and  where  they  most 
need  it. 
An  integrated  work  environment  that 
allows  users  to  schedule  meetings,  review 
events,  send  messages,  and  eventually  complete 
e-commerce  transactions  —  without  having  to 
re-enter  data  or  leave  the  application. 

•  The  ability  to  coordinate  schedules  and 
resources  over  the  Internet  with  colleagues  not 
just  within  one's  own  department,  but  across 
companies,  cities,  or  even  continents  —  without 
the  need  for  a  proprietary  network. 

•  Easy  synchronization  with  Palm  Pilots 
and  client-based  calendars  like  Microsoft 
Outlook,  as  well  as  automated  e-mail,  page,  or 
telephone  notification  to  remind  users  of 
calendared  events. 


For  more  information  about  Toshiba 

portables,  desktops,  or  servers  visit  us  at 

www.toshiba.com  or  call 

1-800-TOSHIBA 
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I  WALCZAK 


ISH  SENDS  GORE  A  MESSAGE: 
IU  DON'T  OWN  SILICON  VALLEY 


owa,  he  backed  ethanol  subsidies.  In  New  Hampshire, 

vowed  his  first  moves  in  the  White  House  would  be  to 
taxes  and  boost  arms  spending.  In  South  Carolina,  he 
ilessings  by  urging  sexual  abstinence  for  teens. 

when  Texas  Governor  George  W.  Bush's  fast-moving, 
liking  campaign  rolls  into  Silicon  Valley  on  June  30,  a 
iide  of  the  GOP  front-runner  will  be  on  display:  George 
Valley  Boy. 

hough  Bush's  own  business  tastes  run  to  oil  and  spoils 
uses,  as  governor,  he  has  been  rubbing  shoulders  with 
ite  of  Austin's  "Silicon  Hills" — home  to  many  software 
jmiconductor  companies.  Bush  aims 
)  that  network  as  he  prepares  to 
cor  rivals  and  Al  Gore  for  high 
heart,  mind,  and  wallet  (page  48). 
r  months,  a  group  led  by  ex- 
•ape  Communications  Chief  Exec- 
James  Barksdale  and  Austin  soft- 
entrepreneur  Steve  Papermaster 
2nt  tech  delegations  to  meet  with 
at  the  state  house.  "Bush  gets  the 
Economy,"  Papermaster  says.  "On 
■y  issue — improving  education — he 
n  exceptional  record." 

RED  SPIRITS."  The  payoff  could  come  on  June  28,  when 

unveils  his  high-tech  advisory  committee.  Among  those 

ted  to  sign  on:  National  Semiconductor  CEO  Brian  L. 

Advanced  Micro  Devices  ceo  W.J.  Sanders  III,  Oracle 

Financial  Officer  Jeffrey  0.  Henley,  Apple  Computer  co- 

er  A.C.  Markkula,  Intel  Founder  Gordon  E.  Moore, 

Systems  Chief  Technology  Officer  Judith  L.  Estrin, 

applied  Materials  CEO  James  C.  Morgan. 

ley  financier's  will  be  well  represented.  Bush  has  signed 

p  venture  capitalists,  such  as  Kleiner  Perkins  Caulfield 

its'  E.  Floyd  Kvamme,  Menlo  Park  rainmaker  Timothy 

•r,  and  fund-raiser  Robert  Grady  of  San  Francisco's 

3oston  Robertson  Stephens.  "We're  kindred  spirits," 


CAPITAL  WRAPUP 


QUICK  STUDY:  Bush  can  talk  tech 


says  Halla.  "If  we're  looking  for  the  emergence  of  a  second 
Silicon  Valley,  it's  in  Texas." 

Bush  hopes  to  rattle  Gore  with  the  depth  of  his  Valley  sui> 
port.  Beyond  that,  he  will  join  Republicans  in  the  not  terribly 
subtle  wooing  of  the  techies.  Hill  GOP  leaders  staged  a  love-in 
with  industry  leaders  on  June  14-15.  And  on  June  23,  House 
Republicans  rolled  out  an  "E-Contract  with  America"  that 
vows  to  keep  tech  out  of  Big  Government's  clutches. 

Bush  won't  be  above  a  little  E-pander  when  he  appeal's  at 
two  Silicon  Valley  fund-raisers.  He  will  stress  his  hands-off  ap- 
proach to  E-commerce  and  Net  taxes,  trumpet  his  support  for 
free  trade,  immigration,  and  legal  re- 
form— and  slam  Gore's  stand  on  key  in- 
dustry initiatives. 

The  Vice-President  is  in  a  bit  of  a 
bind.  He  opposes  a  Senate  plan  to  limit 
lawsuits  stemming  from  the  Y2K  soft- 
ware bug.  He  sided  with  law-enforce- 
ment officials  in  backing  strict  curbs  on 
exports  of  data-scrambling  technology. 
And  many  tech  execs  still  fume  over 
Clinton's  1995  veto  of  a  bill  that  provid- 
ed relief  from  lawsuits  against  companies 
"  that  allegedly  overstate  their  prospects. 
The  veto  was  overridden,  but  Gore  is  getting  the  backlash.  "It 
was  a  real  slap  in  the  face  to  growth  companies,"  says  Dell 
Computer  CEO  Michael  S.  Dell,  another  Bush  backer. 

How  will  Gore  respond  to  Bush's  tech  barrage?  "Let  Bush 
do  his  Santa  Claus  tour  of  the  Valley,"  says  a  Vice-Presiden- 
tial adviser.  "Gore  has  a  20-year  record  on  tech,  and  that 
beats  the  'gimme-list'  approach."  Perhaps.  But  there's  no 
question  that  Bush's  moderate  social  stance  and  his  tech- 
friendliness  could  make  him  a  player  in  Silicon  Land.  That 
may  put  Gore  in  the  position  of  defending  his  tech  record  in 
a  state  he  should  have  safely  tucked  away. 

With  Douglas  Harbrecht  in  Washington,  Andy  Reinhardt 
in  Silicon  Valley,  and  Ira  Sager  in  New  York 


1  CLINTON  GO  TO  RUSSIA?       STRANGE  BEDFELLOWS  DEPT.        POLLING  IN  CYBERSPACE 


ager  to  rebuild  relations  with 
sia  after  Kosovo,  President  Clin- 
wants  to  visit  Moscow  this  fall, 
next  I'.  S. -Russia  summit  was 
posed  to  take  place  in  Washington, 
aides  say  Boris  Yeltsin  appears 
weak  for  the  trip.  Before  the  pow- 
t,  Clinton  wants  the  Duma  to 
rove  the  salt  ii  treaty.  And 
-sin  wants  congressional  repeal  of 
Jackson- Vanik  law,  a  cold  war 
sure  designed  to  speed  the  erai- 

.ion  of  Soviet  .Jews. 


►  Former  GOP  Chairman  Haley  Bar- 
bour has  teamed  up  with  media  mogul 
Ted  Turner,  whom  conservatives 
regard  as  a  one-world-government 
lefty.  The  Turner-funded  Better 
World  Campaign  advocacy  group  has 
hired  Barbour  to  persuade  Congress 
to  pony  up  $1  billion  in  back  dues  to 
the  U.N.  It  has  been  stymied  for  two 
years  by  House  GOP  conservatives 
who  want  to  stop  the  U.  N.  from 
spending  money  to  promote  or  per- 
forin abort  ions. 


►  More  trouble  for  Al.  The  first  Inter- 
net poll  involving  a  U.  S.  Presidential 
contest  finds  that  both  George  W  Bush 
and  Elizabeth  Dole  would  handily 
defeat  Al  Gore  if  the  election  were 
held  today.  Bush  holds  a  20%  lead  over 
Gore,  according  to  Harris  Poll  Election 
2000  Internet  survey.  And  the  Veep 
trails  Democratic  rival  ex-Senaior  Bill 
Bradley  by  4395  to  3095  among  inde- 
pendents. The  Net  poll  relies  on  a 
database  of  3.4  million  likely  voters 
and  has  no  margin  of  error. 
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CAN 
HONDA 
GO  IT 
ALONE? 


It  has  always  been  the  Honda  way: 
an  almost  fanatical  devotion  to  in- 
dependence, a  hubristic  pride  about 
its  engineering  prowess,  and  a  mav- 
erick disregard  for  conventional  wis- 
dom. Defiance  has  been  in  Honda  Motor 
Co.'s  bones  since  founder  Soichiro  Hon- 
da disobeyed  government  orders  36 
years  ago  that  he  should  stick  to  mo- 
torbikes. Now,  Honda's  preference  for 
the  solitary  path  is  about  to  be  tested 
as  never  before.  The  past  year  has 
brought  vast  change  to  the  industry. 
The  DaimlerChrysler  deal  created  a  new 
giant.  Ford  snapped  up  Volvo.  Much 
closer  to  home,  Nissan  Motor  reached 
out  to  France's  Renault  for  rescue. 

Meantime,  Honda  has  become  the 
auto  industry's  biggest  contrarian:  a 
holdout  in  the  rush  to  consolidate  that 
most  other  players  view  as  inevitable. 
Does  Honda,  making  just  2.3  million 
cars  a  year,  have  the  clout  to  take  on 
the  titans  who  make  twice  as  many  cars 
and  trucks  annually?  Can  it  afford  to 
match  rivals'  investments  in  cars  that 
will  meet  stricter  future  pollution  stan- 
dards? Will  it  be  able  to  foot  the  bill  on 
its  own  for  the  next  generation  of  en- 
gine technology — when  its  rivals,  joining 
forces,  will  massively  outspend  it? 

In  the  wake  of  DaimlerChrysler,  Ford- 
Volvo,  and  other  deals,  many  say  the 
carmaker  should  look  for  a  partner 


Going  it  alone  is  a  huge  gamble  for 
the  world's  No.  8  carmaker.  The  dispar- 
ity of  resources  is  brutal:  Ford  has  a 
cash  pile  of  $23  billion  vs.  Honda's  $3.2 
billion,  while  General  Motors'  $9  billion 
annual  research  and  development  bud- 
get swamps  Honda's  $2.6  billion  effort. 
AMONG  GIANTS.  Many  of  the  world's 
biggest  players  predict  an  all-or-noth- 
ing future  populated  by  tiny  boutiques 
and  giant  supersellers.  Ford  Chief 
Jacques  Nasser  says  that  auto  makers 
who  sell  fewer  than  5  million  vehicles  a 
year  will  need  partners.  As  a  senior 


manager  at  another  Honda  comp  is 
puts  it:  "It  will  be  a  tremendous  Bting  I 
lenge  for  Honda  to  be  independer  1 1  r 

A  challenge,  but  not  impossib  u;  <  ft 
early  June,  Autofacts,  a  consulting  bat  a , 
sidiary  of  Price waterhouseCoopers  Iresoi 
ed  its  "Global  Six"  auto  makers  jYoshii 
the  best  chance  of  succeeding  ind  « new 
dently.  Although  Honda  didn't  mak  kcost 
cut,  Autofacts  consultant  Greg  S. 
ner  is  loath  to  write  it  off  entirel  I 
Honda  were  able  to  become  big  er  a 
and  remain  nimble  enough,  it  cou 
around  for  decades  without  havii 
merge  with  anyone,"  says  Bonner. 

Yet  even  those  rooting  for  Hond  ring  ei 
ure  it  could  do  itself  a  big  favor  by  ju 
ing  a  partner.  But  don't  expect  H  H 
to  start  looking.  Asked  what  he  tl 
about  finding  a  partner,  Honda  CE( 
royuki  Yoshino  says:  "Nothing.  I  an 
interested  in  that." 


W 


of-the-. 

»pe  in 


it-  !V 

efmii 


a> 


42  BUSINESS  WEEK  /  JULY  5,  1999 


Is,  however,  keenly  interested  in 
anting  Honda  so  it  can  thrive  in  a 
1  world.  Yoshino  is  betting  the 
my's  future  on  a  simple  proposi- 
:hat  a  carmaker  can  save  billions 
<ut  resorting  to  a  megamerger.  Al- 
,  Yoshino'a  technical  staff  is  work- 
ii  new  manufacturing  methods  to 
ir  rust  of  making  a  car  in  half. 

WINDOW.    Beating    out    other 

-class  manufacturers  will  be  tough. 

i  also  is  seen  as  having  an  edge  in 

bf-the-art  production.  To  push  the 

qpe  in  manufacturing,  Honda  must 

its  lineup  to  far-flung  markets  by 

cing  everything  from  compact  cars 

I'ht  trucks  on  flexible  platforms. 

Honda  has  a  brief  window  to  fo- 

its  revolution:  Merged  rivals  will 

bly  struggle  to  meld  different  cul- 

equipment,  and  armies  of  suppli- 

\en  as  Honda  upgrades  its  plants. 


Soon,  the  overhaul  could 
release  close  to  $1  billion  a 
year  in  extra  cash  flow  for 
Honda,  whose  7%  operat- 
ing profit  margins  already 
exceed  Ford's  5%  and  gm's 
4%.  Over  the  decade 
through  1998,  Honda's 
profit  machine  has  been  a 
marvel.  Sales  zoomed  80%, 
to  $52  billion,  while  net 
profits  tripled,  to  $2.5  bil- 
lion. If  Yoshino's  plans  pay 
off,  then  Honda  could  keep 
earning  like  a  giant  while  remaining  a 
nimble  player. 

But  the  big  question  remains:  Which 
new  engine  technology  will  prevail — 
fuel  cells,  electric  batteries,  or  hybrids  of 
electric  motors  and  gasoline-powered 
engines'.'  Says  consultant  Bonner:  "It's 
like  yiis  and  Betamax:  Onlv  one  format 


RIGHT  PATH? 

At  a  Shinto 

shrine,  a  priest 

bestows  his 

blessing  on 

a  new  Honda  car 


is  going  to  win,  and  you  had  better  bet 

in  the  right  direction."  Of  com   i  .  Honda 

could  jusl  adopt  whatever  engine  stan- 
dard a  rival  produce-.  I'.ui  that's  riot 
Honda's  style.  Says  Yoshino:  "We  don't 
like  to  buy  our  engines  from  others.'' 

The  alternative  is  to  hedge  beta  by 
investing  in  each  possible  technology. 
But  just  starting  a  fuel-cell  program 
costs  half  a  billion  dollars.  Staying  the 
course  to  a  fully  developed  fuel-cell  car 
could  cost  $1  billion.  The  same  thing 
goes  for  electric  and  hybrid  engines.  No 
wonder  GM  and  Toyota  are  already 
working  together  on  fuel  cells.  Ford  and 
DaimlerChrysler  are  in  cahoots  with 
Canadian  fuel-cell  maker  Ballard  Power 
Systems.  Yet  Yoshino  is  wagering  that 
Honda  can  produce  a  better  fuel-cell 
car  faster:  "It  is  quicker.  And  it's  under 
our  control." 

RIGHT  Mix.  But  the  answer  for  Honda, 
say  many,  is  to  find  a  good  partner. 
Some  regard  as  ideal  a  link  with  Ger- 
many's bmw,  which,  like  Honda,  excels 
in  engineering.  Shortly  before  France's 
Renault  took  a  stake  in  Japan's  Nissan, 
Honda  Chairman  Yoshihide  Munekuni 
invited  several  top  analysts  out  for  din- 
ner. But  when  they  pitched  ideas  for 
partners,  says  Koji  Endo,  automotive 
analyst  at  Schroders  Japan  Ltd., 
Munekuni  "just  listened  and  smiled." 

It  is  up  to  Yoshino  to  preserve  Hon- 
da's independence  with  the  right  mix 
of  innovative  manufacturing,  new  prod- 
ucts, and  spo^-on  research  in  new  en- 
gines. "Everything  is  necessary  for  our 
survival,"  he  says.  He's  right  there. 
Honda  can't,  for  example,  afford  a  major 
misstep  with  any  of  its  top-earning  mod- 
els, such  as  the  Accord  or  the  Civic. 
When  Ford's  1996  model  Taurus  bombed 
with  customers,  the  carmaker  was  able 
to  absorb  the  hit.  In  similar 
circumstances,  Honda  is 
more  likely  to  suffer  the 
fate  that  befell  BMW  after  it 
took  over  Britain's  Rover  in 
1994.  The  big  losses  subse- 
quently piled  up  by  Rover 
humbled  the  company  and 
cost  Chief  Executive  Bernd 
Pischetsrieder  his  job. 

There  are  other  potential 
rust  spots  beneath  Honda's 
golden  sheen.  It  depends  on 
North  America  for  about 
S.V;  of  its  operating  profits.  Any  U.  S. 
slowdown  would  hit  it  hard.  And  Daim- 
lerChrysler will  pare  down  Honda's  cost 
edge  if  it  generates  the  promised  $3 
billion  a  year  in  merger-linked  savings. 
Meanwhile,  top  Honda  brass  in  the 
U.S.  wants  to  extend  the  model  line  to 
include  big  pickup  trucks  and  sport -util- 
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NO  SIDEKICK 

As  the  Honda 
S2000  one-ups 
luxury  rivals, 
Chief  Yoshino 
says  he  is  "not 
interested"  in  a 
merger 


ity  vehicles  based  on  them,  where  gross 
profits  often  top  $10,000  per  vehicle. 
"You've  got  to  get  in  those  monster 
truck  races,"  says  Thomas  G.  Elliott, 
executive  vice-president  of  American 
Honda  Motor  Co.  Yet  Yoshino  insists 
that  making  pickup  tracks  in  the  U.  S.  is 
not  in  the  cards:  Honda  will  have  its 
hands  full  satisfying  demand  for  its 
Odyssey  minivans. 
DAUNTING.  Already 
Honda's  redesigned 
$23,600  Odyssey, 
launched  in  October, 
1998,  is  luring  sales 
away  from  both 
Chrysler's  $22,000  Voy- 
ager and  Ford's  $19,000 
Windstar.  Indeed,  it  is 


has  individual  overhead  lights,  like  an 
airplane.  And  the  rear  seat  folds  com- 
pletely down  so  there's  enough  cargo 
space  to  carry  a  4-foot-by-8-foot  piece  of 
plywood. 

Yoshino  is  striving  to  reproduce  that 
success  in  an  expanded  lineup,  from 
minicars  such  as  the  $8,000  Life,  which 
is  being  sold  in  Japan,  to  the  $10,800  en- 
try-level Logo  subcompact  in  Europe 


Handicapping  Honda 


ITS  STRENGTHS 


1.  Technology  and  manufacturing 
knowhow  that  lets  Honda  make 
cars  more  profitably  than  most 
other  carmakers. 


...  AND  WEAKNESSES 

1.  Honda  depends  on  North 
America  for  85%  of  its  profits. 

2.  It  can't  afford  a  wrong  move 
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2.  A  global  reach  that  stretches 
from  Brazii  to  China.  Honda 
sells  more  abroad  than  at 
home. 

3.  Economies  of  scale.  Honda 
sells  2  million  vehicles  a  year, 
but  10  million  engines,  for 


relies  on  Civic  and  Accord 
sedans  for  55%  of  sales. 

3.  The  company  can't  count  on 
raking  in  profits  from  gas-guz- 
zling recreational  vehicles  or  lux- 
ury cars  as  its  rivals  do.  Its  Acu- 
ra  near-luxury  line  needs  a  major 


everything  from  lawn  mowers  to       ?y?l'la_li'_li1_t!l®„_J 


so  hot  that  U.S.  deal-  on  big-volume  models.  Honda 

ers  say  they  could  sell 
twice  as  many  if  Hon- 
da delivered  more  than 
the  current  4,300 
monthly. 

That's  no  fluke.  To 
design  the  new 
Odyssey,  Kunimichi 
Odagaki,  the  model's 
executive  chief  engi- 
neer, traveled  in  the 
U.  S.  with  a  team  of  20 
American  designers 
who  took  sneak  photos 
of  people  using  rivals' 
minivans.  The  result 
was  a  minivan  ar- 
guably as  American  as 
anything  Chrysler  has 
produced.    Each   seat 


sedans. 


4.  Research.  Its  R&D  budget 
now  exceeds  that  of  Japan's 
No.  2,  Nissan.  Honda  spends 
5%  of  revenues  on  R&D. 
It  has  supplied  engines  for  For- 
mula 1  cars  for  years  and  has 
rolled  out  a  dizzying  array  of 
envirocars. 


4.  Honda  is  unable  to  spread  its 
fixed  costs  for  engineering,  tech- 
nology, and  marketing  over  a 
huge  volume  of  vehicles. 

5.  It  faces  a  long  road  in 
Europe.  It  has  failed  to  make  a 
dent  in  the  small-car  market, 
and  it  stands  for  ho-hum  sedans 
driven  mostly  by  pensioners. 


to  new  suv  models  in  the 
Acura  line.  i 

Leading  Honda  in  its  ques 
main  independent  is  a  dauntir 
lenge.  It  took  Yoshino's  prede  m 
Nobuhiko  Kawamoto,  three  mo  J 
persuade  him  to  take  the  job 
summer  of  1998.  "This  is  not  an 
able  task,"  says  Yoshino.  Yet  ir 
ways,  he  embodies  the  Hond; 
Yoshino,  59,  has  earned  deep  i 
from  insiders  for  a  stubborn  drrpi  youn 
he  developed  early  on.  As  an 
old  at  the  close  of  World  War 
hiked  across  Manchuria  with  h 
ents  to  reach  his  home  in  Japan. 
QUICK  SWITCHES.  Once  before 
1970s,  Yoshino  saved  Honda's  sk 
critical  point.  As  chief  engineer 
time,  he  won  approval  for  Hondj 
selling '  cvcc 
from  the   U.  S 
ronmental   Prot  I 
Agency.     He 
that  the   engin<  | 
the  requirements 
Clean   Air   Act 
though  it  ran  on 
fuel,   unlike   coi 
tors'.  It  gave 
the  edge  it  nee( 
the  U.S.  "The 
the  company  dep 
on  that,"  recalls  i 
colleague  Shoichi  I 
majiri,  now  pre: 
of  game  company  | 
Enterprises. 

Now,  Yoshino 
defy   the   new 
doxy  that  size 
Honda  is  already 
when     it     come 
squeezing  the  mo 
of  eveiy  square  ii 
factory  space.  In 
for    example,    F 
makes    as    man 
eight  different  ir 
on     single     asse 
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'he  new©  i  Norl  h  \merican  plant, 
ti  L998  in  Alliston,  Ont.,  bo 
nnovationa  as  a  general  welder 
i  movable  robol  arms  thai  in  just 

Onde   fuses  sheets  of  metal   thai 
up  the  roof,  floor,  and  both  sides 

Odyssey  minivan.  It  replaces  ro- 

ith  137  weld  points  that  took  far 
to  do  the  job. 

ntime,  Honda  continues  to  roll 
re  incorporating  new  technology, 
pring,  for  example,  it  one-upped 
car  makers  Porsche,  Mercedes- 
ind  kmw  with  its  new  S2000  road- 
ar  has  one  of  the  most  pow- 
sngines  on  the  road  that  meets 
lission  vehicle  (lev)  standards. 
it  aims  to  trounce  Toyota's  Prius 
car,  powered  by  gasoline  and 
•ity,  when  it  launches  a  more  fuel- 
it  hybrid  called  the  w  worldwide, 
mical  virtuosity  won't  matter  a 
ess  Honda  builds  autos  that  cus- 
I  want  to  buy.  In  North  America, 
aans  shifting  gears  to  light  trucks. 
used  to  shy  away  from  vehicles 
s  minivans  and  SUVs.  But  now  it 
o  corner  4%  of  the  U.  S.  light- 
market,  up  from  a  2.6%  share:  A 
itility  is  coming  next  year. 
N  YOUTH.  As  rivals  go  increas- 
jlobal,  Honda  can't  focus  on  the 
done.  In  Japan,  Honda  has  lost 
)f  the  market  share  it  gained  in 
vhen  it  mesmerized  young  buy- 
th  a  series  of  hip  recreational  ve- 
such  as  the  $16,000  Stepwagon 
.n.  In  Europe,  the  going  is  even 
ST.  There,  Hondas  are  regarded 
id  cars  for  oldies.  The  company 
ing  to  drum  up  excitement  by 
ig  over  hot  niche  vehicles  such 
CR-v  sport  utility  and  the  hr-v, 
ised  as  a  "Joy  Machine"  in  Britain 
•omoted  through  events  such  as 
oard  championships. 

multifront  war  between  auto 
s  is  likely  to  be  an  exhausting 
le  to  reshape  the  industry.  David 
le.  director  of  the  University  of 
.an's  Office  for-  the  Study  of  Au- 
Ive  Transportation,  thinks  the 
of  future  engine  technology  is 
nke-or-break  issue  for  Honda.  Go- 
alone  is  "a  big  roll  of  the  dice"  for 
,  .^ays  Cole. 

ultimate  irony  may  be  that  Hon- 

adition  of  fierce  independence, 

has  served  it  so  well  for  half  a 

iy,  could  be  its  Achilles'  heel.  Even 

xla  were  to  make  an  honorable 

■  with  GM  or  Ford,  its  distinctive 

■  would  make  for  a  stormy  mar- 

For  better  or  worse,  Honda  must 

its  independence  succeed. 

Emily  Thornton  m  Tokyo  mid 

■in  Kerwin  in  Alliston,  Out.,  /nth 

Naughion  in  Detroit  and  bureau 


WE  JUST  KIND  OF 
SNEAK  UP  ON  YOU' 


American  Honda  Motor  ( !o.  Presi- 
dent Koichi  Amemiya  calls  it 
"Sweet  Home  Alabama"  in  a 
bizarre  cross-cultural  allusion  to 
rebel  Southern  rockers  Lynyrd 
Skynyrd.  That  future  home  is  the 
town  of  Lincoln,  Ala.,  located  40 
miles  east  of  Birmingham,  where 
Honda  will  build  a  plant  to  make 
Odyssey  minivans,  a  new  sport-utili- 
ty vehicle,  as  well  as  engines  by  ear- 
ly 2002.  Total  investment:  $400  mil- 
lion, vs.  a  typical  $1  billion  spent  by 
rivals  on  similar  plants. 

Necessity  drives  the  tightwad  ap- 
proach. "We're  not  sitting  on  billions 
and  billions  of  cash,"  says  Larry 
Jutte,  vice-president  and  general 
manager  of  Honda  of  America  Manu- 
facturing. That's  why  Honda  facto- 
ries start  small  and  grow  with  de- 


mand for  their  products.  "Honda 
builds  facilities  that  are  very  ex- 
pandable," marvels  auto  consul- 
tant Michael  Robinet  of  csm 
Forecasting. 

All  that  is  a  far  cry  from  De- 
troit's modus  operandi,  which  ING 
Baring  Furman  Selz  analyst 
Maryann  Keller  describes  as  "op- 
erating with  too  much  capacity 
and  force-feeding  the  market 
with  incentives." 
KEEPING  MUM.  Honda's  initial 
production  volumes  are  often  so 
small — just  60,000  minivans  at  its 
new  Alliston,  Ont.,  plant — that  rivals 
don't  see  the  competitive  threat  until 
it's  too  late.  Says  Richard  Colliver, 
American  Honda's  executive  vice- 
president  for  sales:  "We  just  kind  of 
sneak  up  on  you." 

Honda  is  keeping  mum  about  ex- 
actly how  the  new  plant  will  look. 


But  analysts  have  an  idea.  The  new 

facility  can  save  about  $30  million  by 
bringing  in  stampings  for  Lincoln 
from  outside.  It  will  likely  run  some 
equipment  round  the  clock  to  reduce 
the  number  of  expensive  machines  it 
needs. 

Key  machinery  such  as  welding 
equipment  could  also  be  able  to  pro- 
duce different  vehicles  without  re- 
tooling stops.  Robinet  believes  the 
plant  will  eventually  produce  an  ar- 
ray of  vehicles — Civics,  Accords,  and 
cr-vs.  "They  can  use  Alabama  as  a 
spigot,"  he  says. 

Honda  Engineering  Co.  will  design 
much  of  the  plant  equipment.  While 
other  auto  makers  rely  mostly  on 
outside  vendors,  Honda  prefers  to 
keep  designs  proprietary  and  exclu- 
sive. "If  I  buy  the  same  paint  shop  as 
everyone  else, 
what  advantage 
do  I  have?"  asks 
John  Adams,  se- 
nior vice-presi- 
dent of  Honda 
of  America  Man- 
ufacturing. Hon- 
da's engineers 
came  through  in 
Alliston,  where 
the  paint  shop  is 
30%  smaller 
than  in  most  car 
plants,  even 
though  minivans 
are  40%  larger. 
The  trick:  roll- 
ing minivan  bod- 
ies into  a  phos- 
phate vat  at  a 
45-degree  angle 
instead  of  the 
usual  30  de- 
grees. Alabama 
is  giving  Honda 
the  chance  to 
try  at  least  one 
thrifty  move  it 
has  never  at- 
tempted before 
in  North  America:  putting  engine 
making  and  assembly  under  one  roof. 

Honda  is  sure  to  kick  Lincoln  off 
to  a  fast  start.  It's  proud  that  Allis- 
ton reached  full  line  speed  in  an 
amazing  87  days.  The  company  is 
sure  to  try  to  beat  that  in  Alabama. 
By  Kathleen  Kerwin 

i)l   AllixtOH. 


P 


FAST  START 

Honda  will  put 

engine  making 

and  assembly 

under  one  roof  at 

its  Alabama  plant 
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ternational  Outlook 


:D  BY  PATRICIA  KRANZ 


ISSIA'S  PEACE  PRIZE: 
OSER  TIES  TO  THE  WEST 


ppily  administering  bear  hugs  to  his  Western  counter- 
arts  in  Cologne  at  the  Group  of  Eight  summit  on  June 
),  Russian  President  Boris  N.  Yeltsin  was  ready  to  cel- 
•.  By  brokering  a  peace  between  NATO  and  Yugoslavian 
lent  Slobodan  Milosevic,  Yeltsin  had  earned  the  West's 
ide  and  restored  Russia's  image  as  a  force  to  be  reck- 
with.  At  the  same  time,  his  daring  gambit  to  dispatch 
ussian  troops  to  Kosovo  ahead  of  the  NATO  force  had  si- 
I  domestic  criticism  that  he  was  kowtowing  to  NATO. 
sin's  twin  public-relations  victories  could  well  mark  one 
last  big  political  maneuvers  of  his 
•-old  presidency.   By  playing  his 
I  the  way  he  did,  Yeltsin  has  shored 
longstanding  policy  of  cooperation 
[the  West — despite  growing  anti- 
lican  sentiment  at  home.  As  Russia 
into  election  season,  politicians  of 
stripe  will  increase  their  anti-West- 
netoric.  But  at  least  for  the  next 
onths — and  possibly  until  the  end  of 
rm — Yeltsin  seems  determined  to 
a  smoother  relations  with  the  West 
se  of  the  economic  and  strategic 
ts  they  could  bring. 

!  Russian  President  flew  home  from  Cologne  with  a 

of  trophies  and  is  looking  for  even  more.  In  return  for 

g  concessions  on  the  role  of  the  Russian  military  in 

o  and  renewing  his  commitment  to  arms-control  talks, 

i  won  for  Russia  a  permanent  seat  at  the  table  with  the 

's  seven  most  powerful  economies.  The  G-7,  now  for- 

renamed  the  Gr8,  is  promising  to  help  Russia  restruc- 

iome  of  its  $70  billion  in  Soviet-era  debt  owed  to  gov- 

snts  and  banks,  as  well  as  the  $4.5  billion  Moscow  owes 

itemational  Monetary  Fund  this  year. 

;  Russia's  biggest  spoil  of  the  war  is  the  promise  of 

closer  ties  with  Europe.  Kosovo  made  the  issue  of 

lean  security  more  urgent  for  both  Russia  and  the  Eu- 


YELTSIN  AND  SCHRODER:  Partners? 


ropean  Union.  Russians  were  frightened  when  NATO  began 
dropping  bombs  on  Serbia,  which  used  to  be  in  the  Soviet  or- 
bit. European  members  of  NATO  supported  the  bombing,  but 
were  shaken  by  the  outbreak  of  war  in  Europe  and  their  own 
inability  to  launch  a  military  operation  without  U.  S.  help. 

So  even  as  NATO's  bombs  were  falling,  newly  appointed  Eu- 
ropean Commission  President  Romano  Prodi  wanted  to  make 
better  cooperation  with  Russia  one  of  the  El's  priorities.  On 
June  3,  German  Chancellor  Gerhard  Schroder  and  other  EU 
leaders  approved  an  EU  Common  Strategy  on  Russia.  The 
pact  calls  for  increased  cooperation  on 
economic  and  political  issues,  from  bring- 
ing Russia  into  the  World  Trade  Organi- 
zation and  encouraging  development  of 
Russia's  pipeline  system  to  creating  a 
stability  pact  for  Kosovo. 

Even  before  Kosovo,  Europe  and  Rus- 
sia were  allied  in  their  opposition  to  the 
more  hawkish  U.  S.  policy  toward  China 
and  Iran.  Closer  cooperation  could  result 
in  a  common  policy  for  the  development 
of  Caspian  Sea  oil,  where  U.  S.  policy 
has  sought  to  marginalize  Iran.  "More 
and  more,  it  appears  that  the  U.  S.  does 
not  know  how  to  engage  Russia,  but  more  and  more,  it  ap- 
pears Russia  and  Europe  are  thinking  alike,"  says  Alan 
Rousso,  director  of  the  Carnegie  Moscow  Center  think  tank. 
Yeltsin  and  his  government  still  have  to  watch  out  for  an 
anti-Western  backlash  at  home.  Even  traditional  supporters  of 
Yeltsin  are  demonizing  America  and  the  West,  nato  has  no 
right  to  police  the  world  "and  commit  murder  in  the  name  of 
human  rights,"  declared  Boris  Fyodorov,  a  reform-minded 
banker  and  former  Finance  Minister,  recently.  It's  up  to  the 
wily  Yeltsin  to  strengthen  Russia's  Western  ties  before  he  de- 
parts the  political  scene. 

By  Margaret  Coker  in  Moscow, 
with  Richard  S.  Dunham  in  Cologne 


GLOBAL  WRAPUP 


LEAN  BAND-AIDS? 

•esident  Eduardo  Frei  is  seram- 
l  to  reactivate  Chile's  economy  and 
h  up  relations  with  the  military 
months  before  he  leaves  office, 
has  unveiled  a  package  of  public 
ka  projects,  housing  subsidies,  and 
bt-relief  program,  while  the  cen- 
bank  cut  interest  rates  from  5.75% 
I .  Frei  also  shook  up  his  center- 
Cabinet,  naming  an  ally  of  the  mili- 
.  Edmundo  Perez  Yoma,  as 
■use  Minister.  Military  leaders  are 
ippy  over  the  arrest  of  former  dic- 


tator Augusto  Pinochet  in  Britain  and 
the  reopening  of  court  cases  against 
former  commanders  in  Chile.  Critics 
see  Frei's  moves  as  Band-Aids,  aimed 
at  easing  the  way  for  Ricardo  Lagos,  a 
socialist  who  is  the  front-runner  in 
December's  presidential  elections. 

INDONESIA  WORKOUT 

►  In  a  refinancing  deal  that  could  set  a 
precedent,  conglomerate  Astra  Inter- 
national has  agreed  with  its  creditors 
to  restructure  $1.9  billion  in  debt.  The 
workout  splits  the  debt  into  three 
tranches  repayable  in  periods  of  3,  4. 


and  TA  years.  The  deal  was  the  prod- 
uct of  six  months  of  hard  negotiating 
by  Astra  President  Rini  Soewandi, 
the  daughter  of  a  former  Indonesian 
Finance  Minister.  She  faced  off 
against  tough  negotiators  from 
Astra's  mainly  Japanese  creditors, 
including  Industrial  Bank  of  Japan 
Ltd.  and  Sanwa  Bank  Ltd.  Astra  had 
borrowed  heavily  in  dollars  in  19!' 7. 
mostly  to  expand  its  auto-assembly 
business.  Then,  like  many  Indonesian 
companies,  it  was  hit  hard  in  1998  as 
the  rupiah  depreciated  sharply 
against  foreign  currencies. 
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Government 


CAMPAIGN  CASH 


SHOW  THEM 
THE  MONEY 

A  new  breed  of  fund-raiser  gears  up  for  Campaign  2000 


Forget  campaign-finance  reform. 
With  the  White  House,  the  House, 
and  possibly  even  the  Senate  up 
for  grabs,  experts  say  that  more 
than  $8  billion  could  be  spent  on  the 
2000  elections — up  from  a  record  $2.2 
billion  in  1996. 

While  the  bidk  of  that  will  be  collect- 
ed by  tried-and-true 
Establishment  fund- 
raisers, a  new  breed  of 
younger  money  hunt- 
ers is  rising  from  the 
most  vibrant  sectors 
of  the  U.  S.  economy: 
high  tech,  financial 
services,  and  enter- 
tainment. They  reflect 
the  growing  political 
clout  of  women,  mi- 
norities, and  religious 
groups — and  they  un- 
derstand the  key  role 
that  technology,  and 
especially  tlie  Internet, 
will  play  in  the  quest 
for  cash. 

These  four  fund- 
raisers aren't  in  the 
same  league  as  Repub- 
lican Georgette  Mos- 
bacher  or  Democrat 
Terence  R.  McAuliffe, 
but  they're  up-and- 
comers.  Soon  you  may 
be  fielding  their  calls 
or  E-mail — if  you 
haven't  already. 


New  Jersey,  and  California  Governor 
Gray  Davis  have  all  benefited  from 
Pfund's  ability  to  squeeze  cash  from  her 
Rolodex.  Says  Pfund:  In  venture  capital, 
"you're  investing  in  potential.  You're 
betting  that  a  company  will  achieve  a 
certain  result  in  a  certain  time.  There 
are  similarities  in  backing  a  candidate." 


NANCY  PFUND 


says.  They  share  Bush's  views  oi 
taxes  and  smaller  government 
ing  to  Slayton,  techies,  who  va 
suits  over  ideology,  also  like  t 
that  Bush  has  "brought  Democr 


purveyor  of  packaged  software  i  ;;1 
businesses. 

These  days,  though,  Slaytoi  c 
sports  a  hat  emblazoned  with  th<  : 
"Silicon  Valley  Bush  2000,"  a  net  > 
high-tech  execs  helping  to  fund  i 
W.  Bush's  run  for  the  gop  Pres  i' 
nomination.  In  the  famously  a 
Valley,  Slayton  stands  out  like  a 
at  an  E-commerce  conference.  J^r 
converting  other  techies,  too. 

Slayton,  39,  is  co-hosting  the 
mega-events  for  Bush  this  year, 
30  dinner  and  July  1  breakfast  t 
expected  to  pull  in  more  than  $1  f1* 
It  hasn't  exactly  been   a  hai  f 
"There  are  a  lot  of  libertarians  h<  P1 


Lfii 
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AFFILIATION 


SPECIALTY 


AFFILIATION 


New  Democrat         Silicon  Valley 

COMMENT  In  venture  capital,  "you're  investing  in 
potential. . . .  fit's  similar  to]  backing  a  candidate" 


Bushie 


SPECIAI  WTin 

Silicon  \  tk 


COMMENT  "To  mobilize  people  on  a  large  s  '"'ft] 
there's  nothing  like  E-mail" 


■  Exposure  to  politics  started  early  for 
Nancy  E.  Pfund.  Very  early.  As  a 
preschooler,  Pfund  watched  her  mother, 
a  volunteer  for  John  F.  Kennedy,  de- 
part for  Camelot's  inaugural  ball  dressed 
in  a  fancy  gown.  "It  was  like  a  fairy 
tale,"  recalls  Pfund. 

Nowadays,  the  43-year-old  partner  at 
Hambrecht  &  Quist  Group's  venture- 
capital  arm  in  San  Francisco  hobnobs 
with  the  Silicon  Valley  elite  as  a  Demo- 
cratic fund-raiser.  Vice-President  Al 
Gore,  former  Senator  Bill  Bradley  of 


For  the  2000  elections,  Pfund  says 
she'll  stump  for  California  Senator 
Dianne  Feinstein's  reelection  bid.  For 
now,  she's  supporting  Gore  for  Presi- 
dent, having  co-sponsored  his  recent 
Silicon  Valley  fund-raiser.  But  she  also 
recently  helped  put  on  a  Bradley  event. 
"I  like  both,"  says  Pfund.  Like  any 
politician,  she's  keeping  her  options 
open. 

■  MySoftware  ceo  Gregory  W.  Slayton 
is  rarely  without  his  company  baseball 
cap — free  advertising  for  the  Palo  Alto 


Republicans  together  in  a  state  kIk 
used  to  have  blood-and-guts  politic  We, 

Slayton  does  much  of  his  pros 
ing  on  the  Internet.  "It's  tough  tt 
people  here  to  go  to  events  be(  B 
everyone's  so  busy,"  he  says.  "To  r  '? 
lize  people  on  a  large  scale,  there's  : 
ing  like  E-mail." 

Slayton  was  a  Fulbright  schok  "Hi 
Dartmouth,  earned  an  mba  at  Han  A 
and  started  his  business  career  di  fe 
oping  a  telecom  practice  for  McKi  "led 
&  Co.  in  Buenos  Aires.  He  reviv  * 
nearly    bankrupt    Internet    comp"l: 


C .'. 


li 
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■;ii>ii  International,  before  being 
ed  in  1997  to  nurse  then  ailing 
nrare  I  !o.  back  to  heall  h. 
ddition  to  bitting  up  pals  for  GOP 
,  Slayton  raises  money  for  Op- 
ity    International,  a  nonprofit 

thai  arranges  loans  to  ent  repre- 
in  the  Third  World.  In  a  sense, 
ing  the  same  thing  for  Bush:  ar- 
g  an  infusion  of  cash  for  a  Presi- 
Btartup. 

:e  B.  Griffin's  political  epiphany  oc- 
seven  years  ago  while  she  was 
ng  the  Republican  National  Con- 
1  in  Houston.  Griffin  remembers 
vative  Presidential  hopeful  Pat 
lan  looking  at  the  camera  and  de- 
:  "We're  going  to  take  our  country 
■om  them,"  Griffin  says,  she  sat  up. 
iized  he  was  talking  about  me," 
rriffin,  an  African  American  who 
ren  a  Prudential  Insurance  Co. 
'Those  were  fightin'  words."  (The 
quote  from  Buchanan  was:  "We 


JANICK  GRIFFIN 


Griffin'  leader  hip  i  a  depart  ure  for 
the  wlf,  founded  In  L998  and  dominated 
by  well  beeled  white  women.  Bui  Grif 

fin,  who  came  to  Washington  in  1!»W  as 
a  Prudential  lobbyist,  learned  her  skills 

from  a  pro  the  late  Ronald  II.  Brown, 
former  DNC  chairman  and  Commerce 

Secretary.  Brown  recruited  her  to  the 
Democratic  cause.  "One  of  the  things  I 
bring  to  the  table  is  a  network — or  sev- 
eral— that  weren't  necessarily  a  part  of 
WLF  culture:  African- American  women, 
minority  businesswomen,  women  who 
aren't  rich." 

A  key  goal  is  making  small  donors 
feel  welcome.  Events  range  from  $25-a- 
head  to  $10,000-a-head  affairs.  "I  try  to 
do  my  homework  so  I  know  what  peo- 
ple can  say  yes  to,"  says  Griffin,  a  di- 
vorced mother  of  two  grown  sons  who 
left  the  Pioi  earlier  this  year  to  set  up 
her  own  consulting  firm. 

Griffin  can  count  on  firepower  from 
Tipper  Gore,  the  wlf's  honoraiy  chair- 
woman, and  Hillary  Rodham  Clinton. 


JACK  ABRAMOFF 


ILIATION 


SPECIALTY 


AFFILIATION 


ream  Dem    Women/Minorities       Religious  Right      Offbeat  Groups 


T  "/  try  to  do  my  homework  so  I  know 
le  ran  say  yes  to" 

ike  hack  our  cities,  and  take  back 
lture,  and  take  back  our  country." 
hanan  spokesman  says  Griffin  mis- 
reted  Buchanan's  words.) 
ay,  Griffin,  50,  is  one  of  the  top- 
ig  women  on  the  Democratic  Na- 
Committee  and  one  of  its  most 
tant  fund-raisers.  As  head  of  the 
n's  Leadership  Forum,  she  runs  a 
rk  of  30,000  women  donors  and 
ts.  In  the  1996  campaign,  the  fo- 
ulled  in  $5.8  million.  Griffin's  goal 
jnpaign  2000:  raise  $(>  million  and 
d  the  WLF'S  network  to  100,000. 


COMMENT  "People  of  faith  tend  to  hold  similar 
political  views" 

The  most  successful  event  so  far:  a  Mai-. 
3  New  York  dinner  hosted  by  the  First 
Lady  that  attracted  900  people  and 
raised  close  to  $600,000. 

With  polls  showing  Republican  front- 
l-unner  George  W  Bush  closing  the  gen- 
der gap,  Vice-President  Al  Gore  has  a 
lot  riding  on  Griffin's  ability  to  woo 
women — and  their  wallets — to  the 
Democratic  fold. 

■  Amway  President  Dick  DeVos  and 
his  wife,  Michigan  Republican  Party 
chairwoman  Betsv  DeVos,  in  Mav  host- 


ed a  Potomac  River  crui  e  to  launch  a 

new   fund  raising  drive   for  GOP   Ho 

conservatives.  Many  of  the  ..  ere 

heavy  hitters  from  the  Religion-    Right 
But   when  pledge  time  came,  the  lir-t  to 

sign  up  was  no  churchgoer  it  wac  Jack 
Abramoff,  an  Orthodox  Jewish  lobbj 

who  is  among  the  right  wing-  mosl 
gressive  fund-rai  • 

A  onetime  movie  producer,  the  10 
year-old  Abramoff  has  close  tie-  to 
House  Majority  Whip  Tom  DeLay  (R- 
Tex.)  and  former  ( 'hristian  ( 'oalition  ex- 
ecutive director  Ralph  Reed,  who  has 
been  a  guest  of  the  Abramoffs  for 
Passover  seders.  "People  of  faith  tend  to 
hold  similar  political  views,"  says 
Abramoff,  who  is  with  the  Washington 
office  of  Seattle  law  firm  Preston  Gates 
&  Ellis.  Like  others  on  the  Right, 
Abramoff  opposes  stiff  gun  curbs  and 
decries  estate  taxes  as  "morally  devoid 
of  content  and  economically  senseless." 
This  year,  Abramoff  expects  to  rake 
in  at  least  $4  million  for  GOP  candidates, 
mostly  House  law- 
makers in  marginal 
seats.  He'll  host  some 
50  events,  often  using 
his  personal  skyboxes 
at  Camden  Yards 
(home  of  the  Balti- 
more Orioles)  and  the 
MCI  Center  (home  of 
the  Wizards)  in  down- 
town Washington. 

Abramoff  can  shake 
money  trees  that  are 
off  the  beaten  path 
for  Republicans.  One 
is  a  growing  network 
of  East  Coast  Ortho- 
dox Jews.  Indian 
tribes  are  another: 
Abramoffs  clients  at 
Preston  Gates  include 
the  Choctaws  of  Mis- 
sissippi and  the  Chiti- 
machas  of  Louisiana. 
Abramoff  also  turns 
regularly  to  a  dozen 
or  so  film  producers. 

Abramoff  earned  his 
spurs  in   the   radical 
right  at  Brandeis  Uni- 
versity, a  liberal  bastion.  After  graduating 
in  1981,  he  moved  to  Washington  to  chair 
the  College  Republican  National  Com- 
mittee, earned  a  law  degree  at  George- 
town, and  took  up  conservative  cause.-. 
A  chance  meeting  with  a  friend  who 
had  a  grant  to  make  a  movie  launched 
Abramoffs  film  career.  He  made  a  hand- 
ful of  action  flicks,  including  Red  Scor- 
pion and  Karate  Masters.  A  father  of 
five,  Abramoff  defends  his  violent  flicks: 
"In  my  movies,  the  bad  guys  got  killed." 
By  Amy  Borrus  in  Washington,  with 
Louise  Lee  in  Silicon  Valley 


SPECIALTY 
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EDBV  NEI 


pentium®/// 


Engineered  on  a  human  levels 


A  meditation  of  movement  and  balance,  the  new  HP  Vectra  PCs,  running 

Windows  NT  Workstation,  are  steady  customers  in  the  juggling  act  called  I 
Stability. 


Substantiated  by: 

Consistent  components  so  you  never  need  to  change  your  gold  disk. 

Early  prototypes  for  fast  qualification. 
Instant  Web-based  alerts  notifying  you  of  any  changes. 
In  other  words,  the  Vectra  Windows'  2000  Ready  PCs"  maintain  a  stable 
desktop  environment  so  you  keep  pace  with  technology.  Things  to  consider, 
when  you're  looking  for  a  platform  to  balance  your  business  on. 


HP  Vectra  Corporate  PCs:  Intel*  Celeron™  processor  366  MHz  up  to  Pentium*  III  processor  500  MHz  /Mil  J 
Windows  NT  Workstation  4.0/64  MB  RAM /Up  to  13.5  GB  HD  /Up  to  Matrox*  MGA-6200  AGP  graphics  /  HP  To  ls 
manaqement  software  /Starting  at  $941"  »„ 

Tor  more  information,  see  www.hp.com/windows2000/desktop.  "Price  is  estimated  street  price.  Actual  price  may  vary.  Monitor  not  included.  Intel 
Inside  Logo  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation.  ©1999  Hewlett-Packard  Company.  All  right! 


velopments  to  Watch 


D  BY  NEIL  GROSS 


4GTHE 
FORESTS 
RE)BREAK 


:  DROUGHT-STRICKEN  EL 

rears  of  1997  and  1998, 
tires  associated  with 
lg  and  logging  trig- 
raging  fires  in  the  rain 
;  of  Southeast  Asia  and 
mazon.  Their  unprece- 
l  severity  shocked  res- 
and  researchers  alike. 
Mark  A.  Cochrane  and 
[leagues  at  the  Woods 
Research  Center  in 
chusetts  have  identified 
echanism  that  .caused 
fares  to  blaze  out  of 
1. 

a  tropical  rain  forest, 
Cochrane,  a  low-inten- 
ire  creates  more  fuel 
t  consumes,  because  it 
hrubs  and  trees  with- 
urning  them,  leaving 
)r  later  fires.  As  a  re- 
the  next  fire  may  be 
than  10  times  hotter 
in  kill  even  the  largest 
The  opposite  happens 
iperate  forests,  where 
lie  fires  are  an  ecologi- 
eessitv.  consuming  dry 
that  could  otherwise 
Irger  blazes.  To  help 
it  future  conflagrations 
pieal  forests,  Cochrane 
mends  establishing  fire- 
s  before  intentional 
s  and  prohibiting 
\g  near  agricultural 
Evelyn  l..  Writ/lit 


NEWFANGLED  OVENS 
THAT  PROVIDE 
HASTE  AND  TASTE 

WHEN  IT  COMES  To  COOKING, 
convenience  has  a  cost.  Ask 
anyone  who  has  feasted  on 
the  gray,  flabby  flesh  of 
microwaved  meat  or  tried  to 
bake  a  cake  on  the  quick. 
Now,  manufacturers  are 
coming  out  with  superfast 
ovens  that  claim  to  provide 
conventional-oven  taste  with 
near-microwave  speeds. 

GE  Appliances' 
Advantium 
oven,  for  exam- 
ple, uses  three 
blistering-hot 
1,500-watt  halo- 
gen lights  to 
bake  cookies  or 
roast  a  chicken 
at  least  four  times  faster 
than  conventional  ovens. 
Combining  microwave  and 
hot  lights,  the  oven  cooks 
food  inside  and  out  simulta- 
neously. For  most  foods,  the 


$1,300  oven  will  consume 
only  half  the  electricity  of  a 
conventional  oven. 

I  or  about  $1,600,  you  can 
get  an  oven  called  the  Hash- 
bake  120  from  Quadlux  Inc. 
of  Freemont,  Calif.  Like  the 
Advantium,  it  bakes,  broils, 
grills,  and  roasts  with  high- 
energy  halogen  lights. 

And  South  Korea's  Sam- 
sung is  funding  tests  for  an 
exotic  microwave  oven  that 
was  developed  at  Rutgers 
University.  With  cooperation 
from  the  food  industry,  this 


oven  will  read  special  labels 
on  food  and  alert  the  user 
when  it  spots  ingredients  that 
he  or  she  wishes  to  avoid. 
The  smait  ovens  will  also  rec- 
ognize voices.     Diane  Brady 


VIDEO  GAMES  MAY  HEAL,  NOT  HARM 

PSYCHOLOGISTS  CAN'T  AGREE  ON  WHETHER  BLASTING  FOES 

in  virtual  3-D  worlds  promotes  killer  behavior  in  ado- 
lescents. But  scientists  working  with  teenage  epilepsy 
patients  are  gaining  striking  new  insights  about  what 
goes  on  inside  kids'  brains  as  they  navigate  3-D  video- 
game mazes. 

In  the  June  24  issue  of  Nature,  researchers  at  Bran- 
deis  University  and  the  Children's  Hospital  in  Boston  re- 
port that  epilepsy  patients  produce  brainwave  patterns 
known  as  theta  oscillations  in  direct  proportion  to  the  dif- 
ficulty of  the  electronic  mazes  they  are  trying  to  solve. 
These  peculiar,  slow  rhythms  have  been  studied  in  labo- 
ratory animals,  but  never  before  linked  to  specific  human 
behavior.  Once  scientists  understand  the  mechanism  be- 
hind such  rhythms,  they  can  explore  whether  modulating 
the  patterns  can  influence  "the  speed  and  quality  of 
learning  and  memoiy,"  says  Michael  Kahana,  an  assistant 
professor  of  cognitive  neuroscience  at  Brandeis.  Kahana 
collaborated  with  fellow  Brandeis  professor  Robert 
Sekuler  and  Dr.  Joseph  Madsen,  a  neurosurgeon. 

Kahana's  research  on  theta  oscillations  could  vindicate 
strategies  at  neuroscience  startups  such  as  Scientific- 
Learning  Corp.  in  Berkeley,  Calif.,  which  develops 
games  to  treat  dyslexia  and  other  learning  disorders.  It 
is  also  likely  to  set  off  bells  at  Sony,  Nintendo,  and  oth- 
er video-game  companies,  which  are  starting  to  target 
the  education  market.  D 


mm 

■  Machines  arc  getl  ing  bel 
ter  at  reading  body  language. 
Massachusetts    Institute  of 

Technology  and  Nissan  Mo- 
tor say  they  are  testing  the 
concept  of  a  car  computer 
that  can  predict  a  driver's  ac- 
tions based  on  a  few  prep- 
aratory movements.  In  simu- 
lations, the  system  figured 
out  that  drivers  were  about 
to  change  lanes  or  pass  by 
analyzing  just  a  few  seconds 
of  steering,  velocity,  and  ac- 
celeration data.  This  could  be 
the  basis  of  a  system  that 
warns  drivers  against  risky 
road  maneuvers. 

■  Why  is  the  shell  of  the 
abalone  thousands  of  times 
tougher  than  the  calcium  car- 
bonate crystals  from  which  it 
is  made?  Scientists  at  the 
University  of  California  at 
Santa  Barbara  say  they  have 
cracked  this  mystery.  Layers 
of  crystals  are  glued  together 
by  unusual  proteins  that  func- 
tion as  tiny,  coiled  shock  ab- 
sorbers. Under  stress,  these 
molecular  springs  uncoil  one 
at  a,  time  to  relieve  pressure. 
When  the  source  of  stress  is 
removed,  they  coil  back  up 
again.  The  researchers  are 
considering  how  this  mecha- 
nism could  be  applied  to 
create  stronger  materials  for 
textiles,  construction,  and 
aeronautics. 

■  Despite  nationwide  efforts 
to  curb  lead  poisoning,  chil- 
dren are  often  exposed  to  the 
metal  in  deteriorating  lead 
paint,  contaminated  dust,  and 
soil.  More  than  one  million 
Americans  have  elevated  lev- 
els of  lead  in  then*  blood.  A 
new  study  from  the  San 
Francisco  Veterans  Affairs 
Medical  Center  and  the  Uni- 
versity of  California  at  San 
Francisco  suggests  that  vita- 
min C  could  help  when  kids 
are  exposed.  The  study,  pub- 
lished in  the  Journal  of  the 
America  it  Medical  Ai 
connects  lead  poisoning  with 
low  levels  of  vitamin  C  in  the 
blood — though  it  falls  short 
of  proving  a  causal  link. 
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They  can't  steal  your  secrets  if  they  can't  read  them. 


ON-NET  VPN  SERVICES 


They've  been  called  Electronic  Terrorists.  Cyberspace  Spies. 

And  just  plain  Computer  Hackers.  But  whatever  you  call  them, 

they  cost  American  businesses  an  estimated  10  billion  dollars 

last  year.  As  far  as  we're  concerned,  that's  10  billion  too  much. 

MCI  WorldCom'"  offers  something  that's  safe,  secure 

and  reliable:  on-net  VPN  services.  A  continuum  of  virtual 

private  network  services  that  will  grow  as  you  grow. 

One  that  will  work  on  anything  from  a  Frame  Relay 

to  an  ATM  network  to  the  Internet. 

But  having  a  VPN  that's  customized  to  fit  your  business 

is  one  thing.  Hav  ng  a  VPN  that's  customized  to  protect  your 

business  is  another. 

Mind  you,  we'r?  not  simply  talking  about  firewalls,  encryption 

and  authentication  safeguards.  That's  the  price  of  entry. 

We're  talking  about  a  far  more  dramatic  line  of  defense: 

a  single  connection.  Because  only  MCI  WorldCom  owns 

a  seamless  global  network.*  And  only  MCI  WorldCom  has  UUNET, 

one  of  the  world's  largest  Internet  networks.  Which  is  why  o   ly 

MCI  WorldCom  has  no  middlemen  to  let  your  data  get  lost, 

stolen  or  altered. 

To  learn  more  about  how  on-net  VPN  services  can  terrorize 

your  Electronic  Terrorists,  just  contact  us  at  www.vpn-on.net. 

Or,  as  we  like  to  say  in  encryption, D& D  D"3j3D  D@0  D  D  D. 


I 
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Cover  btory 


THE 


WARREN 

BUFFETT 

YOU  D0NT  KNOW 

Ace  stockpicker,  of  course- 
and  now,  an  empire-builder 

By  Anthony  Bianco 

Warren  Buffett  is  returning  to  the  U.  S.  from  Europe  in  a 
private  jet.  As  his  plane  nears  its  destination,  the  flight 
attendant  gives  out  landing  cards  and  a  warning  to  all 
eight  passengers  aboard.  "The  customs  inspector  here  is 
utterly  humorless,"  she  says,  "so  no  wisecracks  or  he 
will  tear  the  plane  apart  from  fore  to  aft. "  Buffett,  who 
quips  as  reflexively  as  he  breathes,  takes  his  card  without  comment. 

In  the  terminal,  a  surly  looking  man  with  a  crewcut  and  a  pistol  on 
his  hip  sits  behind  a  small  table.  Buffett  hands  over  his  passport  and 
landing  card  to  the  inspector,  who  does  not  seem  to  realize  that  the  pro- 
fessorial-look ing  68-year-old  standing  before  him  is  America's  second- 
richest  man.  Or  pei'haps  he  just  gets  a  kick  out  of  trying  to  take  the  high 
and  mighty  down  a  peg.  "You  left  some  things  blank,"  the  inspector  says 
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peevishly.  "Do  you  Jiave  $10,000?" 

The  question  could  have  launched  a  dozen 
snappy  retorts,  but  Buffett  restrains  himself. 
"I  have  what  I  left  with,"  he  says  carefully. 
The  inspector  furrows  his  brow — was  that 
some  kind  of  joke? — but  does  not  press  the  is- 
sue. He  asks  Buffett  if  he  has  any  anything  to 
declare.  "I  was  given  two  books,"  Buffett  says. 
"Well,  you  have  to  put  it  down,  then,"  snaps 
the  agent,  who  fills  in  the  blank  himself. 

Buffett  shows  not  a  flicker  of  annoyance  at 
being  treated  like  a  misbehaving  child.  He 
stayids  mute  and  impassive  before  the  inspec- 
tor, who,  after  a  few  more  curt  remarks,  can 
think  of  nothing  else  to  do  but  let  "the  Oracle 
of  Omaha"  be  on  his  way. 


Cover  Story 


Has  there  ever  been  a  less  pompous  billionaire  than 
Warren  Edward  Buffett?  Hollywood  might  cast  him 
in  the  role  of  an  amiable  teacher  at  a  Midwestern  col- 
lege or  a  sweet-tempered,  wisecracking  inventor 
who  eventually  wins  a  Nobel  prize  and  gets  the  girl 
besides.  To  hear  Buffett  sing  his  beautifully  artless  rendition 
of  Ain't  She  Sweet  to  his  own  ukulele  accompaniment  is  to 
wonder  not  only  how  such  a  man  came  to  measure  his  net 
worth  in  billions  but  also  whether  he  might  not  be  a  time- 
traveler  from  a  more  innocent  age. 

If  Buffett  had  a  business  card,  it  would  identify  him  as 
chairman  and  chief  executive  of  Berkshire  Hathaway  Inc. 
But  he  is  far  better  known — indeed,  world-famous — as  the 
greatest  stock  market  investor  of  modem  times.  The  fig- 
ures, though  often  cited,  still  astound:  Had  you  put  $10,000 
into  Berkshire  when  Buffett  bought  control  of  it  in  1965, 
you'd  have  $51  million  now,  vs.  just  $497,431  if  the  money 
were  invested  in  the  Standard  &  Poor's  500-stock  index. 

The  numbers  don't  lie,  but  the  story  they  tell  is  out  of  date. 
Buffett  has  not  added  a  major  position  to  Berkshire's  bulging 
stock  portfolio  since  amassing  4.3%  of  McDonald's  Corp.  in 
1995.  In  the  meantime,  he  has  transformed  what  long  has 
been  a  sideline  at  Berkshire — the  acquisition  of  entire  com- 
panies— into  the  main  event.  Over  the  past  three  years, 
Berkshire  has  spent  $27.3  billion  to  buy  seven  companies  in 
industries  as  disparate  as  aviation,  fast  food,  and  home  fur- 
nishings. The  $22  billion  purchase  of  reinsurer  General  Re 
Corp.,  which  closed  late  last  year,  was  Buffett's  largest  ever. 
The  effect  has  been  dramatic:  In  short  order,  Berkshire  has 
been  transformed  from  a  closed-end  fund  in  corporate  drag  to 
a  bona  fide  operating  company.  At  the  start  of  1996,  the 
company's  famous  stock  portfolio  accounted  for  fully  76%  of 
Berkshire's  $29.9  billion  in  assets.  But  by  the  end  of  1999's 


TTMADE 


first  quarter,  the  figure  had  plumm 
32%  as  assets  quadrupled,  to  $124 
Today,  Buffett's  company  employs  47,566  workers, 
the  number  in  1995. 

And  he  isn't  done  yet.  "I'd  love  to  make  a  $10  billioi 
billion  acquisition,  and  we  could  go  bigger  than  that  if 
like  the  company,"  says  Buffett,  who  holds  $15  bi 
cash  and  is  sitting  on  top  of  an  additional  $30  billion 
realized  gains  in  Berkshire's  stock  portfolios. 

It's  all  there  in  black  and  white  in  Berkshire  Hat 
famously  literate  annual  reports,  but  somehow  the  con 
transformation  has  gone  not  just  unheralded  but  unr 
Berkshire  is  "possibly  the  most  talked  about  and  the  le 
derstood  company  in  the  world,"  contends  Alice  Schro 
Paine  Webber  Inc.  insurance  analyst  who  in  Januar 
lished  one  of  the  few  comprehensive  studies  of  the  coj 
ever  undertaken  by  a  brokerage  house. 
MISUNDERSTOOD.  The  common  view  is  that  Berkshire 
fetch  a  premium  because  of  Buffett's  reputation  as  a 
day  Midas.  The  "Buffett  premium"  undoubtedly  is 
the  sense  that  if  the  man  died  today,  the  stock  would 
tomorrow.  In  Schroeder's  view,  though,  Berkshire's  stoc 
ready  trading  at  a  sizable  discount  to  its  true  value,  w. 
estimates  at  $91,000  to  $97,000  per  A  share.  The  A 
lately  have  been  trading  at  about  $70,000.  The  basic  pr 
Schroeder  says,  is  that  the  world  continues  to  misp 
Berkshire  as  little  more  than  the  sum  of  the  stocks  it  hi 
its  $37  billion  portfolio.  In  other  words,  the  market  te 
overreact  to  news  about  the  seven  stocks  that  form  th 
of  Berkshire's  holdings  (table).  Over  the  past  12  m 
Berkshire  has  fallen  by  about  17%,  from  a  high  of  $84, 
June,  1998.  In  Schroeder's  view,  the  main  cause  of  this  c 
is  the  plunging  value  of  Buffett's  colossal  stakes  in 
Cola  Co.  and  Gillette  Co. 

The  radical  recent  shift  in  Berkshire's  corporate 
does  not  reflect  a  radical  change  in  Buffett's  thinki 
most  ways,  he  remains  true  to  the  conservative  prece 
value  investing.  In  essence,  Buffett  continues  to  prefer  tj 
sure  thing  to  the  next  big  thing,  no  matter  how  spect 
its  potential.  Forget  Internet  stocks:  Buffett  still  wi 
invest  in  even  such  well-seasoned  high-tech  compani 
Microsoft  Corp.  or  Hewlett-Packard  Co.  because  he  d 
believe  that  anyone  can  predict  how  much  they  will  Ml? 
over  the  next  decade  or  two.  "I  can't  do  it  myself,"  he 
"And  if  I  don't  know,  I  don't  invest." 

Even  in  his  stock-picking  heyday,  Buffett  preferred  o\ 
businesses  to  passive  minority  investment.  Until  rec 
though,  Berkshire's  acquisitions  have  been  few  and  fa 
tween  because  Buffett  insisted  on  buying  top-quality 
nesses  at  discount  prices.  What  has  changed  is  that  he  is 
willing  to  pay  a  premium  for  one-of-a-kind  businesses 

Why  this  is  so  is  not  completely  clear.  The  Buffett  p; 
is  notoriously  labyrinthine.  "I  could  easily  spend  a  1 
time  trying  to  analyze  Warren  if  I  didn't  consciously  tr; 
to,"  says  Olza  M.  Nicely,  ceo  of  auto  insurer  geico  Corp 
of  Berkshire's  largest  subsidiaries.  "There  are  certain 
teries  you  just  have  to  accept." 

In  Buffett's  view,  he  is  putting  the  finishing  touches  o 
masterpiece.  "Berkshire  is  my  painting,  so  it  should  lool 
way  I  want  it  to  when  it's  done,"  he  says. 

In  an  era  in  which  most  CEOs  at  least  mouth  the  platit 
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'Berkshire  is  my  painting,  so  it 
should  look  the  way  I  want  it  to 
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Anatomy  of  the  Berkshire  Empire 

Wliat  do  candy,  corporate  jets,  and  earthquake  insurance  have  in  com  in  on.' 
Nothing-except  that  each  caught  the  eye  of  Warren  Buffett 


IT  MADE  HIS  NAME  AND 
NE  BUYING  STOCKS... 


is  nearby 


STOCK 

COST 

MILLIONS 

VALUE' 
MILLIONS 

COCA-COLA 

$1,299 

$13,400 

GILLETTE 

600 

4,590 

AMERICAN  EXPRESS 

1,470 

5,180 

FREDDIE  MAC 

308 

3,885 

WELLS  FARGO 

392 

2,540 

WALT  DISNEY 

281 

1,536 

WASHINGTON  POST  CO.     11 

999 

Others 

2,683 

5,135 

TOTAL 

7,044 

37,265 

•As  of  12/31/98 


DATA:  BERKSHIRE  HATHAWAY  S  1998  ANNUAL  REPORT 


r  NOW,  HE  BUYS  COMPANIES,  MAKING 
SHIRE  A  BONA  FIDE  OPERATOR 


SEE'S  CANDIES 

San  Francisco-based 
maker  of  boxed  chocolates. 
Acquired  in  1972. 
Revenue:  $288  million 
Operating  profit:  $62  million 


Ophes  are  a  specialty 

NCE 

s  Buffett's  original 
ce  businesses, 
in  reinsurance 

natural  disasters. 

$1.3  billion 
I  profit:  $4  million 

ILRE* 

U.S.  reinsurer, 
d  in  1998. 
(1997):  $8.3  billion 
t:$968  million 


aeneral 

Re 


irgest  U.S.  auto 
Partially  owned 
976;  fully  acquired 
6. 

:  $4  billion 

;  profit:  $269  million 


The  candy  maker  has  the 
same  chief  it  had  in  '72 

HOME  FURNISHINGS 

Includes  discount  retailers 
Nebraska  Furniture  Mart 
(Omaha),  acquired  in 
1983,  R.C.  Willey 
Home  Furnishings 
(Houston),  acquired  in 
1995,  and  Star  Furniture 
(Salt  Lake  City), 
acquired  in  1997. 

Revenue:  $793  million 
Operating  profit:  $72  million 


SHOE  MANUFACTURING 

Includes  H.H.  Brown, 
acquired  in  1991,  and 
Dexter,  acquired  in  1993. 
Revenue:  $500  million 
Operating  profit:  $33  million 

Boots 
for  the 
working 

man 


SCOn  FETZER 

Manufacturer  and 
distributor  of  industrial 
and  consumer  products, 
including  Kirby  vacuum 
cleaners,  World  Book 
encyclopedias,  Quikut 
knives,  and  Campbell 
Hausfeld  air  compressors. 
Acquired  in  1986. 
Revenue:  $1  billion 
Operating  profit:  $137  million 

DAIRY  QUEEN 

Licenses  and 
services  5,900  Dairy 
Queen  stores  na- 
tionwide, as  well  as 
a  smaller  number  of 
Orange  Julius  and 
Karmel  Korn  outlets.  Ac- 
quired in  1997. 

Revenue:  $420  million 
Operating  profit:  $58  million 


FLIGHT  SERVICES 

Includes  FhghtSafety, 
the  No.  1  independent 
provider  of  training  to 
operators  of  aircraft  and 
ships,  acquired  in  1996, 
and  Executive  Jet  Aviation, 
No.l  in  fractional-share 
ownership  of  business  jets, 
acquired  in  1998. 
Revenue:  $858  million** 
Operating  profit: 
$181  million** 


Buffett  likes  products  that 

are  elementally  appealing 


Top-flight  training 


BUFFALO  NEWS 

The  last  remaining  daily 
newspaper  in  Buffalo,  N.Y. 
After  acquiring  it  in  1977, 
Berkshire  immediately 
started  a  Sunday  edition. 
Revenue:  $157  million 
Operating  profit:  $53  million 


Share- 
holders 
love  Bors- 
heim  's 


JEWELRY 

Includes  fine  jewelry  retail- 
er Borsheim's  (Omaha), 
acquired  in  1989,  and 
Helzberg  Diamond  Shops 
(Kansas  City,  Mo.), 
acquired  in  1995. 
Revenue:  $440  million 
Operating  profit:  $39  million 

'Only  10  days  of  Gen  Re's  results  were  included 

in  Berkshire's  1998  financials 

**EJA  results  from  Aug.  7  to  yearend,  1998. 
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"Woodstock  for  Capitalists" 

In  May,  some  15,000  devoted  shareholders  flocked  to  Berkshire 
Hathaways  three-day  festival  of  an  annual  meeting 


A  MEET  THE  PRESS  Reporters  from  all  over  the  world  descend 
on  Omaha  in  hopes  of  catching  a  quip  from  the  master 


<  TOUR  TIME 

Checking  out 
a  mockup  of 
subsidiary 
Executive  Jet's 
airline-size 
business  jet 


of  good  corporate  governance  and  shareholder  rights,  Buffett, 
in  his  good-natured  way,  is  a  throwback  to  a  time  when  a 
mogul  was  a  mogul  and  did  as  he  damn  well  pleased.  "Berk- 
shire is  the  company  I  wanted  to  create.  It's  not  the  compa- 
ny Alfred  P.  Sloan  wanted  to  create.  It  fits  me,"  he  says.  "I 
run  it  with  our  investors  and  managers  in  mind,  but  it  is  de- 
signed to  fit  me."  To  be  blunt,  Buffett  stands  revealed  as  a 
driven,  even  monomaniacal  corporate  empire-builder. 

For  all  his  offhand  charm,  Buffett  is  pretty  much  all  busi- 
ness all  the  time.  Aside  from  an  addiction  to  luxury  air  trav- 
el, he  is  a  man  of  simple  tastes  and  frugal  habits.  He  neither 
spends  his  money  nor  gives  much  of  it  away.  Philanthropy,  the 
renascent  vogue  of  America's  superrich,  interests  him  pe- 
ripherally at  most.  Buffett  intends  to  take  his  fortune  to  the 
grave — and  to  keep  adding  to  it  until  the  day  he  dies.  "The 
problem  I've  got  with  doing  anything  else  except  what  I'm 
doing  is  that  there  is  nothing  remotely  as  fun  as  running 
Berkshire,"  he  says.  "I'm  selfish  that  way." 

So  far,  Berkshire's  legendarily  devoted  shareholders  would 
not  have  it  any  other  way.  In  May,  some  15,000  of  them 


flocked  to  Omaha  to  sit  at  the  feet  of  the  master  during 
shire's  three-day  festival  of  an  annual  meeting,  which  Bi 
calls  "Woodstock  for  Capitalists."  Of  course,  Buffett  an 
wife,  Susan  T  Buffett,  are  the  largest  Berkshire  shareho 
by  far:  Their  38.4%  stake  is  worth  about  $40  billion. 

The  highest  circle  of  management  power  at  Berkshir< 
always  been  tight,  but  it  has  shrunk  in  recent  years 
Buffett  alone.  Charles  T.  Munger,  Buffett's  longtime 
chairman  and  business  alter  ego,  continues  to  enliven 
annual  meeting  by  playing  the  part  of  drolly  laconic  sid< '" 
to  Buffett's  ebullient  master  of  ceremonies.  Behind  the  so 
though,  his  influence  has  waned.  "Charlie  and  I  don't  talk 
anymore,"  acknowledges  Buffett,  who  says  he  did  not 
bother  to  consult  his  vice-chairman  before  making  the  ep<  W 
Gen  Re  acquisition. 

By  all  accounts,  including  their  own,  Munger  and  Bu  <>" 
have  not  fallen  out.  But  while  Buffett  is  wholly  devote rs '» /. 
building  Berkshire,  Munger,  75,  now  spends  his  time  cha  s' 
a  not-for-profit  hospital  and  serving  as  a  trustee  of  a  pri 
high  school.  "Charlie  is  broader  in  his  interests  than  I 
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There  is  nothing  remotely  as 
fun  as  running  Berkshire  " 
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HAN 

I  .Ml  and 
cman  Charlie 
i>  Munger's 
has  waned 


▲  PARTNERS  Buffett's  wife,  Susan  T. 

Buffett,  is  also  on  the  board 

<  UPHILL  HIKE  Dexter  is  one  of  the 
few  Buffett  bets  that  haven't  paid  off 


A  HAPPY  CAMPER  Buff,  it 
signs  a  shareholder's  shirt 

<«  SELL  THAT  SPARKLE  Jeweler 

Borsheim's  does  boffo  busim 

T  OUT  IN  FRONT  The  Buffett  Foundation's  support  of 
family-planning  services,  including  abortion  providers, 
draws  protestors  to  Gorat's,  Buffett's  favorite  steakhouse 


.t  says.  "He  doesn't  have  the  same  intensity  for  Berk- 
that  I  have.  It's  not  his  baby."  Munger  concurs:  "War- 
vhole  ego  is  poured  into  Berkshire." 


mid-April,  Buffett  led  a  small  entourage  on  a  ichi ri- 
nd European  tour  to  promote  one  of  Berkshire's  latest 
quisitions,  Executive  Jet  Aviation.  I  went  along  for 
•  ndc  (on  one  of  E J  as  Gulfstream  rv-SP  jets)  and  got  an 
'ii.smd  chance  to  observe  the  notoriously  press-shy  Buf- 
close  range  against  a  kaleidoscopic  backdrop  of  private 
is,  luxury  hotels,  aud  banquet  halls  stretching  from 
>n  In  Frankfurt  to  Paris. 

t'fttt  survived  a  demanding  regimen  of  midmorning 
I,  two-hour  luncheons,  !K)-miuute  press  conferences, 
'our-conrs(  banquets.  "I  never  get  tired,"  he  told  re- 
's in  London,  "except  for  my  voice."  Actually,  Buffett 
then  With  fatigue  midway  through  the  third  day  but  sol- 
'  gamely  cm,  answering  even  the  lamest  questions  with 
me  cxpuusivcucss  and  wit  the  fifth  time  he  heard  them 
did  the  first. 

ty  mice  did  Buffett  show  annoyance.  During  a  press 
•euce  at  the  Frankfurt  airport,  Richard  Sautulli.  EJA's 
ally  understated  chief  executive,  let  his  ^admiration  of 

t  OVi  rtlow.  "People  say  that  he's  the  must  astute  investor 

BOth  century,"  he  said.  "I  say  ever." 
tfett,   who   was  sitting  at  Sautulli's  side,  gave  a   little 

"Why  not?"  he  said  sourly.  "I'm  sitting  right  here." 


Like  any  mogul,  Buffett  hxts  his  special  needs.  On  this  trip, 
he  indulged  two  of  them,  listed  here  in  reverse  order  of  im- 
portance: red  meat  (at  lunch  and  dinner)  and  Coca-Cola 
(all  the  time). 

Whenever  I  lost  track  of  Buffett,  Coke  often  appeared  to 
guide  me — a  carbonated  version  of  the  proverbial  trad  of 
crumbs.  In  London,  our  parly  went  from  airport  to  hotel  in 
separate  cars.  Wlien  I  arrived  at  the  Berkeley  Hotel,  I  did  not 
have  to  wonder  for  long  whether  Buffett  had  preceded  me.  A 
bellhop  approached  with  a  shopping  bag.  "Is  this  yours?"  he 
asked.  Inside  were  two  six-packs  of  Cherry  Coke.  Two  days 
later,  I  was  in  the  crowded  lobby  of  the  Schlosshotel  Kronberg 
near  Frankfurt,  following  a  white-gloved  waiter  bearing  aloft 
a  single  bottle  of  Coca-Cola  on  a  silver  tray. 

Buffett  bought  Executive  Jet  in  mid-1998  for  $725  million. 
Although  this  is  a  pittance  compared  with  what  Berkshire  paid 
for  General  Re,  the  E.JA  deal  was  no  less  a  milestone  in  its 
way.  eja,  which  pioneered  the  fractional  ownership  of  business 
jets,  is  the  first  true  emerging-growth  company  that  Buffett 
has  ever  owned.  What's  more,  the  very  idea  of  investing  in 
business  aviation  would  have  been  considered  downright  sac- 
rilegious throughout  most  of  Berkshire's  history. 

For  years,  Buffett  mocked  corporate  ownership  of  jets  as 
wasteful  executive  perk.  But  in  1!)N(>.  he  bought  a  small  used 
plane  for  Berkshire,  then  traded  up  to  a  more  expensive 
model  a  few  years  later.  He  named  the  jet  "The  Indefensible" 
and  made  sport  of  its  purchase  in  his  1989  report  to  si. 
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holders:  "Whether  Berkshire  will  get  its  mon- 
ey's worth  from  the  plane  is  an  open  ques- 
tion, but  I  will  work  at  achieving  some  business  triumph 
that  I  can  (no  matter  how  dubiously)  attribute  to  it." 

The  truth  is,  Buffett  had  fallen  in  love  with  his  plane  but 
could  not  yet  admit  it.  In  1995,  he  was  introduced  to  Santul- 
li  by  the  head  of  one  of  Berkshire's  operating  companies 
and  bought  a  one-quarter  share  of  a  Hawker  for  personal  use. 
His  wife,  who  has  become  a  frequent  flier,  called  the  new 
plane  "The  Richly  Deserved."  (Not  to  be  outdone,  Buffett  re- 
named Berkshire's  jet  "The  Indispensable.")  Santulli  offered 
to  sell  his  company  to  Buffett  when  Goldman,  Sachs  &  Co.,  a 
founding  minority  investor,  began  pressuring  him  to  float  a 
public  stock  offering. 

Executive  Jet  in  no  way  resembles  the  sort  of  business  on 
which  Buffett  cut  his  teeth  as  an  apprentice  to  the  late  Ben- 
jamin Graham,  co-author  of  the  value-investing  bible,  The 
Intelligent  Investor.  Graham's  method  emphasized  creating  a 
"margin  of  safety"  by  investing  only  in  stocks  trading  at 
two-thirds  of  net  working 
capital.  He  called  them  "cig- 
ar butts" — companies  the 
stock  market  had  discarded 
but  that  still  held  a  puff  or 
two  of  value  to  extract. 

Buffett  was  Graham's 
most  accomplished  disciple. 
But  as  the  pupil  established 
himself,  he  began  to  feel 
constrained  by  the  mentor's 
method.  For  Graham,  a 
business  was  an  abstraction 
wholly  denned  by  a  set  of 
numbers  on  a  page;  he  had 
no  interest  in  its  products, 
its  management,  its  person- 
ality. But  Buffett's  bound- 
less curiosity  and  enthusi- 
asm were  not  satisfied  by 
the  ghoulish  exercise  of 
profiting  from  the  last  dy- 
ing gasps  of  derelict  com- 
panies. Buffett's  yearnings 
and  dissatisfactions  did  not 
begin  to  coalesce  into  an  in- 
vestment philosophy  of  his 
own  until  he  met  the  blunt- 
spoken  Munger  in  1959.  The 
two,  closely  matched  in  in- 
tellect and  outlook,  quickly 
became  the  closest  of  partners.  Munger  urged  his  friend  to 
leave  the  cigar  butts  in  the  gutter  and  think  of  value  in 
more  expansive  terms.  Says  Buffett:  "Charlie  kept  pushing 
me  back  to  the  idea  that  what  we  really  needed  to  own  was 
the  wonderful  business." 

Even  so,  it  took  Buffett  a  long  time  to  tailor  Graham's 
straitjacket  conseivatism  to  the  more  generous  dimensions  of 
his  own  personality.  His  $11  million  purchase  of  Berkshire 
Hathaway  in  1965  was  a  costly  case  in  point.  Initially,  Buffett 
saw  the  floundering  old-line  company  as  a  classic  Graham  play. 
But  then  the  textile  manufacturer  rallied  unexpectedly,  and 
Buffett  sank  more  money  into  it  on  the  belief  that  this  cigar 
butt  had  a  future  after  all.  It  did  indeed,  but  not  in  textiles. 

Buffett  did  not  come  fully  into  his  own  until  he  and 
Munger  collaborated  on  the  $25  million  acquisition  of  See's 
Candies  in  1972.  The  San  Francisco  maker  of  boxed  chocolates 
was  the  first  business  of  any  sort  for  which  Buffett  paid 
more  than  book  value — three  times  book,  in  fact. 

What,  in  Buffett's  view,  makes  a  business  wonderful?  It 
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BENCHED  Ex-McKinsey  consultant  Michael 
Goldberg  essentially  functioned  as  COO  from  1981 
to  1993.  Now,  he  handles  special  projects 


starts  with  "a  sustainable  competi*- 
vantage."  Underline  sustainable.  Bu 
not  invest  in  a  business  unless  he  feels  reasonably  cei 
much  it  will  earn  over  the  next  20  to  25  years.  But 
Buffett's  cerebration,  he  does  not  feel  truly  comfortah 
a  business  ties  into  his  own  everyday  experience, 
vorite  companies  tend  to  traffic  in  elementally  a; 
brand-name  products  that  Buffett  not  only  uses  hi 
also  invests  with  almost  totemic  meaning:  a  bottle 
Cola,  a  Gillette  razor  blade,  a  box  of  See's  candy, 
even  a  Gulfstream  jet. 

Buffett  has  always  been  especially  partial  to  compa 
can  sustain  a  competitive  edge  without  tying  up  mucl 
Consider  Scott  Fetzer,  which  makes  a  variety  of  i 
and  consumer  products,  including  Kirby  vacuum  d 
and  Quikut  knives.  Since  1986,  when  Berkshire  pa 
million  for  Scott  Fetzer,  its  earnings  have  risen  by  or 
a  year  on  average.  Yet  Buffett  repeatedly  has  praisec 
model  of  capital  efficiency.  In  1998,  Scott  Fetzer  nett( 

million  after  taxes 
$112  million  in  equit 
turn  on  equity  of  86 
is  all  the  more  breat 
considering  that  Buf 
been  milking  it  for  15 
extracting  more  than 
lion  all  told. 

Ever  since   Beri 
1967  acquisition  of  JN 
Indemnity  Co.,  ins 
has  held  double  app 
Buffett.  Not  only  d 
like  the  economics 
business — or   parts 
anyway — but  a  well-t 
derwriter  also  genei 
steady  flow  of  low-c 
vestment  dollars,  or 
as  a  matter  of  cours 
1996  acquisition  of 
now  the  sixth-larges 
auto  insurer,  doubled 
shire's  float  at  one 
and  the  Gen  Re  buy 
tripled  it,  to  $21  billk 
In    Buffett's    viev 
quality  of  a  company'* 
agement  is  integral 
value  as  a  business 
when  acquiring  comj 
Buffett  is  as  concerned  with  the  motives  of  the  selling  c 
he  is  with  their  abilities.  "What  I  must  understand  i 
someone  will  continue  to  get  out  of  bed  in  the  morning 
they  have  all  the  money  they  could  want,"  Buffett  say 
they  love  the  business,  or  do  they  love  the  money?" 

No  less  an  authority  than  John  F.  Welch,  CEO  of  G< 
Electric  Co.,  considers  Buffett  a  superb  judge  of  mana 
talent.  Buffett  and  Welch  have  gotten  to  know  each 
over  the  years  as  golf  partners  and  as  rivals  in  auto  insi 
and  other  businesses.  "Take  20  people  you  know  quit* 
but  Warren  has  just  met  casually,"  Welch  says.  "If  yo 
Warren  his  opinion  about  them,  he'll  have  each  one  r 
He's  a  masterful  evaluator  of  people,  and  that's  the  bi 
job  there  is  in  running  a  company." 

In  34  years,  Berkshire  has  never  lost  an  operating  chi 
cept  to  death.  In  fact,  the  great  majority  of  its  subsid 
are  still  run  by  the  same  executive  who  brought  thf , 
Berkshire  in  the  first  place.  The  operating  head  of  lo 
tenure  is  Charles  N.  Huggins,  who  has  been  preside 
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FOR  THE  BEST 

DIGITAL  DOCUMENT 

IANDLING  SOLUTIONS, 

HERE  ARE  TWO 
NUMBERS  TO  CALL. 


(Think  of  it  this  way,  we  saved  you  a  call.) 


At  Savin  we  believe  we  offer  some  of  the  best  document  handling  solutions  around. 
After  all,  like  you-know-who,  we  too  have  the  forward-thinking,  award-winning  technology 
essential  to  boosting  productivity  in  today's  digital  offices.  With  fast,  versatile,  connectable 
digital  imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple - 
right  from  your  desktop.  And  full-color  imaging  systems  that  turn  electronic  documents  into 
brilliant  hard  copy. 

But  advanced  digital  technology  is  just  the  beginning.  Because  at  Savin  we're  dedicating 

ourselves  to  becoming  the  fastest,  most  responsive,  most  easy  to  work  with 
^ \^       name  in  the  business.  With  smart,  energetic  Savin  professionals  willing  to  do 
whatever  it  takes  to  give  you  the  satisfaction  and  service  you  deserve. 
To  find  out  more  about  the  company  with 
^ft     the  technology  and  attitude  that  will  win 
)JW  you  over,  call  us  at'l-8(K)-234-19(X)  or  contact 
us  online  at  www.savin.com.  And  that  other 
J  •     number?  Sorry,  you'll  have  to  look  it  up.  weve  got  what  it  takes  to  win  you  over 

"*■**»*  SAVIN  CORPORATION. 333  LUDLOW  ST.  STAMFORD. CT  06904 


sai/m 


i  Corporation 


Xerox®  ts  a  trademark  of  XEROX  CORPORATION 


See's  Candies  since  Buffett  acquired  it.  Hug- 
gins  is  74  years  old  now,  but  he's  not  Berk- 
shire's oldest  manager.  That  would  be  85-year-old  Harold 
Alfond,  who  founded  Dexter  Shoe  Co.  in  1956  and  sold  to  Buf- 
fett in  1993  for  Berkshire  shares  now  worth  $1.5  billion. 

Berkshire's  operating  ranks  contain  a  second  octogenarian 
billionaire:  82-year-old  Albert  L.  Ueltschi,  chairman  and  CEO 
of  FlightSafety  International  Inc.,  a  pilot-training  concern 
Berkshire  bought  for  $1.5  billion  in  1996.  An  ex-pilot,  Ueltschi 
founded  the  company  in  a  LaGuardia  Airport  hangar  in  1951. 
"I'm  like  Warren,"  says  Ueltschi,  who  has  no  plans  to  retire. 
"I  like  what  I  do  so  much  that  I  don't  consider  it  work." 
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have  reported  directly  to  Buffettl 
since — as  do  the  chiefs  of  all  22  off 
shire's  operating  companies.  Buffett  essentially  lets  the 
of  the  companies  that  Berkshire  acquires  run  their  bui 
es  as  before,  except  that  he  requires  them  to  transfer! 
excess  cash  to  Omaha  and  clear  capital-spending  plans 
him.  Buffett,  who  thinks  of  his  role  as  Berkshire's  "caps 
locator,"  collects  the  enormous  cash  flow  that  the  sub| 
duce — $13.4  billion  last  year — and  uses  the  money 
more  businesses,  either  in  whole  or  in  part,  throu^ 
stock  market. 

Buffett  tends  not  to  initiate  contact  with  his  operatirl 

ecutives:  He  waits  fol 


Talking  to  the  Troops 

There's  no  Berkshire  Hathaway  corporate  manual 
Instead,  Buffett  sends  out  folksy  letters  from  time  to 
time  reminding  his  troops  of 
Berkshire's  corporate  ethos. 
Here's  an  excerpt  from  a 
recent  one: 


Somewhere  between 
Frankfurt  and  Paris, 
Buffett  gets  up  and 
walks  back  to  the  air- 
plane's pantry  to  fetch 
a  box  of  Swiss  Sprungli 
chocolates  an  admirer  had 
given  him  in  Germany.  Buf- 
fett makes  his  way  slowly  up 
the  aisle  of  the  plane  in  his 
shirtsleeves,  offering  the  can- 
dy to  each  passenger  aboard. 
A  half-empty  box  of  See's 
chocolates  rests  on  the  table 
where  I'm  sitting.  Buffett 
pops  a  piece  in  his  mouth.  I 
ask  him  whether  he  thinks 
he  could  identify  See's  in  a 
blind  taste  test,  against  other 
brands.  "Of  course,"  he  says. 
"I  can  also  tell  Coke  from 
Pepsi.  The  thing  is,  most 
Americans  prefer  Pepsi  to 
Coke  because  it  is  4%  sweet- 
er, but  Coke  still  outsells 
Pepsi  by  a  huge  margin." 

As  Buffett  continues  in 
this  vein,  he  starts  staring 
at  the  box  of  Sprungli  he 
carries.  He  shifts  it  to  one 
hand  as  if  he  were  about  to 
choose  a  piece,  then  seems 
to  change  his  mind.  "It's  a 
showy  sort  of  candy,  isn't 
it?"  he  says  and  then  falls 
silent.  He  gazes  raptly  at  the 
Sprungli  for  a  full  4.5  sec- 
onds as  the  conversation 
continues  aground  him.  Then 
he  abruptly  sets  the  box 
down  and  returns  to  his  seat 
without  a  word. 

Later,  I  recount  this  to 
Chuck  Huggins,  See's  president,  who  chuckles  knowingly. 
"Yeah,  that's  Warren.  Brand-loyal." 

The  office  next  to  Buffett's  is  occupied  by  Michael  Gold- 
berg. A  former  McKinsey  &  Co.  consultant,  Goldberg  was 
hired  in  1981  to  bring  order  to  Berkshire's  far-flung  insurance 
interests  and  essentially  functioned  as  chief  operating  officer 
for  the  next  11  years.  The  single-minded  intensity  Goldberg 
brought  to  the  job  created  friction  in  the  ranks — and  gave 
him  a  bad  case  of  burnout.  In  1993,  Buffett  reassigned  Gold- 
berg to  "special  projects"  and  eliminated  his  old  position. 

The  line  managers  who  once  reported  to  Goldberg,  now  53, 


phone  to  ring.  "Let  me 
about  any  bad  news  a: 
as  possible,"  he  tells 
ordinates,  "but  otherwisi 
are    free    to 


In, 


oaiu" 

,1400 


„  E  Bur"".  C-« 


Memo 


To: 


From: 


D»<'- 


Berkshire 
Warren  BuffeU 

August  U.»9»» 


Hathaway  Managers 


The  Executive  Jet  merger  has 
been  completed  and  General  Re 
will  likely  be  merged  in  the  fourth 
quarter.  Therefore,  it's  now  a  good 
time  to  set  forth  the  few  rules  we 
have  and  also  to  again  ask  you 
about  the  succession  situation  at 
your  operation. 

Here  are  a  couple  of  things  to  keep 
in  mind: 

►  We  can  afford  to  lose  money — even  a  lot  of  money.  We  cannot 
afford  to  lose  reputation — even  a  shred  of  reputation. 

►  All  of  you  do  a  first-class  job  in  running  your  operations  with 
your  own  individual  styles.  We  are  going  to  keep  it  that  way.  You 
can  talk  to  me  about  what  is  going  on  as  little  or  as  much  as  you 
wish  with  only  one  caveat:  If  there  is  any  significant  bad  news,  let 
me  know  early. 

►  Look  at  the  business  you  run  as  if  it  were  the  only  asset  of  your 
family,  one  that  must  be  operated  for  the  next  50  years  and  can 
never  be  sold. 

►  If  you  run  into  any  owner  or  managers  of  larger  businesses  that 
might  be  prospects  for  a  merger,  be  sure  to  send  them  along  to  me. 

►  One  group  don't  send  to  me:  People  who  are  looking  for  a  speak- 
er at  any  kind  of  function. 

►  Send  me  a  letter  updating  your  recommendations  as  to  who 
should  take  over  tomorrow  if  you  become  incapacitated  tonight. 
Anything  you  send  me  will  be  confidential. 


'%r* 


(••The  All-Stars") 


call 

often  or  as  seldo 
you  like."  Buffett's  manaJ 
passivity  should  not  be] 
taken  for  indifference, 
operating  chiefs  say  he 
memorizes  the  monthlj 
ports  they  send  to  Omali 

During    holiday    seal 
Buffett  requests  daily 
reports  from  See's  and 
heim's,  Berkshire's 
scale  jeweler  in  Omaha 
cause  the  ebb  and  floi 
retailing  hold  an  endurinfl 
cination  for  him.  Year-rd 
he  speaks  to  two  execl 
most  every  day:  Richard  f 
tulli  and  Ajit  Jain,  who  [ 
Berkshire's  reinsurance 
ness  in  Stamford,  Conn. 

Berkshire's  homegro\ 
surance  group  offers  a  va 
of  property-and-casualtyl 


erage  in  certain  U.  S. 
kets.  But  its  chief  business  is  a  high-risk,  high-reward 
cialty  that  Jain  developed  over  the  past  decade  in  reinsi 
"super-catastrophes" — earthquakes,  hurricanes,  floods 
such.  Buffett  found  the  economics  of  "super-cat"  seduc 
Berkshire  has  made  at  least  $865  million  pretax  in  ur 
writing  profits  since  1991.  But  it  was  the  complexities  o 
alyzing  super-cat  risk  that  hooked  him.  Says  Jain,  47:  "Wa 
and  I  might  have  had  a  30-second  conversation  or  a 
minute  one,  but  he  has  been  involved  in  every  piece  of  1 
ness  I  have  done." 

As  for  Santulli's  business,  Buffett  is  intrigued  not  jus 
the  novel  challenges  posed  by  eja's  rapid  growth  but  also 
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The  stuff  the  Net  is  made  of. 


SEARCH 
ENGINE 


SHOPPING 
ENGINE 


DIRECTORY 
ENGINE 


Inktc 


astructure  of  the  Internet.  It's  the  world's  first 

the  world's  first  customizable  directory,  supporting 

a  suite  of  portal  services  brought  together  by  Concept  Induction, '" 

s  integrated  with  search  and  shooping  in  a  single,  seamless, 

freedom  to  focus  on  content  and  new  revenue  streams. 

ijngful  Internet  experience.    Visit  www.inktomi.com  for  details 


Inktomi 

Scaling  the  Internet '" 


logistical  complexities  of  the  fractional-shares 

business.  "He  likes  the  mental  challenge  of 

it,"  says  Santulli,  a  former  mathematics  professor.  "He  calls  it 

3-D  chess."  Even  so,  Buffett  is  careful  not  to  impinge  on  San- 

tulli's  operating  authority,  eja's  chief  once  asked  Buffett  for 

advice  in  making  a  decision  and  was  rebuffed.  "Don't  bother 

with  that,"  Buffett  told  him.  "Just  decide."  ' 

Buffett's  laissez-faire  management  style  has  been  tested 
most  severely  in  recent  years  by  Berkshire's  misadventures  in 
shoes.  Fi-om'1991  to  1993,  Buffett  laid  out  $650  million  to  buy 
three  old-line  makers  of  midprice  shoes:  H.  H.  Brown,  Lowell, 
and  Dexter.  In  essence,  he  was  betting  that  his  companies 
would  benefit  as  the  appeal  of  imports  waned  and  U.  S.  con- 
sumers returned  to  home  brands.  Buffett  hasn't  made  many 
fundamental  strategic  errors,  but  this  was  a  doozy:  Imports  now 
account  for  95%  of  domestic 
shoe  purchases,  vs.  70%  in  the 
early  1990s.  Since  1994,  operat- 
ing profits  of  Berkshire's  shoe 
group  have  plummeted  57%  on 
an  18%  decline  in  revenues. 

Dexter  has  fared  much 
worse  than  Brown,  which  ab- 
sorbed Lowell  and  has  buoyed 
itself  by  shifting  much  of  its 
production  offshore.  Although 
Dexter  now  does  some  manu- 
facturing in  Puerto  Rico,  it  has 
placed  overriding  emphasis  on 
maintaining  full  employment 
at  its  four  factories  in  its  home 
state  of  Maine.  By  all  ac- 
counts, Buffett  has  played  no 
part  in  this  divergence  in  basic 
strategy — and  performance — 
between  H.  H.  Brown  and 
Dexter  except  to  countenance 
it  by  his  silence.  "It's  amazing 
how  little  he  bothers  you," 
says  Francis  Rooney,  chairman 
and  ceo  of  H.  H.  Brown.  "He 
never  even  comments." 

The  deference  Buffett 
shows  Berkshire's  subsidiaries 
is  all  the  more  remarkable  be- 
cause it  does  not  come  natu- 
rally to  him.  "With  almost 
every  one  of  the  companies 
Berkshire  owns,  I  think  I  would  do  something  different  if  I 
was  limning  them — in  some  cases,  substantially  different," 
Buffett  says.  The  reason  he  doesn't  impose  his  views,  he 
adds,  "is  simply  that  I  am  not  inclined  to  make  myself  un- 
happy. I  sort  of  accept  things  as  they  come." 

It's  not  that  simple.  Buffett  knows  the  sort  of  self-moti- 
vated, hands-on  exec  he  covets  wouldn't  tolerate  being  pushed 
around  by  Omaha.  And  Buffett's  respectful  treatment  of  his 
managers  has  instilled  in  them  an  ambition  to  "make  Warren 
proud,"  as  one  puts  it.  "Somehow,  Warren  has  been  able  to 
keep  a  diverse  cast  of  characters  working  harder  for  him  than 
they  did  for  themselves,"  Goldberg  says.  "I  see  it  every 
day — and  I  still  don't  know  how  he  does  it.  But  I  do  know 
that  all  of  us  feel  this  incredible  responsibility  to  him." 
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HIGH  RISK,  HIGH  REWARD  Ajit  Jain  runs 
the  reinsurance  business,  specializing  in  "super 
catastrophes."  Buffett  talks  to  him  every  day 


e  arrive  late  to  Paris,  touching  down  in  a  freak- 
ish, near-gale-force  windstorm  that  both  thrills 
and  alarms  our  pilot.  In  four  cars,  we  race  as 
fast  as  rush-hour  Paris  traffic  allows  from  Le 
Bourget  to  Dassault  Aviation  Group's  magnificent 


19th  century  chateau— familiarly  k 
Le  Rond  Point — on  the  Champs  I 
EJA  is  the  largest  commercial  customer  of  Dassault  . 
Europe's  leading  manufacturer  of  business  jets.  Sen 
sault,  the  company's  chairman,  is  hosting  tonight's  <; 
ceptiou  and  dinner  in  Buffett's  honor.  By  the  time  we 
the  reception  is  in  full  swing.  But  Buffett  takes  a  fe 
into  the  foyer  and  hustles  up  a  flight  of  stairs.  It  w 
good  35  minutes  until  he  descends  and  joins  the  pan 

Downstairs,  the  guest  of  honor's  whereabouts  is 
among  Dassault's  distinguished  guests.  It  might  puzzl 
to  learn  that  Buffett  is  on  a  transatlantic  call  to  om 
employees.  The  matter  he  is  discussing  with  Ajit  Ja 
evening  is  not  urgent.  But  it  is  Buffett's  custom  to  spec 
Jain  every  evening.  If  that  means  keeping  200  of  F 

richest  people  waiting 
c'est  la  vie. 


In  mid-May,  Buffett  i 
ated  a  panel  on  Interne 
merce  at  Microsoft's  anni 
summit  in  Seattle.  As  I 
tells  it,  the  assignment  re 
William  H.  Gates  Ill's  s< 
humor.  But  the  Mic 
chairman  and  ceo,  a  fri 
Buffett's  since  1991,  says 
no  joke:  "Every  principl 
Warren  holds  about  bu 
and  business  value  will  si 
ply  in  this  new  world  we 
ing  into."  Gates,  who 
Berkshire  stock  in  his  pe: 
account,  adds  that  he 
learned  more  about  bui 
from  Buffett  than  from  a 
else.  "People  really  unde 
mate  what  he  has  creat 
Berkshire,"  he  says. 

Unlike  most  megacor 
tions,  Berkshire  was  not  < 
ed  on  the  foundation  of  i 
gle  great  business.  Bi 
began  with  a  dying  te 
maker  and  parlayed  its 
dling  cash  flow  into  owne 
of  a  massive  portfolio  o: 
duringly  profitable  operi 
businesses.  By  the  end  of  1998,  Berkshire  had  amassed  s 
holder  equity  worth  $57  billion.  This  is  a  staggering 
putting  Berkshire  well  ahead  of  General  Electric,  Micrc 
and  every  other  U.  S.  corporation  and  ranking  it  second  ii 
world  to  Royal  Dutch/Shell  Group.  Buffett  could  retin 
morrow  and  be  confident  of  his  place  in  business  historj 
only  as  stock  investor  extraordinaire  but  as  a  corpo 
builder  of  the  first  rank. 

LIMITS  OF  SCALE.  Instead,  of  course,  he  is  still  in 
pitching,  to  borrow  one  of  the  baseball  metaphors  that  so 
light  him.  From  1965  through  1998,  Berkshire's  book  value 
share  rose  24.7%  a  year  on  average — trouncing  the  12.9% 
erage  annual  gain  in  the  s&P  500.  For  some  time  now,  Bui 
has  warned  that  the  company's  sheer  bulk  will  preven 
from  matching  its  breathtaking  historical  average  in  the 
ture.  His  avowed  goal  is  to  increase  its  worth  at  an  aver 
of  15%  a  year.  It's  a  modest  aspiration  only  by  comparison, 
it  implies  adding  $58  billion  of  shareholder  equity  ove| 
next  five  years. 

Except  for  the  shoe  group,  Berkshire  appears  to  bf 
fine  fettle.  Executive  Jet  is  by  no  means  its  only  hope 


' 
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The  Mardens  can't  explain  how  Benchmark  Notes  nelped  them  finally  own 
a  home.  But  they  can  certainly  tell  you  what  it  meant  to  them. 


Little  do  the  Mardens  know,  but  the  home  they  can 
finally  call  their  own  was  made  possible  with  financial 
innovation  from  Fannie  Mae.  When  we  saw  investor 
demand  for  safety  and  liquidity  in  a  shrinking 
Treasuries  market,  we  also  saw  a  golden  opportunity. 
So  we  issued  our  first  Benchmark  Notes,  a  noncallable 
intermediate  maturity  debt  security.  They  successfully  met 
investor  needs,  and  so  far  every  issue  has  been  oversold. 


And  for  the  Mardens?  It  means  their  dream  of  homeownership 
came  true  —just  like  it  did  for  the  more  than  four  million 
families  we  served  in  1998.  At  Fannie  Mae,  we  are 
constantly  looking  for  new  ways  to  make  sure  low-cost 
mortgage  funds  are  readily  available  for  families  just  like 
the  Mardens  all  across  America. 


r£i  FannieMae 

www.fanniemae.com 


growth,  geico,  Berkshire's  largest  subsidiary 
in  terms  of  revenue,  has  been  wresting  mar- 
ket share  from  rivals  at  an  impressive  rate  and  yet  still  has 
only  3.5%  of  the  vast  U.  S.  auto-insurance  market.  Like  eja, 
Gen  Re  is  planning  to  expand  in  Europe  and  around  the 
world.  At  the  same  time,  Borsheim's,  Scott  Fetzer,  See's 
Candies,  and  other  Berkshire  companies  are  experimenting 
with  E-commerce.  "The  No.  1  topic  Warren  and  I  talk  about 
now  is  whether  retail  selling  is  going  to  move  over  to  the  In- 
ternet," says  Ralph  E.  Schey,  Scott  Fetzer's  chairman  and 
chief  executive. 

The  pursuit  of  accelerated  growth  carries  added  risk.  In 
1998,  Berkshire  had  a  banner  year,  posting  a  48%  increase  in 
net  earnings,  to  $2.8  billion,  on  revenues  of  $13.8  billion.  But  net 
income  dropped  25%,  to  $541  million  in  the  first  quarter,  large- 
ly because  of  earnings  declines  at  geico  and  Gen  Re.  While 
both  insurers  were  hurt  by  intensifying  price  competition,  a 
German  subsidiary  of  Gen  Re's  also  took  an  embarrassing 
$275  million  pretax  loss  on  a  workers'  compensation  pool.  The 
down  quarter  did  not  seem  to 
faze  Buffett,  who  is  famous  for 
taking  the  long  view. 

If  Berkshire  were  in  fact  a 
painting,  it  would  look  like  a 
Jackson  Pollock:  an  idiosyn- 
cratic product  of  inspired  im- 
provisation. In  building  his 
company  virtually  from  scratch 
over  the  past  quarter-century, 
Buffett  conjured  no  overarch- 
ing strategic  vision,  followed 
no  master  plan  other  than  to 
buy  good  businesses  at  the 
right  price.  Even  when  he 
erred — a  rare  occurrence — he 
enfolded  his  purchases  in  an 
embrace  intended  to  be  per- 
manent. "We  buy  everything, 
even  a  stock,  with  the  idea 
that  we  will  hold  it  forever," 
he  says. 

It  is  hugely  important  to 
Buffett  that  his  corporate 
handiwork  outlast  him.  In 
fact,  it  is  his  hope  that  Berk- 
shire— his  masterpiece  in 
progress — survive  him  in  ex- 
actly the  form  it  exists  upon 
his  death,  like  a  painting 
framed  and  hung  on  a  muse- 
um wall.  But  might  there  not 
come  a  time  when  his  succes- 
sor might  be  smart  to  sell 
some  of  Berkshire's  weaker  units?  "I  don't  think  so,"  Buffett 
says.  "I  hope  whoever  follows  me  would  behave  pretty 
much  as  I  would  if  I  were  to  live  forever.  I  feel  I  owe  it.  I 
owe  it  to  the  people  who  sold  me  their  businesses.  They  did- 
n't have  to  sell  to  me.  If  I  die  tonight,  I  want  them  to  get 
what  they  were  expecting." 

mystery  heirs.  Buffett  says  he  already  has  picked  a  suc- 
cessor— two  of  them,  actually:  one  to  manage  the  stock  port- 
folio, the  other  to  oversee  the  operating  companies.  Their 
identities  have  not  been  disclosed  to  shareholders  or,  for 
that  matter,  to  the  heirs  apparent  themselves,  because  Buffett 
reserves  the  right  to  change  his  mind.  He  says  he  might 
eventually  settle  on  a  single  successor. 

Munger,  who  has  most  of  his  own  billion-dollar  net  worth 
in  Berkshire  stock,  professes  optimism  about  the  company's 
post-Buffett  prospects.  "The  corporate  culture  of  Berkshire 
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GOOD  GAME  Buffett  heads  for  the  dugout. 
He's  a  big  winner,  but  how  many  innings  remain 
for  Berkshire's  legendary  leader? 


is  more  durable  than  that  of  the  a 
corporation.  That  will  go  on,"  Mungei 
"The  one  place  a  death  will  hurt  us  is  we're  not  likely 
as  good  an  allocator  of  capital  as  Warren  in  the  ne> 
whoever  that  is.  But  it  will  still  be  one  hell  of  a  bus 
In  a  company  as  decentralized  as  Berkshire  Hathaw 
operating  businesses  need  not  suffer  an  immediate  loss 
mentum  from  Buffett's  passing.  On  the  other  hand,  it 
clear  that  a  holding  company  with  a  grand  total  of 
ployees  can  be  said  to  have  a  corporate  culture.  Withoui 
tion,  Berkshire's  operating  chiefs  are  united  in  their  adm 
of  Buffett  and  his  principles.  But  most  of  them  barely 
one  another,  and  none  is  remotely  Buffett's  equal  in  te 
breadth  of  knowledge  or  personal  authority.  With  its 
lengingly  eccentric  mix  of  businesses  and  its  loose,  in 
structure,  Berkshire  Hathaway  fits  Buffett  to  a  T  but 
well  prove  unwieldy  for  lesser  mortals — especially  one 
strained  by  loyalty  to  Buffett's  preservationist  credo 
The  outlook  for  Buffett's  personal  fortune  is  no  less 

lematic.  His  wife  is  hi 
heir,  but  she  is  67  yea 
and  might  not  outlive  hir 
Buffetts  have  three  chile 
Susan,  46;  Howard,  44 
Peter,  41.  Howard  and 
are  directors  of  Berkshir 
none  of  the  Buffett  prog 
involved  in  the  manage 
of  the  company. 
FAMILY  PLAN.  Buffett  ha 
that  it  is  his  wish  that  9 
the  money  he  has  made 
tually  go  to  the  Buffett 
dation,  to  be  distribute 
worthy  causes  under  tl 
rection  of  Allen  Greenber 
the  ex-husband  of  his  dau 
Susan  A.  Buffett.  Greei 
works  out  of  a  one-persc 
fice  in  the  same1  building 
houses  Berkshire.  The  foi 
tion  was  set  up  in  the 
1960s   but   operates   wi 
scanty  endowment.  Cum 
it  disburses  $11  million  t< 
million  a  year,  with  the 
of  the  funds  going  to  gr 
that  provide  family-plan 
services,  including  abort 
When  the  foundation  c< 
into  its  full  endowment, 
likely  to  rank  as  the  wc 
largest  philanthropy. 
Buffett  is  often  criticized — privately,  to  be  sure- 
tightwad.  But  he  insists  that  he  is  holding  tight  to 
Berkshire  stock  not  out  of  greed  but  out  of  a  desire  tc 
sure  that  control  of  the  company  passes  to  his  heirs 
think  I  could  control  it  with  as  little  as  1%  of  the  stc 
Buffett  says.  "With  35%,  my  wife  could  carry  on,  but 
with  1%.  I'd  view  it  as  a  tragedy  if  someone  whose  achi 
ment  was  issuing  the  most  junk  bonds  or  having  the  sil 
stock  price  took  over  the  company  and  all  that  we've  I 
evaporated." 

It  would  indeed  be  a  tragedy  in  the  classical  sens 
the  specialness  of  Buffett's  great  gifts  contains  the  seed 
his  empire's  eventual  undoing.  For  just  as  no  one  o 
than  Buffett  could  have  created  Berkshire  Hathawa] 
may  well  come  to  pass  that  no  one  other  than  Buffett 
make  it  work. 
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Supermodel 


5  ' 


The  changing  global  economy  led 
a  major  worldwide  insurance 
company's  UK  subsidiary  to  review 
its  investment  strategy. 

Willis  consultant  Oliver  Peterken 
and  his  team  created  one  of  the 
world's  most  sophisticated  financial 
models,  guiding  the  restructuring 
of  a  portfolio  of  over  £1  billion. 

Successfully?  Well,  they've  just 
come  back  for  more. 


Consultant  Oliver  Peterken. 
One  of  10,000  Willis  people 
around  the  world  united  behind 
one  objective,  your  success 
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The  Risk  Practice 


UK  Tel:      +44(0)207  488  8111 
US  Tel:      +1  615  872  3000 
Website    www.willis.com 


Finance 


HEALTH  CARE 


ON  THE  SICK  LIST 


Nursing  homes, 
Street  darlings 
of  the  '90s,  have 
been  laid  low 


The  nursing-home  business,  once  a 
thriving  industry,  needs  a  good 
dose  of  intensive  care.  Just  last 
year,  the  seven  leading  publicly 
owned  companies  had  a  market 
capitalization  of  $35  billion.  Now,  they're 
worth  less  than  $5  billion.  Some  may 
not  survive. 

In  the  past  few  weeks,  trading  in 
Vencor  Inc.,  the  country's  sixth-largest 
nursing-home  operator,  has  been  sus- 
pended by  the  New  York  Stock  Ex- 
change. One  of  the  reasons,  says  the 
nyse,  is  that  Vencor's  restructuring  will 
leave  its  stock  with  "little,  if  any,  value." 
The  stock  of  the  second-largest  nurs- 
ing-home operator,  Sun  Healthcare 
Group  Inc.,  will  be  suspended  by  the 
NYSE  next  week  for  failing  to  meet  fi- 
nancial requirements.  Although  it  has 
been  spending  money  on  the  construc- 
tion of  a  corporate  office  building,  Sun 
recorded  losses  of  over  $700  million  in 
1998,  precipitating  significant  corporate 
layoffs.  Meanwhile,  Mariner  Post-Acute 
Network  Inc.,  with  $2  billion  in  rev- 
enues, "could  be  headed  for  possible 
bankruptcy,"  according  to  Andrew  A. 
GitWn,  a  PaineWebber  analyst.  Mariner 
does  not  comment  on  rumors,  says  a 
spokesperson. 

LOOPHOLE.  The  companies'  stocks  re- 
flect the  carnage.  Most  are  down  over 
90%  in  the  past  year,  with  some  issues 
trading  below  75<2.  Losses  for  the  group 
during  the  first  quarter  of  calendar  1999 
were  about  $160  million.  Losses  are  ex- 
pected only  to  get  worse  over  the  next 
few  quarters. 

How  did  these  companies  end  up  in 
such  shambles?  In  the  early  1990s,  this 
least  glamorous  of  industries,  which  rep- 
resents 8%  of  the  health-care  industry, 
stumbled  on  what  Wall  Street  saw  as  a 


FADING  SUN:  The  nursing-home  operator's  stock  is  being  suspended 


bonanza.  As  cash-strapped  hospitals  be- 
gan sending  their  sicker  patients  to 
nursing  homes,  operators  of  those  fa- 
cilities turned  to  a  Medicare  loophole 
unique  to  nursing  homes.  In  effect, 
there  were  no  reimbursement  caps  on 
treatments  such  as  respiratory,  physical, 
and  occupational  therapies.  So  when  it 
was  discovered  that  "rehab"  or  "ancil- 
lary" services  could  produce  30%  mar- 
gins, Wall  Street  jumped  on  the  sector, 
producing  a  spate  of  initial  public  of- 
ferings. In  1993,  right-out-of-the-box  of- 
ferings were  quickly  trading  at  20  times 
earnings. 

In  that  lush  environment,  says  Daniel 
E.  Straus,  former  CEO  of  Multicare  Cos., 
a  chain  of  nursing  homes  sold  to  Genesis 
Health  Ventures  at  the  industry's  peak, 
"a  lot  of  nursing  homes  bet  the  ranch 
by  leveraging  up."  Lured  by  the  rich 
margins,  nursing  homes  became  hot 
properties. 


compli 
But  the  timing  couldn  t  have  ere]v  a 

worse.  To  cut  soaring  costs,  Medic  [  «w 

stituted  a  new  policy  consistin  Ly  j 

daily  price  cap  that  in  one  fell   ^ 

wiped  out  rehab  margins  by  al  Ke  ' 

50%.  The  blow  to  the  public  n  |et 

home  companies  was  catastrophic  x  ]t  , 

never  seen  an  industry  hit  the  v  u. 

quickly,"  says  Straus.  ^ 

The  impact  on  the  privately  <  L,  ( 

nursing  homes,  some  80%  of  the  in  §  J  p 

appears  to  be  much  less  severe.  ^ 

mom-and-pop  operations  and  not-fo  EL  „ 

its  tended  to  avoid  the  "rehab"  ga  m,  ,it 

"OBSCENE"  MARGINS.  Today,  the   ^  , 

companies  are  busy  instituting  bi  n„  |, 

cuts — but  they  may  not  come  sc  ^ 

deep  enough.  Sun,  Vencor,  and  M  ^ .,' 

are  scrambling  to  renegotiate  theii » j 

payments.  But  the  clock  is  ticking  j?' 

defaulted  on  its  debt  in  May,  V 

missed    rent   payments    in    May 

Mariner  violated  bank  covenants  c  |fj 


of  it 


ej 
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■  tsi  recenl  quarter.  Large  re 
™in^s  are  expected   to  be  an- 
Bhortly. 

i  ry  officials  blame  the  govern 
do  some  on  Wall  Si  reel .  The 
ciii  has  "devastated"  the  nurs- 
■  industry,  Bays  David  Tepper, 
t  of  Appaloosa,  a  $1.5  billion 
iented  fund  based  in  Chat  am, 
,'s  another  health-care  analyst, 
ed  not  to  be  named:  "The  gov- 
c  beat  these  companies  up. 
Il\,  they  will  just  have  to  hand 
•vs  over  to  the  government." 


ome  experts  blame  greed  in  the 

',  complaining  that  rehab  services 

ve[erely  a  device  to  gouge  the  gov- 

*:  i.  "Those  margins  should  never 

I  idsted  in  the  first  place,"  says 

The  prices  they  were  charging 

at  iscene  and  in  certain  instances 

111  he  face  of  the  intent  of  Medicare's 

*  i.  It  abused  the  system." 

e'  cally,  companies  that  refused  to 

the  loophole  were  punished  by 

'  reet.  Says  Boyd  W.  Hendrick- 

0  of  Beverly  Enterprises  Inc., 

gest   nursing-home  company  in 

]  ntry:  "We  did  it  differently  than 

npetitors,  who  indicated  they 

>ay  whatever  they  had  to  to  buy 

ig-home  bed  in  order  to  market 

y   products [Peoplel  didn't 

hat   they  had  to  pay."  Not  sur- 

;"  ly,   I'.evorlv  's  earnings   mull  [pie 

m  ly  about   12  in  1996,  only  about 

,  q  Sit  of  its  competitors. 

^now,  the  high-priced  acquisitions 

ler  excesses  are  coming  back  to 


haunt    t  he   i 1 1 > 1 1 1   I  r.      \nd   it    wasn't   ju   I 

nursing  home  operator.-  that  misstepped; 
even  savvy  Wall  Streeters  goi  burnt. 

Apollo  Advisors,  a  leveraged  buyOUl 
linn,  got  into  the  market  at  the  worse 
possible  moment,  merging  three  nurs- 
ing-home companies  within   two  yen 

with  a  debt-to-capita]  ratio  of  over  90%. 
"They  made  a  big  bet  in  the  sector 
right  before  the  sky  came  crashing 
down,"  says  (Jitkin.  "They  combined 
three  companies  together — two  of  which 
were  very  questionable...  The  sum  of 
the  three  parts  actually  equalled  zero." 


figure     out     how     t  0     pay     h  l  n,    el  I    " 

\oi  all  nursing  home  companie    have 
such  bl( 

away  from  towering  leverage  and   the 
rehab  busini  H(  r    Manor 

(  are  Inc.  and  Beverly,  are  m  the  | 
Bhape  today.  Bui  the  going  will  be  tough 
for  the  others.  "The  government  ha-  ha 
sically  eliminated  the  get-quick-ricfa 
games,"  says  Andre  ('.  DemitriadlS,  CEO 
of  l.'K  Properties  Inc.,  a  health-care  real 
estate  trust. 

But  there  could  be  a  ray  of  relief  af- 
ter this  generally  sorry  story.  The  rea- 


"The  prices  they  were  charging  were 
obscene  and,  in  certain  instances,  flew 
in  the  face  of  the  intent  of  Medicare's 
program.  It  abused  the  system" 


mo 


STOCK  DECLINE 

PRICE  FROM 

(M2/99)      W2/97 


VENCOR 

19$ 

-99% 

Overpaid  for  two  acquisitions 

SUN  HEALTHCARE 

34« 

-98 

Expanded  at  the  wrong  time 

MARINER  POST-ACUTE 

56* 

-96 

A  collection  of  three  ailing  companies 

GENESIS  HEALTH  VENTURES 

$4.31 

-86 

Ill-timed  acquisitions 

INTEGRATED  HEALTH 

$8.31 

-78 

Jumbled  foray  into  disparate  businesses 

BEVERLY  ENTERPRISES 

$7.68 

-53 

Focused,  had  good  foresight 

HCR  MANOR  CARE 

$25.50 

-25 

Best  operator  in  the  group 

DATA:  BUSINESS  WEEK 


The  nursing-home  game  has  also  fea- 
tured examples  of  lavish  compensation. 
Take  Robert  N.  Elkins,  chief  executive 
and  founder  of  Integrated  Health,  whose 
stock  has  tumbled  78%  since  June,  1997. 
That  year,  he  made  over  $14  million  in 
compensation,  a  Lou  Gerstner-type  pay 
package — but  without  the  perfonnance. 
Elkins  still  gets  corporate  loans  to  buy 
stock  which  he  doesn't  need  to  pay  back 
if  he  stays  on  for  five  years.  And  50%  of 
his  annual  bonus  is  paid  in  advance  each 
year.  To  top  it  off,  he  has  a  separate  re- 
tirement trust  to  which  Integrated  must 
make  "irrevocable"  pavments,  so  that  by 
2001  the  trust  will  hold  $28.9  million. 
Elkins  refused  to  be  interviewed  for  this 
article. 

"Integrated  looks  like  a  company  out 
of  control,"  says  compensation  expert 
Alan. Johnson,  managing  director  of 
Johnson  Associates  Inc.  in  New  York. 
"The  company's  financial  problems,  he 
helped  create.  It  seemed  like  he  tried 
to    find    every    conceivable    way    to 


son:  demographics.  The  cohorts  of  indi- 
viduals 65  and  older  are  expected  to 
grow  to  79  million  by  the  year  2050. 
compared  to  about  34  million  today. 
STILL  A  VALUE?  Some  nursing-home  in- 
vestors are  now  poised  to  help  revitalize 
the  industry.  Joseph  K.  Piper,  a  partner 
with  Seattle-based  venture-capital  fund 
Integra  Bio-Health,  which  specializes  in 
investments  in  the  health-care  industry, 
sees  a  new  chapter  for  musing  homes. 

"We're  looking  for  entrepreneur's  who 
have  a  fresh  view  of  how  nursing-home 
services  can  be  provided,"  says  Piper. 
He  hopes  to  create  nursing  homes  that 
are  smaller  and  homier.  And  through 
better  technology,  operators  will  spend 
less  time  on  paper-  work  and  more  time 
with  patients.  "For  the  dollar-  spent,  mus- 
ing homes  are  still  a  very  good  value." 
says  Piper.  "It's  a  fantastic  industry," 
adds  Straus. 

Maybe.  But  meanwhile,  the  industry 
needs  a  heavy  dose  of  rehab. 

By  Debra  Sparks  in  New  York 
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COMMENTARY 


By  Marcia  Vickers 

4.71  REASONS  WHY  DECIMALS  WOULD  BENEFIT  THE  MARKEI 


In  a  recent,  informal  business 
week  poll,  87%%  of  those  sur- 
veyed said  they  are  glad  that  the 
U.  S.  securities  industry  must  switch 
to  decimalization  of  stock  prices  by 
July  of  next  year. 

It's  about  time.  France  switched 
from  fractions  to  decimals  way  back 
in  1795.  Spain  switched  in  1848.  At 
the  beginning  of  1974,  only  the  U.  S. 
and  Canadian  stock  markets  and 
Yemen's  currency  were  still  fraction- 
based.  Yemen,  however,  wised  up 
and  joined  the  ultra-hip  decimaliza- 
tion ranks  later  that  year.  The 
Canadian  market  capitulated  in 
1996. 

The  securities  industry 
has  clung  to  the  arcane 
fraction  system  for  this 
simple  reason:  It  allows  a 
greater  spread  between 
bid  and  ask  prices,  bene- 
fiting market  makers  and 
specialists  at  the  ex- 
pense of  investors.  In 
effect,  it's  an  artificial 
pricing  system  that 
the  industry  has  an  in- 
terest in  keeping  in  place. 
"It's  great  this  is  finally  hap- 
pening for  investors,"  says  Steven 
M.  H.  Wallman,  a  former  Securities 
&  Exchange  commissioner  who 
worked  with  Congress  on  a  bill 
mandating  decimalization. 
TICKER  SHOCK.  Currently,  the  secu- 
rities industry  is  deciding  exactly 
how  to  implement  decimalization. 
"Each  market  maker  will  determine 
what  their  minimum  price  incre- 
ment, or  tick  size,  is,"  says  Scott 
Abbey,  chairman  of  the  Securities 
Industry  Assn.'s  decimalization  com- 
mittee. For  instance,  some  could  de- 
cide to  go  with  a  dime,  others  a 
nickel,  and  others  a  penny.  If  a  mar- 
ket maker  goes  with  a  penny,  the 
bid  could  be  as  low  as  $5.01,  for  in- 
stance, and  the  ask  could  be  $5.02. 
If  it's  a  nickel,  then  the  bid  could  be 
$5.05  with  the  ask  $5.10.  "The 
agreement  with  Congress  and  the 
sec  is  that  it  has  to  be  stated  in 
dollars  and  cents — that's  all  that 
matters,"  says  Abbey.  But  with  ex- 
changes and  eons  (electronic  com- 


munications networks)  entering  into 
a  heated  battle  for  trades,  experts 
say  that  competition  should  ulti- 
mately render  the  penny  the  stan- 
dard increment. 

Penny  increments  would  be  the 
most  cost-effective  for  investors. 
They  would  certainly  be  an  improve- 
ment over  the  current  Keth  (6.25(2) 
increments.  For  exam- 
ple, if  an  investor 
now  places  a  mar- 
ket buy  order, 


Francisco  investment  strategist. 
Sure,  a  penny  spread  may  not 
prove  economical  for  market  makj 
ers.  If  it  doesn't,  though,  bid  and 
ask  prices  will  widen.  That  way  ti  n 
market,  and  not  the  securities  in 
dustry,  will  decide  for  itself  how 
narrow  or  wide  spreads  will  be. 
brokerages  that  make  m; 
kets  in  stocks  may  acce 
narrower  spreads  be- 


'i 


cause  they'll  make  it :    jktet  ai 


in  increased  commis 
sions  from  accelerate 
trading  volume.  For 
every  1%  decline  in 


us  ve 


L«i 


Be  Ernsl 


or  bid,  for  100 

shares  of  AnyCorp  stock  that's  trad- 
ing around  $5  a  share,  he  may  end 
up  purchasing  the  stock  at,  say, 
5Meth  a  share — the  lowest  incremen- 
tal price  over  $5 — even  if  there  are 
sellers  willing  to  unload  the  stock  at 
5!4.  (Some  stocks  already  trade  in 
32nds  or  64ths  in  deals  negotiated 
between  big  customers  and  market 
makers  or  in  trades  executed  on 
some  ecns.)  With  decimalization,  as- 
suming pennies  become  the  minimum 
tick  increment,  an  investor  might  be 
able  to  purchase  that  same  stock  for 
$5.01  a  share — a  difference  of  5.25(2. 
On  a  100-share  trade,  an  investor 
would  save  $5.25.  That  may  not 
sound  like  a  windfall,  but  take  into 
account  the  more  than  one  billion 
shares  that  change  hands  each  day. 
Investors  could  save  almost  $1.5  bil- 
lion annually  with  decimalization,  es- 
timates Jeffrey  P.  Ricker,  a  San 


trading  costs,  there  nit'. 
a  2.75%  increase  in 
trading  volume,  ac- 
cording to  a  study  b 
Ricker.  "Bankrupt  br 
kers  are  as  rare  as  cu 
tomers'  yachts,"  he  saj 
The  "fraction  faction, 
defenders  of  the  status  ( 
are  called  on  Capitol  Hill, 
cite  various  reasons  why  < 
imalization  should  b,e  post- 
poned. The  primary  excuse 
that  Year  2000  technological 
fixes  are  taking  precedence. 
"Decimalization  may  seem  lik 
trivial  change,  but  it's  a  huge 
task  in  terms  of  implementa- 
tion," says  Abbey.  One  legitimate 
concern  for  the  securities  industr; 
the  ability  to  handle  increased  qu 
traffic  caused  by  decimalization. 

According  to  the  TowerGroup,  a 
Newton  (Mass.)  financial-services  c< 
suiting  firm,  it  will  cost  the  securiti 
industry  an  estimated  $170  million 
update  systems  for  decimalization. 
Still,  it's  a  relatively  simple  fix,  say 
experts,  and  after  it's  done,  the  sect 
rities  industry  will  be  much  better 
for  three  reasons:  It  will  be  able  to 
compete  better  globally  by  using  a 
common  pricing  language;  the  resul 
ing  increased  volume  will  make  the 
markets  more  liquid;  and  investors 
may  be  more  apt  to  invest  in  stocl 
because  decimals  are  easier  to  und 
stand.  And  that's  not  half  (0.50)  ba 
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Markets  &  Investments  Editor 
Vickers  covers  Wall  Street. 
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MING  SOON: 
UXE 

I  Chief  Bernard  Arnault 
ing  up  Web  stakes 


wen  unlikely  visitors  to  the 
•is  headquarters  of  the  i.vmh 
et  Hennessy  Louis  Vuitton  luxu- 
s  company:  three  Swedes  with  a 
sell  sports  apparel  from  a  Web 
ituring  an  electronic  saleselerk 
■  "Miss  Boo."  But  i.vmh 
ian     Bernard     Arnault 

4  n  hour  chatting  with  the 
•ly  this  year,  then  opened 
ckbook  and  took  a  stake 
•  London-based  company, 
n.  "He  likes  our  style," 
)0.com's  28-year-old  Chief 
ive  Emst  Malmsten. 

limit's  favorite  style  is  ag- 
-    e.  A  raider  whose  $7.2 
a-year  empire  includes 
in  Dior  and  Givenchy,  the 
man  now  has  his  eye  on 

fl^pace.  Since  January,  he 
t  more  than  $100  million 
D-related  startups  from 
i  to  Silicon  Valley,  ranging 
loitgage  lending  to  flower 
y — far  removed  from 
gold-plated  brands. 

•ICSS.  So  what's  Arnault  up 
2  isn't  saying,  and  his 
people  point  out  that  the  invest- 
are  being  made  by  his  Arnault 
holding  company,  not  by  lvmh. 
t  may  be  trying  to  make  a  quick 
n  a  hot  business.  But  he  also 

iilojbe  positioning  lvmh  for  a  push 
commerce,  where  luxury  retailers 
ispicuously  absent.  The  knowhow 
is  from  an  inside  look  could  give 
headstart. 

lany  ways,  E-commerce  is  a  nat- 
ixt  step  for  the  restless  Arnault, 
10  in  15  years  built  the  world's 
t  luxury  conglomerate  from  the 
f  a  bankrupt  textile  company.  Af- 
ting  hammered  by  the  Asian  eco- 
crisis,  he  has  focused  LVMH's  ef- 


forts on  the  U.S.,  where  E  commerce  i 

spreading  fastest.  One  of  i.vmh'-  pecenl 

buys,  the  beauty  products  chain  Sepho 
ra,  is  opening  26  stores  in  the  U.S.  this 

year  and  is  gearing  up  to  sell  online. 
Even  some  i.\ Mil  power  brands  could 

get  into  the  act  While  the  Net  can  nev- 
er match  the  pleasures  of  shopping  in  a 
Fifth  Avenue  boutique,  ordering  a  fa- 
vorite item  online — say,  a  (Juerlain  per- 
fume— would  save  a  shopper  time.  De- 
signers also  could  lure  customers  by 
displaying  collections  on  the  Web. 

This  may  be  an  opportune  time  \ny 
Arnault  to  make  a  move,  i.vmh  profits 
plunged  2995  last  year,  and  Arnault  suf- 
fered a  setback  this  spring  when  his 
bid  to  acquire  Gucci  was  blocked  by  his 
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VISIONARY?   So  far,  luxury-goods  makers 
have  shunned  the  Internet 


archrival,  French  billionaire  Francois 
Pinault.  But  i.vmh  is  perking  along  now, 
with  sales  expected  to  grow  at  least 
15%  this  year,  to  more  than  $8.1  bil- 
lion. Although  recovery  in  Asia  is  help- 
ing, analysts  say  Arnault  deserves  cred- 
it for  slashing  costs  at  underperforming 
units,  such  as  the  dfs  chain  of  duty- 
free shops,  lvmh  is  now  trading  at  $295 
a  share,  more  than  double  its  low  point 
last  year. 

Not  everyone  thinks  lvmh  is  headed 
for  the  Web.  Still,  the  French  tycoon 
has  never  been  afraid  to  think  big  and 
move  fast — faster  than  you  can  say 
"boo.com." 

By  Carol  Mat  lack  in  Puns 


ARNAULTS  WEB 

UltNCIAL  SERVICES  One  of  three  investors  who  jointly  paid  $300 


ii 


on  for  a  stake  in  online  brokerage  Datek;  started  Web  site  for  E-loan 


RAILING  One  of  seven  investors  taking  total  $50  million  stake  in  Califor- 
>ased  online  pharmacy  planetRx.com;  took  stake  in  1 -800-flowers.com 

TIONS  Put  $4.2  million  into  London-based  icollector.com 
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MORE  BAD  NEWS 
FOR  THE  WISEGUYS? 

New  indictments  on  Wall  Street-and  now  a  murder  angle 


It  was  a  one-two  punch  against  the 
mob  on  Wall  Street.  Punch  one  came 
on  June  16,  when  a  federal  grand 
jury  in  Brooklyn  handed  up  highly  pub- 
licized indictments  charging  85  defen- 
dants with  multiple  counts  of  stock 
fraud  and  racketeering.  Punch  two  came 
the  next  day  in  Tampa:  a  19-count  fed- 
eral indictment  charging  five  other  de- 
fendants with  stock  fraud  and  racke- 
teering. The  little-publicized  Tampa 
indictment  was  far  smaller  in  scope.  But 
for  Wall  Street's  mob  contingent,  it  was 
an  even  more  stunning  blow. 

For  one  thing,  the  feds  in  Florida 
landed  far  bigger 
game  than  the  I 
motley  assortment 
of  brokers  and  al- 
leged mob  associ- 
ates nabbed  in 
Brooklyn.  Among 
the  Tampa  defen- 
dants is  Philip  C. 
Abramo,  identified 
in  the  indictment 
as  a  capo  in  the 
DeCavalcante  or- 
ganized crime  fam- 
ily. In  a  Dec.   16,  I 

1996  BUSINESS 

week  Cover  Story, 
Abramo  was  characterized  by  Wall 
Street  sources  as  one  of  the  most  pow- 
erful reputed  mobsters  on  Wall  Street. 
Also  indicted  was  Abramo's  brother- 
in-law,  Louis  Consalvo,  who  is  identified 
in  the  indictment  as  a  DeCavalcante 
soldier.  The  National  Association  of  Se- 
curities Dealers  lists  Consalvo  as  the 
holder  of  Series  24  and  Series  63  su- 
pervisory licenses — making  him  proba- 
bly the  first  person  ever  to  simultane- 
ously hold  an  alleged  membership  in 
organized  crime  and  an  NASD  brokerage 
license. 

Moreover,  the  Tampa  indictment  con- 
tains a  grisly  element — murder. 

As  portrayed  in  the  Tampa  indict- 
ment, Abramo  was  the  kingpin  of  an 
archetypal  "pump-and-dump"  scheme. 
He  is  accused  of  controlling  the  New 
York  office  of  a  now-defunct  broker- 
age, Sovereign  Equity  Management 
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article,  Gesser  is  described  qui] 
ently  in  the  indictment:  He 
had  a  central  role  in  the  pi 
dump  scheme.  Attorneys  foj 
Gesser,  and  Gurian  declined 
and  attorneys  for  Abramo  and 
did  not  return  phone  calls. 

According  to  the  indictment! 
&  Co.  themselves  were  rippl 
which  prosecutors  believe  led[ 
der.  The  indictment  says  thatl 
ruary,      1996,      $1.7      milliol 
transferred    out    of    an 
Abramo  allegedly  controllel 
Bahamas.  The  following  D^ 
a  Bahamian  woman  who  ws^ 
natory  on  the  account,  Joy  C| 
was  murdered  in  her  sleep, 
gunshot  wounds  to  the  bacl< 
head.  At  a  hearing  for  Abi| 
June  22,  Federal  Bureau  of  Ir 
tion  agent  Kelly  Thomas  testilj 
Bahamian  police  concluded, 
'exhaustive  investigation,"  t| 
money's  disappearance  was  the 
for  the  murder.  However,  th€ 
ment  does  not  allege  complicity! 
of  the  defendants. 

The  indictment  does  allege 
Cartright  murder  was  later  use 
object  lesson.  It  asserts  that  Is 
ruary  Gurian  told  a  Total  Worlcl 
that  if  he  told  the  truth  to  the! 
"would  end  up  like  Joy  Cartrigl 
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Defendants  allegedly  sold  vastly  overvaku 
stocks  to  the  public  in  an  archetypal  "pui 
and-dump"  scheme 

THE  ROLE  OF  ABRAMO  WAS  REVEALED  IN  THIS  DEC  16,  1996,  COVER 


wL*  Corp.,  that  allegedly  sold  vastly 
overvalued  stocks  to  the  public.  The 
indictment  names  three  stocks — sc&T 
International,  Alter  Sales,  and  Total 
World  Telecommunications,  sc&t  and 
Alter  officials  could  not  be  reached.  A 
Total  World  spokesman  says  that  it  has 
new  management  and  is  cooperating 
with  authorities.  The  companies  were 
not  charged  in  the  indictment. 
FACING  JUSTICE.  Sovereign's  former  chief 
operating  officer,  Glenn  T  Vittor,  was  in- 
dicted. So  was  a  barred  stockbroker 
named  Philip  Gurian,  who  was  allegedly 
a  hidden  control  person  of  Sovereign — 
where  Consalvo  was  on  the  books  as  a 
supervisor.  Also  facing  justice  in  Tampa 
is  a  35-year-old  former  penny-stockbro- 
ker named  Barry  Gesser,  whose  palatial 
home  in  Bedford,  N.  Y.,  was  the  sub- 
ject of  a  color  spread  in  the  May  20 
edition  of  The  New  York  Times.  Identi- 
fied as  a  "hedge  fund  manager,"  in  the 


Gurian  could  not  be  reached  f< 
ment.  Indeed,  the  feds  say  the 
had  trouble  reaching  Gurian  a 
Assistant  U.  S.  Attorney  Ke 
March  says  Gurian  has  yet  to  sur 
to  authorities.  One  FBI  agent  invo 
the  case  says  that  Gurian  "has  fl 
is  now  an  international  fugitive.' 
an's  lawyer  declined  comment 
client's  whereabouts. 

Gurian,  of  course,  may  simpl 
bit  slow  in  getting  his  affairs  in 
That's  understandable — he  and  tl 
er  defendants  face  up  to  20  y 
prison  if  convicted.  The  potenti 
tence  is  a  far  cry  from  the  civil  pi 
and  wrist  slaps  that  often  faced 
ties  crooks  in  the  past.  Perhaps 
persuasive  as  a  couple  of  bullets 
back  of  the  head.  But  an  object 
nevertheless. 

By  Gary 
in  Ne 
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How  Compuware 
mishandled  its 
explosive  sexual- 
harassment  case 


It  was  spring  of  1998,  and  Peter  Kar- 
manos  Jr.  was  sitting  on  top  of  the 
world.  A  fireplug  of  a  man  with  a 
piercing  gaze  and  iron  handshake, 
the  then-55-y ear-old  co-founder,  chair- 
man, and  chief  executive  of  Compuware 
Corp.  had  built  it  into  a  $1.1  billion  pur- 
veyor of  computer  software  and  ser- 
vices. Sales  were  soaring,  earnings  were 
fat,  and  Wall  Street  loved  him. 

Moreover,  the  hometown  boy  was 
revered  around  Detroit  for  his  commu- 
nity involvement  and  philanthropy. 
Thanks  to  his  12%  stake  in  Com- 
puware— now  worth  $656  million — Kar- 
manos  had  given  millions  to  cancer  re- 
search. And,  realizing  a  lifetime  dream, 
he  even  owned  a  National  Hockey 
League  team,  the  Carolina  Hurricanes. 

But  things  soon  started  to  sour.  On 
May    20,    at    Compuware's    regularly 
scheduled  quarterly  meeting,  the  usually 
convivial  Karmanos  turned  somber,  ac- 
cording to  several  directors  present,  Kar- 
manos sadly  told  his  board  members  that 
one  of  the  company's  highest-ranking  of- 
ficers had  complained  he  had  sexually 
harassed  her.  Sheila  McKinnon,  the  com- 
pany's senior  vice-president  for  human 
resources,  the  board  was  about  to  learn, 
had  told  other  executives  that  Karmanos 
twice  suggested  she  engage  in  an  extra- 
marital affair  with  him,  that  Karmanos 
allegedly  nibbed  her  leg  at  a  social  event 
and  on  a  company  plane,  and  that  he 
later  turned  hostile  and  abusive  when 
she  spurned  his  advances.  "I  don't  know 
how  to  handle  this,"  Karmanos  said  to 
the  board,  according  to  a  later  deposition. 
"I'm  hurt,  I'm  upset,  I'm  confused,  and  I 
don't  know  what  to  do." 
SHOCK  AND  DISBELIEF.  It  was  an  in- 
tensely awkward  moment  for  the  board, 
which  includes  Elizabeth  A.  Chappell,  a 
former  AT&T  vice-president,  former  Con- 
necticut Governor  and  U.S.  Senator 
Lowell  P.  Weicker  Jr.,  and  G.  Scott  Rom- 
ney,  son  of  the  former  Michigan  governor. 
Suddenly,  they  were  confronted  with  per- 
haps the  most  difficult,  sensitive  problem 
a  board  can  face.  Worse,  McKinnon,  52, 
was  not  only  a  member  of  Karmanos' 
inner  business  circle  but  also  a  close 
Mend  of  his  and  his  wife,  Debra's. 

Equally  troubling,  McKinnon  claimed 
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NOWAY 
TO  TREAT 
A  CRISIS 


A  TROUBLED 
INQUIRY 

APR.  6  *98  Compuware 
CEO  Pete  Karmanos 
learns  that  Sheila  McKin- 
non, the  company's 
senior  vice-president  for 
human  resources,  is 
alleging  that  he  sexually 
harassed  her.  Karmanos 
denies  the  allegations. 
With  his  approval,  Com- 
puware hires  lawyer 
Anthony  J.  Rusciano  to 
investigate. 

APR.  10  Rusciano  learns 
that  McKinnon  believes 
her  claims  will  be  sup- 
ported bv  Troy  Strong, 


.     . 


Karmanos'  former  admin- 
istrative assistant.  Strong 
has  also  alleged  harass- 
ment by  Karmanos. 

APR.  16  Strong  alleges 
that  Denise  Knobblock, 
an  executive  vice-presi- 
dent, advises  her  to  stay 
out  of  the  McKinnon  mat- 
ter. In  a  deposition,  Knob- 
block  doesn't  recall  this. 

APR.  29  Acting  on  behalf 
of  Rusciano,  Knobblock 
attempts  to  question 
Strong  about  her  harass- 
ment allegations/Strong 
refuses  to  answer,  saying 
she  wants  a  lawyer  first. 
Rusciano,  in  his  report, 
says  Knobblock  told  him 


that  Strong  doernw 
to  get  involved,  e  call, 
has  nk 

MAY  1  Karman  M 

Strong  to  his  of  w 

Strong  alleges  t 

tried  to  influenced 

timony.  Karman  'M 

that,  saying  he  -eded. 

trying  to  find  ot  fe[ 

was  going  on."  im 

Strong  returns  t  "j 

cubicle;  she  alkrrnan 

Karmanos  then    *' 

and  put  Rusciar Ge™ 

line.  That  day,  S  teJ 

contacts  an  attc  1 
nc 

MAY  2  AND  3    'to 

calls  Strong  at  hll 
three  times  over  d 
weekend  but  do  pa 


,<  manos  tells 
.  McKinnon's 
s  General 


ji  Rusciano's 
"c  icludes  that 
3»  jent  support 
'ii  t's  claims" 
1  1  after  inter- 


including  Strong.  Th 
report  says  Strong  denied 
any  harassment.  The 
board  agrees  McKinnon's 
employment  should  be 
terminated. 

MAY  22  McKinnon  is 
fired.  Four  days  later,  she 
files  suit  against  Kar- 
manos  and  the  company 
alleging  sexual  harass- 
ment and  retaliation.  Rus- 
ciano's firm  is  soon  hired 


JULY  10  Rusciano  inter- 
views Strong  for  the  first 
time. 

AUG.  10  Strong 


again  asks  Rusciano  to 
perform  an  independent 
investigation,  this  time 
into  Strong's  allegations. 

SEPT.  14  Strong  files 
suit  against  Compuware, 
charging  the  atmosphere 
made  it  impossible  for 
her  to  keep  working 
there. 

SEPT.  18  Rusciano 
reports  to  the  board  that 


independently  back 
Strong's  claims. 

MAR.  26,  '99  Mc- 
Kinnon's suit  is  settled 


thai  another  woman,  Karmano  '  former 
secretary,  36-year-old  Troy  Strong, 

also  sexually  harassed  by  him.  Chap 
pel]  recalls  the  ief  and 

gravity  that  filled  the  room.  "It  1 

very,  very  serious  subject.  I  don'1  '•arc  1!' 

it's  Pete  Karmanos  or  God,  we  needed 
to  get  to  the  bottom  of  that,"  Bhe  Ba 

Yet  it  didn't  take  long  for  Com- 
puware's  directors  to  decide  they  knew 
enough.  As  the  board  sat  silently,  Kar- 
manos turned  the  meeting  over  to  the 
company's  general  counsel,  Thomas 
Costello  Jr.,  who  presented  an  18-page 
report  from  an  outside  investigator 
hired  to  look  into  the  allegations.  "Al- 
though no  final  conclusion  can  be 
reached  at  this  point  as  to  what  was 
actually  said  between  Karmanos  and 
McKinnon  when  there  were  no  witness- 
es, there  is  no  independent  support  for 
McKinnon's  claims,"  the  report  said. 
INVITING  LAWSUITS?  Compuware's  11- 
member  board — which  is  weighted  heav- 
ily with  insiders,  the  politically  connected, 
Detroit  area  figures,  and  others  whose 
companies  have  done  business  with  the 
company — began  to  consider  the  report. 
But  discussion  quickly  moved  on  to 
McKinnon's  job  performance.  Within  90 
minutes,  the  board  reached  a  consensus 
to  terminate  Sheila  McKinnon's  employ- 
ment. "We  felt  the 


ACCUSED:  CEO 
PETE  KARMANOS 

A  V-P  and  a  , 
secretary 
allege  he  made 
unwanted 
advances 


company  had  no 
choice,"  says  board 
member  Romney. 
"We  couldn't  toler- 
ate retaining  a 
head  of  human  re- 
sources who  we 
believed  was  fabri- 
cating a  story." 

But  by  basing 
their  decision  to 
fire  McKinnon  on  an  investigation  of 
the  ceo  overseen  by  his  subordinates — 
and  moving  beyond  the  report  and  into 
a  review  of  her  performance — Com- 
puware's  directors  appeal-  to  have  erred 
badly.  Indeed,  by  failing  to  take  on  re- 
sponsibility for  the  investigation  them- 
selves, the  board  may  have  increased 
the  company's  vulnerability  to  lawsuits. 
As  with  all  allegations  of  sexual  ha- 
rassment, those  lodged  against  a  CEO 
can  be  virtually  impossible  to  prove  or 
disprove.  Perceptions  of  what  took  place 
often  differ  widely.  In  the  ensuing  battle 
to  prove  who  is  telling  the  truth  and 
who  is  lying,  one  key  point  is  often 
overlooked:  At  base,  sexual  harassment 
is  about  power.  And  a  CEO  of  a  large 
corporation,  by  definition,  holds  enor- 
mous power,  marshaling  vast  legal  re- 
sources in  any  confrontation.  That's  why 
experts  in  employment  law  say  it   is 
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crucial  that  when  a  ceo  is  accused  of 
harassment,  he  or  she  must  step  back 
and  hand  over  the  matter  to  the  board. 

However,  a  close  examination  of  court 
records  and  interviews  with  Compuware 
executives,  the  company's  lawyers,  and 
six  of  Compuware's  seven  independent 
directors  reveals  that  both  before  and 
after  the  May  1998,  board  meeting,  Kar- 
manos,  his  top  staff,  and  their  outside 
investigator,  Anthony  J.  Rusciano,  set 
into  motion  a  troubled  investigation  that 
raises  as  many  questions  as  it  answers. 

For  starters,  Rusciano  alternated  be- 
tween acting  as  Compuware's  investi- 
gating attorney  on  the  case  and  giving 
the  company  advice  on  how  to  defend 
against  McKinnon's  allegations.  He  and 
his  firm  also  have  a  long-standing  busi- 
ness relationship  with  the  company.  At 
least,  those  ties  create  the  appearance  of 
conflict  of  interest  that  is  best  avoided 
in  such  a  sensitive  case,  according  to 
Michael  Duffy,  former  chairman  of  the 
Massachusetts  Commission  Against  Dis- 
crimination and  now  a  consultant  on 
workplace  issues.  Moreover,  company 
executives  who  report  to  Kannanos — in- 
cluding one  cited  by  both  women  as  a 
key  witness — played  a  major  role  in 
conducting  the  investigation.  Perhaps 
worst  of  all,  Karmanos  injected  himself 
into  the  McKinnon  investigation  by  talk- 
ing about  it  with  Strong. 
NO  REGRETS.  General  Counsel  Costello 
defends  the  actions  of  the  board  and 
company.  "You  do  what  you  think  is 
right,  and  I  think  we  did.  I  think  our 
board  trusts  us;  they  trust  Peter,  I 
know,"  he  says.  "A  lot  of  those  folks 
have  known  me  or 
known  Peter  for  quite 
a  while,  and  I  think 
they  knew  we  would  do 
things  the  right  way." 
Compuware's  directors 
also  stand  by  their  per- 
formance. "I  don't  think 
it  could  have  been  han- 
dled better,"  says  Rom- 
ney.  "If  there  had  been 
any  hint  of  any  merit 
in  this,  we  might  have 
done  something  differ- 
ent; there  just  wasn't 
any  scintilla  of 
anything." 

Yet  far  from  putting 
an  end  to  the  matter, 
the  board's  decision  set 
off  a  chain  reaction  of 
bad  news.  Within  four 
days,  McKinnon  filed 
suit  against  Karmanos 
and  the  company  alleg- 
ing sexual  harassment 


and  retaliation.  In  the  wake 
of  the  McKinnon  ease,  Strong 
also  left  Compuware  and  filed 
her  own  suit  against  the  com- 
pany for  "constructive  dis- 
charge." In  her  suit,  Strong 
alleged  that  Karmanos  twice 
suggested  "we  need  to  take 
the  afternoon  off  and  fuss 
around  at  a  hotel,"  and  that 
he  had  touched  her  inappro- 
priately. Strong's  suit  alleges 
that  as  a  result  of  being 
dragged  into  the  McKinnon 
case  and  forced  to  provide 
testimony  that  would  put 
Karmanos  in  a  negative  light, 
her  working  conditions  be- 
came intolerable. 

In  an  interview  and  in 
court  records,  Karmanos  de- 
nies all  the  allegations  made 
by  both  McKinnon  and 
Strong.  Says  Costello:  "In 
any  other  business  [McKin- 
non's allegations]  would  be 
called  extortion."  Compuware 
and  Karmanos  countersued  McKinnon, 
charging  defamation,  but  dropped  the 
case  roughly  three  months  later.  Ex- 
plains Elizabeth  H.  Tipton,  a  Houston- 
based  defense  attorney  hired  by  Com- 
puware: "We  didn't  want  to  be 
perceived  as  a  bully  in  front  of  a  jury." 
The  two  sides  agreed  to  an  out-of-court 
settlement  in  April  of  this  year  and 
signed  a  "non-disparagement"  clause. 
McKinnon  declined  to  be  interviewed. 
Unable  to  find  a  comparable  job,  Mc- 
Kinnon is  now  working  as  a  consultant, 


A  SUCCESS  STORY 
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COMPUWARE. 


With  Karmanos  at  the 
helm,  the  computer 
services  and  software 
dynamo  has  become 
a  Wall  Street  favorite. 
Its  specialty:  helping 
companies  boost  the 
performance  of  their 
mainframe  computers 
and  the  networks 
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says  her  attorney,  Kathleen  r  highe 
Strong's  case  is  pending.  She  1  in  rev< 
company  in  August  last  year  ar  gher  pit 
works  as  a  management  traine  past  thi 
Detroit  area  retail  store.  "Nobod;  it  the 
that  my  reputation  is  ruined.  I  Brat- 
body  is  concerned  about  Pete's  ip-perfoi 
says.  "I  do  respect  him  as  a  bu  lis  sprit 
man,  but  what  he  did  isn't  busin<  i  than  j 
Whatever  really  happened,  the  Kauai 
episode  has  been  a  bitter  pill  fo:  Compun 
manos,  56,  a  proud  man  who  h  gym, 
joyed  a  brilliant  career.  "You  sit  t cafetei 
running  a  compa  the  mos 
26  years,  and  the  De 
this,"  he  says  in  -chewin; 
terview.  Karman  s  a  po 
been  the  hearth  nmp 
Compuware  for  a  less as 
as  anyone  can  re  fly  din 
ber.  Since  poolir  regula; 
income  tax  refunc  his  cor 
two  friends  to  :  remar 
$9,000  and  start  itroitt 
puware  in  1973,  \  i  to  q 
put  his  personal  I  s  and  I 
on  every  aspect  i  ipanVs 
computer  service  gton 
software  compan;  lot  in: 
Compuware  I  e  seen- 
its  money  helpin  couid  a 
organizations,  su  mttiens 
Ford  Motor  Co,  %.] 
New  York's  Meti  mp 
tan  Transit  Authiri;, 
get  then1  compute) ,  wait, 
works  running  sirs  tin,, 
ly.  Under  Kami  lot 
the  company  has  p  tot:  - 
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higher     annua 
iiei  in  revenues  and 
ailjher  profit  growth 
past  three  years, 
it  the  No.  6  spot 
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p-performing  com- 
lis  spring. 

than  just  a  bottom-line  guy, 
Karmanos  has  won  plaudits  for 
Compuware  workers  a  state-of- 
gym,    day-care    center,    and 
cafeteria — making  Compuware 
j|.he  most  sought-after  places  to 
the  Detroit  area.  The  constant- 
ui|  chewing  Karmanos  is  by  most 
its  a  popular  ceo.  The  son  of 


; 


olit 

■  i 

ri 
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nmigrants  who  got  his  first  taste 
less  as  a  kid  waiting  tables  in 

r^ily  diner,  he  prides  himself  on 
regular  guy.  Nor  is  he  afraid  to 
his  conversation  with  loud  and 
remarks.  And  just  two  months 
itroit  rejoiced  when  Karmanos 
d  to  move  Compuware's  head- 
I  and  6,500  high-skill  jobs  from 
pany's  lush  suburban  campus  in 

icdgton    Hills    to    a    now-rubble- 


lot  in  the  heart  of  downtown. 
■  seemed  no  limit  to  what  Kar- 
•ould  accomplish.  But  his  life  be- 
nmensely  more  complicated  in 
998.  That's  when  Denise  Knob- 
'•ompuware's  executive  viee-pres- 
r  human  resources  and  adminis- 
walked  into  Karmanos'  office. 
time  colleague  of  McKinnon's, 
ock  had  been  promoted  over 
on.  "Sheila  has  been  making  al- 


legations that  you  sexually  harassed 
her,"  Knobblock  told  Karmanos,  accord- 
ing to  her  deposition.  Karmanos  says: 
"The  first  thing  I  did  was  call  my  wife." 
Karmanos  says  his  wife  burst  into 
tears.  A  former  top-performing  sales- 
woman at  Compuware  who  wed  Kar- 
manos in  1990,  Debra  had  become  good 
friends  with  Sheila  since  the  two  met 
through  their  husbands,  boyhood  class- 
mates. The  McKinnons  were  among  a 
handful  of  couples  invited  to  vacation 
every  summer  with  the  Karmanos  fam- 
ily at  a  condominium  on  the  New  Jer- 
sey Shore.  Back  in  Detroit,  Debra  and 
Sheila  often  socialized,  attending  the 
opera  and  dinner  together  and  going  on 
"girls-only  weekends,"  according  to 
company  documents. 
HE  SAID,  SHE  SAID.  At  first,  Karmanos 
says,  "I  sat  there  for  the  longest  time 
trying  to  figure  out  what  happened." 
But  a  couple  of  days  later,  he  "decided 
to  deal  with  it  as  a  businessman."  He 
summoned  Costello  and  instructed  him 
to  find  someone  outside  the  company  to 
do  an  independent  investigation.  With 
Karmanos'  approval,  Costello  turned  to 
Rusciano,  chairman  of  the  board  at  Plun- 
kett  &  Cooney,  a  respected  Detroit  law 
firm    that    had    represented    Compu- 


The  son  of 
Greek 
immigrants 
who  owned  a 
diner, 

Karmanos  is 
a  local  hero, 
revered  for  his 
community 
involvement 
and 
philanthropy 


ware  in  employment  cases. 
Rusciano  says  in  his  re- 
port that  he  "interviewed 
26  individuals"  over  the 
next  three  weeks,  includ- 
ing top  executives  at  Com- 
puware and  friends  of  both 
Karmanos  and  McKinnon. 
According  to  the  report,  none  of  them 
backed  up  McKinnon's  allegations.  Some 
of  those  interviewed,  in  fact,  contra- 
dicted McKinnon's  claims.  Friends  at 
the  Jersey  Shore,  for  instance,  told  Rus- 
ciano they  believed  it  was  McKinnon 
w7ho  wras  pursuing  Karmanos.  Pamela 
Burt,  a  friend  of  both  couples,  told  Rus- 
ciano that  during  the  trip  to  the  shore 
in  August,  1997,  McKinnon  was  "con- 
tinually in  [Kannanos']  face"  and  later, 
in  a  swom  deposition,  she  said  McKin- 
non was  "acting  like  a  schoolgirl."  But 
there  was  one  very  big  problem.  One  of 
the  26  people  Rusciano  claimed  to  have 
interviewed,  he  spoke  to  for  "less  than  a 
minute."  The  person  was  Troy  Strong, 
Karmanos'  former  secretary,  the  one 
person  who  might  have  given  credibility 
to  Sheila  McKinnon's  claim. 

Three  weeks  later,  at  the  May  20 
board  meeting,  Costello  presented  Rus- 
ciano's  findings  to  the  board  as  Kar- 
manos sat  uncharacteristically  mute.  In 
the  course  of  their  90-minute  discus- 
sion, the  board  soon  turned  its  attention 
to  questions  prompted  by  the  report 
about  McKinnon's  job  performance.  The 
report,  for  instance,  said  Karmanos  was 
concerned  that  McKinnon  "was  not 
telling  him  the  truth"  about  a  study  of 
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pay  differences  between  men  and 
women  employees  done  by  consulting 
company  William  Mercer  Inc.  "In  Pete's 
mind,  lying  about  the  Mercer  study  was 
a  big  deal,"  says  Diane  Prucino,  Kar- 
manos'  personal  attorney,  in  an  inter- 
view. From  there,  the  board  moved  into 
a  wide-ranging  discussion  of  her  per- 
formance. Board  member  Elaine  K.  Di- 
dier,  a  former  administrator  at  the  Uni- 
versity of  Michigan,  said  senior 
executives  told  the  board  meeting  that 
McKinnon  had  caused  a  "breakdown  of 
trust." 


Bogas,  McKinnon's  attorney,  disputes 
that  charge.  "Sheila  denies  that  she  ever 
lied  to  Peter  or  ever  misrepresented 
any  findings  of  any  study,"  she  says. 

That  alleged  breakdown  was  key  to 
the  decision  to  fire  McKinnon,  says  Didi- 
er.  Yet  court  documents  show  McKinnon 
had  performed  well  since  joining  the  com- 
pany in  1992  and  was  respected  for  her 
accomplishments  prior  to  the  alleged  in- 
cidents of  sexual  harassment.  She  was 
promoted  to  senior  vice-president  in  1996, 
becoming  one  of  the  highest-ranking 
women  executives  in  the  company.  In  a 


INSIDE  COMPUWARE'S  BOARDROOM 


Compuware's  11-member  board  is  weighted  heavily  with  company  insiders,  the 
politically  connected,  Detroit  area  figures,  and  others  whose  companies  have 
done  business  with  Compuware.  Noticeably  lacking  are  CEOs  of  other  large  pub- 
lic companies. 
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DESCRIPTION 

Managing  director  of  investment  bank  Updata  Capital, 
which  has  handled  M&A  deals  for  Compuware. 

A  former  IBM  vice-president,  now  managing  member  of 
venture-capital  firm  General  Atlantic  Partners,  which 
provided  venture  finance  for  Compuware  in  1989. 

President  of  the  Economic  Club  of  Detroit,  the  meeting 
spot  for  local  business  and  political  elite.  A  former 
managing  partner  of  KPMG  Peat  Marwick. 

Son  of  the  former  Michigan  governor,  Romney  was  a 
partner  at  Compuware's  outside  law  firm  until  resigning  in 
1998  to  pursue  an  unsuccessful  bid  for  attorney  general. 

Former  Connecticut  governor  and  senator,  now  a  visiting 
professor  at  the  University  of  Virginia.  Met  Karmanos  after 
he  bought  the  Hartford  Whalers,  an  NHL  team  Karmanos 
has  since  moved  to  North  Carolina. 

The  ex-AT&T  vice-president  now  runs  Bloomfield  Hills 
(Mich.)-based  consultant  Chappell  Group  Inc. 

Recently  left  post  as  interim  director  of  academic 
outreach  at  the  University  of  Michigan  in  Ann  Arbor. 

THE    INSIDERS 

Co-founder,  chairman,  and  CEO  of  Compuware.  Current 
stake:  21.7  million  shares  (11.8%). 

Compuware  co-founder,  vice-chairman  since  '88.  Current 
stake:  6.1  million  shares  (3.4%). 

Executive  vice-president  of  marketing  and  communications, 
Compuware.  Current  stake:  1.7  million  shares  (under  1%). 

President  and  chief  operating  officer  of  Compuware. 
Current  stake:  908,000  shares  (less  than  1%). 


sworn  deposition,  Larry  Fees 
puware's  vice-president  for  facilil 
scribed  McKinnon  as  an  "energetj 
and  charming"  person  who  trar 
the  atmosphere  in  the  human  re| 
department  from  "cold  and  cau 
"warm  and  inviting  and  friendlj 
believes  McKinnon  was  largely  rl 
ble  for  the  creation  of  the  fitnessf 
the  day-care  center,  and  the  to 
cafeteria,  according  to  his  deposi 

In  interviews  with  BUSINESS 
board  members  say  another  reas 
agreed  to  terminate  McKinnon 
failure,  as  the  head  of  human  res 
to  follow  company  policy  and  lo 
official  complaint  about  Karmai 
leged  behavior  with  her  super\ 
the  general  counsel.  Instead,  Mc 
"was  talking  behind  his  back,"  say| 
member  Didier.  "That  just  tears 
management  team,"  she  says.  Bui 
the  risks  involved  in  making  a  | 
complaint  against  a  ceo,  sexual 
ment  experts  say  that  it  woulc 
sense  for  McKinnon  to  discuss  hei 
rience  informally  with  a  few  trust* 
fidants.  "You  don't  have  to  be  a 
surgeon  to  figure  out  why  she  di< 
public  with  it,"  says  Susan  L. 
president  of  Pacific  Resources  Dt 
ment  Group  Inc.,  a  Seattle  com 
firm. 

SHORT  SKIRTS.  Had  the  board 
the  full  extent  of  Strong's  alleg  1 
they  may  have  viewed  McKinnon  A 
gations  in  a  different  light.  Stron  y  V 
leged  troubles  with  Karmanos     'y 
shortly  before  Christmas,  1996,  shi   >  \ 
That's  when  Karmanos  allegedly 
gested  to  her  that  they  go  to  a 
She  says  that  she  ignored  the  pr 
tion,  but  that  Karmanos  repeal 
about  a  week  later.  In  an  intervie1 
in  her  complaint,  Strong  alleges 
Karmanos  made  other  offensiv 
marks,  such  as,  "Could  your  pan** 
any  tighter?"  and  "I  want  to  se> 
bend  over."  He  also  allegedly  hik 
Strong's  skirt  while  she  was  sitti " 
her  desk  and  grabbed  her  buttocks 
Compuware  Christmas  party.  Karri 
denies  these  allegations  in  an  intei  , 
and  in  a  court  deposition.  He  saj  " 
once  had  to  tell  her  that  her  skirt] 
too  short  and  too  tight  for  work.  I 

Karmanos  characterizes  the  rela 
ship  between  Strong  and  himself  i 
differently.  He  says  they  simply  h 
personality  conflict  and  didn't  work 
together.  "It  was  awful,"  he  says.  "1 
years,  it  was  the  first  time  in  my  « 
that  I  couldn't  get  along  with  s< 
body."  Strong  disagrees.  "We  got  a 
fine  until  he  propositioned  me,"  she  i 

Strong,  who  says  she  wanted  to  s 
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Contact  your  independent  Kemper  agent  or  www.kemperinsurance.com  or  1-800-228-2579. 
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800  eaddies  from  across  the  coir 
gel  where  they  want  to  go.  To  I 
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(lie  with  her  al- 

,  transferred  to 
department  in 
•r,  1997.  In  tnak- 

move,  however, 
liys  she  confided 
Mem  to  Denise 
[k.  According  to 

n's  lawsuit, 

•k,  in  turn,  told 
In  about  Strong's 
Ins.     But     when 

n  cited  Strong's 

to  back  up  her 
|tis  of  sexual  ha- 

,  in  April,  1998, 

told       BUSINESS 

Knobblock  sum- 
mer to  a  meeting 
nuraged  her  from 
Jing  with  McKin- 

deposition,  Knob- 
lys  she  doesn't  recall 
Eat  advice. 

m  Apr.  29,  Rusciano  dispatched 
^k  to  the  company  cafeteria  to 
th  Strong,  according  to  Rus- 
[eposition.  But  Strong  refused 
|r  questions,  saying  she  needed 

with  a  lawyer  first.  In  his  de- 
[Rusciano  says:  "The  message  I 


In  197:], 
Karmanos 
(center) 
|  and  two 
friends 
started  the 
company 
on  $9,000 


giving 


kept  getting  back  from  Ms.  Knobblock 
and  Mr.  Costello  was  that  she  just  didn't 
want  to  get  involved." 

Then  on  May  1,  the  final  day  of  Rus- 
ciano's  investigation,  came  a  much-dis- 
puted meeting  between  Strong  and  Kar- 
manos. Karmanos  called  her  into  his 
office,  and  according  to  Strong's  deposi- 
tion, he  said:  "You've  got  to  talk  to  the 


lawyer.  You've  got  to  tell  him  that  the 
reason  why  you  left  was  we  had  a  per- 
sonality conflict  and  we  just  didn't  get 
along;  that  I  didn't  sexually  harass  you." 
Crying  and  upset,  Strong  says  in  her 
deposition,  she  went  back  to  her  cubicle, 
and  the  phone  rang  almost  immediately. 
It  was  Karmanos,  saying  he  had  Rus- 
ciano with  him,  and  Rusciano  wanted 
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with  her.  Then,  says  Strong, 

.I  (in  the  phone,  and  said,  'Hi,  I 

talking  to  Pete.  He  told  me 

t  to  tell  me  that  you  were  nev- 

ly  harassed  and  that  the  reason 

i  left  was  because  you  had  a 

it  v  conflict.  Is  that  correct?' ' 

urns'   account    of  the   May    1 

is  different.  "I  didn't  coach  her 

to  say  in  any  way,  shape,  or 

8  says  angrily.  Karrnanos  says 

St  i-ong  to  his  office  'to  find  out 

s  going  on,  because  she  wasn't 

i  back  to  Tony."  Rusciano  says 

d  the  joint  phone  call  simply  as 

Mj  Itunity  to  reach  Strong:  "I  didn't 

to  be  told  what  to  say." 

Experts,  however,  insist  that 

>s  seriously  erred.  "Whether  he 

se  things  or  not,  he  shouldn't 

•\  ig  her  into  his  office,"  says 

H.   Koppes,  an  attorney  at 

)ay,  Reavis,  &  Pogue  and  a 

i>f  corporate  governance  at  Stan- 

iversity  School  of  Law.  Even 

are  attorneys  concede  it  was  a 

e.  Says  Tipton:  "Do  I  wish  that 

hadn't  taken  place?  Of  course." 

insists  Karmanos  never  tried  to 

I  Strong's  testimony. 

i  case,  Strong  said  she  couldn't 
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tall;  In  Rusciano  at  wnii', 
and  asked  him  to  call  her 
at  home  that  evening.  Al- 
though he  says  he  tried 
to  leach  her  three  times 
to  ask  her  about  Kar- 
manos' alleged  harass- 
ment, he  never  reached 
her.  That  ended  Rus- 
ciano's  efforts  to  contact 
Strong.  On  Monday,  May 
4,  Strong  received  a  mes- 
sage from  Knobblock  say- 
ing that  the  investigation 
was  complete  and 
Strong's  participation 
wasn't  needed.  Strong 
says  at  first  she  was  re- 
lieved. "I  thought  Sheila 
had  changed  her  mind."  Instead,  Rus- 
ciano concluded  in  his  report,  based  on 
what  Knobblock  told  him,  that  "Strong 
denied  any  such  behavior  by  Karmanos 
toward  her."  Strong  not  only  disputes 
that,  she  says  Knobblock  was  the  person 
she  first  told  of  her  allegations. 

It  wasn't  until  July,  1998,  that  Strong 
finally  told  her  story  to  Rusciano,  even 
though  his  firm  was  by  now  representing 
Compuware  in  the  McKinnon  lawsuit. 
Although  he  was  not  the  attorney  of 


Director 

Romney 
claims  "there 
just  wasn't 
any  scintilla" 
of  misconduct 
on  Karmanos' 
part 


record  on  the  ca  I ■.   I ' 

ciano  vrai  providing  ad 

Vice    Oil     how    tO    defend 

the  case.  Bui   Rusciano 
and  Costello  insist  thai 

in  interviewing  Strong, 

Rusciano  was  again  act- 
ing in  his  capacity  as  in- 
dependent investigator. 
Strong,  by  this  time  on 
medical  leave,  quit  a  few 
weeks  later  and  filed  a 
suit  against  the  company. 
Over  the  next  several 
weeks,  Rusciano  contin- 
ued to  advise  Com- 
puware on  the  McKinnon 
case.  But  by  mid-August, 
Rusciano  was  back  to 
wearing  his  investigator's  hat,  this  time 
performing  a  second  probe  for  the  board 
into  Strong's  allegations.  His  conclusion: 
"I  find  no  evidence  to  independently  sup- 
port or  corroborate  any  of  Ms.  Strong's 
harassment  or  retaliation  claims." 

It's  unclear  whether  Compuware's 
board  of  directors  would  have  reached  a 
different  conclusion  in  the  McKinnon 
case  if  they  had  known  earlier  about 
the  extent  of  Strong's  allegations.  But 
board  member  Chappell  says  she  had 
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no  second  thoughts  after  his  report.  "I 
know  I  should  say  yes,  but  I  didn't.  I 
still  believed  there  was  nothing  to  this." 

There  may  have  been  other  ques- 
tionable signs  worth  a  closer  look.  In 
McKinnon's  diary  of  events  surround- 
ing the  period  of  the  alleged  sexual  ha- 
rassment, she  refers  to  a  conversation, 
dated  "1-27-98,"  in  which  Knobblock  in- 
formed McKinnon  of  Strong's  own  alle- 
gations of  sexual  harassment.  Four  days 
later,  according  to  the  diary,  part  of  the 
court  record,  Knobblock  told  McKinnon 
that  some  syringes  containing  an  impo- 
tency  drug  were  found  in  Karmanos' 
trash. 

In  an  interview,  Karmanos  confirms 
that  he  had  brought  "some  pre- Viagra 


stuff'  into  his  office  from  home.  But  he 
maintains  that  the  syringes  were  un- 
opened and  in  their  original  package 
and  that  he  brought  them  to  work  in  or- 
der to  renew  an  expired  prescription. 
He  then  says  he  threw  the  drug  and 
syringes  into  the  trash.  Knobblock,  who 
declined  comment,  concurred  with  Kar- 
manos' version  in  her  deposition. 

Could  Compuware's  legal  mess  have 
been  avoided  had  the  directors  taken 
charge  of  the  investigation  from  the 
start?  Costello  says  the  Equal  Employ- 
ment Opportunity  Commission  guide- 
lines emphasize  handling  sexual  harass- 
ment allegations  quickly,  and  that  was 
why  management  did  an  investigation 
ahead  of  the  board  meeting.  "If  we 


wanted  something  absolutely  bul  ™jf 
yeah,  it  would  be  a  great  idea  t< 
separate  committee,  and  not 
inside  directors  there.  But  the: 
time  constraints.  We  had  a  boar 
ing  coming  up." 

But  was  speed  really  the  p 
There  is  a  lesson  for  every  pub 
pany  in  how  the  Compuware 
ment  and  board  handled  the  alle 
experts  say.  "The  question  is,  w 
client  here?  The  client  is  not  t 
It's  the  company,  the  board,"  saj 
Day's  Koppes.  It  is  a  lesson  Pe 
manos  and  his  hugely  successfi 
puware  have  had  to  learn  the  ha 

By  Joann  Midler  in  Farn 
Hills,  Mich. 
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COMMENTARY 


By  Joann  Muller 


KEEPING  AN  INVESTIGATION  ON  THE  RIGHT  TRACK 


So  what  should  a  ceo  do 
when  he — or  perhaps 
she — is  accused  by  an 
employee  of  sexual  harass- 
ment? First,  say  experts  in 
employment  law  and  corpo- 
rate governance,  get  out  of 
the  way.  When  such  explo- 
sive charges  reach  all  the 
way  to  the  top,  it's  crucial 
that  the  board,  not  the  CEO 
or  other  senior  executives, 
take  control  of  the  matter 
immediately.  Even  if  a  ceo 
steps  back  from  an  investi- 
gation overseen  by  a  compa- 
ny's general  counsel  or  head 
of  human  resources,  no  one 
questioned  by  his  subordi- 
nates is  likely  to  forget  who  is 
the  boss.  Workers'  fears  that  the  alle- 
gations will  be  swept  under  the  rug — 
or  that  any  negative  comments  they 
make  will  get  back  to  the  chief — risk 
stifling  any  probe  even  remotely 
linked  to  the  corner  office.  "It's  never 
an  easy  decision  to  come  forward," 
says  Michelle  Phillips,  a  specialist  in 
employment  law  at  Jackson,  Lewis, 
Schnitzler  &  Krupman  in  New  York. 
Fairness  isn't  the  only  concern;  lia- 
bility is,  too.  Ultimately,  it  is  the 
board's  fiduciary  responsibility  to  the 
company  and  to  shareholders  to  en- 
sure a  thorough  investigation.  That 
means  that  once  a  company's  general 
counsel  gets  wind  of  allegations  made 
against  the  ceo,  the  course  is  clear. 
First,  the  general  counsel  must  make 


the  c 


tr-ii. 


the  ceo  understand  that  the  compa- 
ny's, and  ultimately  his  own,  interests 
will  be  best  served  if  he  limits  his  in- 
volvement in  the  investigation  to  sim- 
ply being  a  cooperative  witness.  And 
at  that,  the  chief  executive  should  be 
treated  no  differently  from  any  other 
witness;  showing  greater  deference  to 
the  ceo's  views  is  the  fastest  way  to 
signal  to  the  whole  organization  that 
the  probe  is  not  serious. 
DIRECTORS  SHOULD  DIRECT.  Second, 
the  general  counsel  should  immedi- 
ately apprise  the  board  of  the  allega- 
tions and  make  clear  that  any  inves- 
tigation should  be  directed  by  them. 
Typically,  a  board  might  then  set  up 
a  committee  of  two  or  three  outside 
board  members  who  would  be  re- 


sponsible for  quickly  hiri 
an  outside  investigator, 
any  report  should  be  pre  W 
sented  first  to  the  direct  we  gia 
That  way,  it  will  be  cleai  tit  feces 
everyone  that  the  board,  no  «a 
the  CEO,  is  running  the  s  |s,  Younj 
says  John  Nash,  preside:  Mivers 
emeritus  of  the  National  k  red  fe 
sociation  of  Corporate  D  lie  freebi 
tors  and  vice-chairman  ospefct 
the  Center  for  Board  Le '  server 
ership  in  Washington,  D.  giants,  t 
The  investigator  must  orp.  am 
sonally  interview  each  pc  o  take  i 
tial  witness  privately,  an<  d,  accoi 
should  never  rely  on  heap, it ta 
from  others.  Above  all,  n  B  mark 
executive  should  be  invo  I  share 
in  questioning  witnesses  oi  2  riva 
the  subject  of  the  allegations.  The 


vestigation  should  be  done  quickly;: 


too,  so  that  charges  aren't  allowec  nd  6.J 
fester.  In  all  cases,  discretion  and  era  Syi 
sitivity  are  critical.  "The  first  thinj 
to  tell  the  parties  involved  and  th< 
supervisors  not  to  talk  to  anyone 
else,"  says  Nancy  Shilepsky,  an  en 
ployment  specialist  at  the  Boston 
firm  of  Goulston  &  Storrs. 

If  only  Compuware  and  its  boa 
of  directors  had  searched  out  sue 
common-sense  advice.  They  might 
have  resolved  the  allegations  agai  or  i ;: 
Pete  Karmanos  with  far  less  ran- 
-and  far  more  clarity. 


cor- 


Joann  Muller  is  a  business  wi 
correspondent  in  Detroit. 


fg.Ger 


',  fog 


Hal 


nt  third 

Du 


* 1 


84  BUSINESS  WEEK  /  JULY  5,  1999 


^. 


>rmation  Technology 


JF 


UK 

till 
bod 


or 
pn 
'■: 
<■$ 
vinl 
he  ? 

oat 

eD 


nvd 

si) 

i'ilf 
Up 

ill 

■un« 
!h 

ne 


o> 
i 


■i' 


N  RED  HAT 
AY  RED-HOT? 

rappy  upstart  may  never  be  more  than  a  passing  fad 


Si' 
Pi 

ssfi  i  hether  it's  his  slight  frame  or 

It   his  low-profile  career  in  the 

computer-leasing  business,  ceo 

Robert  F.  Young  is  no  giant 

you  would  never  guess  it  from 

tion  Young  and  his  four-year- 

■any,  Red  Hat  Software  Inc., 

i  getting  from  mighty  Microsoft 

confidential  memos,  Microsoft 

;rs  warned  Chairman  William 

III  that  Linux,  the  operating 

)ftware  Red  Hat  sells,  poses  a 

the  company's  Windows  NT  soft- 

;rosoft  lawyers  even  hoisted  a 

ted  Hat's  latest  release  during 

/are  giant's  antitrust  trial  as 

i  it  faces  plenty  of  competition. 

10  mistake,  Red  Hat  is  red-hot 

'S.  Young  has  used  savvy  mar- 

ineuvers  to  make  the  company's 

k  red  fedora  synonymous  with 

le  freebie  operating  system  that 

.xperts  by  capturing  17%  of  the 

server  market  last  year.  Six 

giants,  including  Compaq  Com- 

)rp.  and  Oracle  Corp.,  have 

)  take  minority  stakes  in  Red 

d,  according  to  International 

p.,  it  has  quickly  snared  54%  of 

x  market,  vs. 

i  share  of 

2     rival, 

tiding  in  A 

Tg,  Ger-  I 

id  6.3%  ' 

era  Sys- 

in  Orem, 

>w,  Young 

cash  in  on 

hoopla.    In 

t  he  plans  to 

Hat  public. 

>mputer  ex- 

l't  think  the 

Durham 

impany  will 


topple  Microsoft.  What's  more,  it's  not 
even  clear  that  the  company  will  be  able 
to  transform  Linux  from  a  fad  into  a 
commercial  success.  For  starters,  Red 
Hat  doesn't  control  Linux,  which  is  a 
free  program  that's  worked  on  by  le- 
gions of  developers  around  the  world. 
So  far,  the  company  has  made  most  of  its 
money  from  retailing  $40,  $80,  and  $100 
versions  of  its  product,  which  include  an 
easy-installation  feature,  a  Windows-like 
interface,  and  a  host  of  supporting  pro- 
grams. Revenues  last  year  were  a  mod- 
est $10.8  million — leaving  Red  Hat  with 
a  $91,000  loss.  And  it's  no  wonder- 
Most  of  the  estimated  7  million  . 
copies  of  Red  Hat  Linux  out 


BLE  FREEBIE: 

tting  Linux,  a 
I  operating 

Young  used 
<>n)  symbol 


there  have  been  downloaded  for  free  off 
the  [nternel  or  copied  legaDy. 

^bung's  challenge  a  to  persuade  cor 
porations  and  Web  ite  operator  to  pay 
from  $1,000  to  $60,000  a  year  for  techni 
cal  support— based  on  the  number  of 
users — and  even  more  for  service-  -uch 
as  customized  programming.  Servi 
represented  only  7%  of  revenues  last 
year,  but  the  company  expects  that  to 
grow  dramatically.  As  a  sidelight.  Young 
also  is  turning  the  company's  Web  site 
into  a  portal  providing  information  for 
Linux  users — and  making  money  from 
advertising  and  E-commerce.  The  busi- 
ness model  is  complex  and  unproven,  but 
Young  points  out  that  even  giants  like 
IBM  derive  the  bulk  of  their  income  from 
services. 

Besides,  he  argues,  Red  Hat's  quirky 
business  model  is  the  best  way  to  avoid 
a  direct  confrontation  with  Microsoft — 

HAT  IN  THE  AIR 

Despite  the  excitement  over 
Linux,  Red  Hat  still  has  major 
hurdles  to  overcome: 

GETTING  USERS  TO  PAY 

Linux  is  attractive  because 
basic  versions  can  be  had 
for  free,  and  it's  reliable. 
Red  Hat  has  to  persuade 
customers  to  shell  out  $40 
for  its  beefed-up  version — 
plus  pay  extra  for  technical 
support  and  services. 

CRACKING  THE  CONSUMER 
MARKET  It's  a  chicken-or-egg 
thing:  Makers  of  PC  programs 
and  games  are  reluctant  to 
create  Linux  versions  until  a 
consumer  market  develops. 
But  without  applications,  con- 
sumers will  shun  Linux. 

GAINING  CORPORATE  TRUST 

Linux  shines  when  running 
computer  servers  that  power 
simple  Web  sites.  But  it's  difficult 
to  convince  corporations  that 
they  should  entrust  their  critical 
financial  data  to  an  unproven 
operating  system. 

THE  MICROSOFT  FACTOR 

The  software  giant  has  held 
Red  Hat  up  as  a  threat  to 
its  Windows  monopoly — but 
has  done  nothing  yet  to  run 
over  the  upstart.  That  could 
change  once  the  antitrust 
trial  is  behind  the 
company. 

BUSINESS  WEEK  /  JULY  5.  1999  85 


'"'/<•//,.  I,,..^s* 


9 


brokers  so  great, 
how  come  he  still  has  to  work? 
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aybe  it's  all  the  <  old  calls  m-  the 
dozen  or  so  needy  clients,  who 
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knows?  Brokers  have  a  lot  to  care  about  besides 


their  own  portfolio.  You  on  the  other  hand  care 


more  about  your  own  money  than  anyone  else. 


So  now  that  E*TRADE®can  give  you  virtually 


all  the  tools  the  brokers  use,  what's  stopping 


you  from  taking  control  of  your  finances?  With 


E*TRADE®you  get  real-time  quotes,  breaking 


news,  and  market  insights  directly  from  the  street. 


Everything  you  need  to  make  the  right  pick.  And 


with  our  Smart  Alerts,  you're  notified  when  your 


stock  hits  a  set  level.  So  look  us  up  at  etrade.com, 


aol  keyword :  etrade,  or  1-800-ETRADE-l.  And 


give  your  broker  one  less  account  to  worry  about. 


It's  time  for 
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with  its  installed  base  of  more  than 
200  million  Windows  users.  "You  have 
to  change  the  rules  of  the  game,"  he 
notes  in  an  interview  before  the  IPO 
filing.  Young  believes  that  as  the  Linux 
movement  spreads,  corporate  users  will 
jump  at  the  chance  to  regain  control  of 
their  computer  networks  from  Mi- 
crosoft. "We're  going  after  an  over- 
priced, static  operating  system  with  a 
higher-quality,  better-priced  product," 
claims  Young. 

That  pitch  has  proved  compelling  to 
some  users — principally  Web-site  oper- 
ators and  college  students.  But  analysts 
give  Red  Hat  no  chance  of  cracking  Mi- 
crosoft's lock  on  the  lucrative  personal- 
computer  market.  Despite  its  best  ef- 
forts to  spiff  up  Linux  with  a 
Windows-style  interface,  it  remains  an 
unfriendly  program.  And  few  desktop 
applications  like  word  processors  and 
spreadsheets  run  on  Linux,  so  con- 
sumers aren't  apt  to  switch.  "This  puts 
a  ceiling  on  the  Linux  market,"  says 
analyst  Daniel  Kusnetzky  of  IDC. 
BIG  BACKERS.  Red  Hat's  best  hope  may 
be  selling  products  and  services  for 
servers.  According  to  researcher  Net- 
craft  Ltd.,  Linux  accounts  for  20%  of  all 
server  shipments,  just  six  points  less 
than  Microsoft's  Windows  NT.  Numbers 
like  that  led  Oracle — a  bitter  Microsoft 
rival — to  invest  in  Red  Hat.  "We  sup- 
port the  leading  operating  systems,  and 
Linux  is  emerging  as  one  of  those,"  says 
Mark  Jarvis,  Oracle's  senior  vice-presi- 
dent for  worldwide  marketing. 

For  now,  all  this  market  share  isn't 
producing  much  in  the  way  of  revenue. 
Indeed,  that  may  be  because  Linux' 
biggest  selling  point — its  reliability — 
leads  corporate  users  to  believe  they 
can  run  it  without  paying  for  support. 
Red  Hat's  largest  corporate  user, 
Burlington  Coat  Factory  Warehouse 
Corp.,  bought  1,250  Linux-based  PCs 
for  its  250  retail  stores  but  didn't  buy 
tech  support.  "We  already  have  enough 
Unix  expertise  available  in-house,"  says 
Michael  Prince,  Burlington's  chief  in- 
formation officer.  "In  my  mind,  our  ex- 
perience raises  questions  whether  Red 
Hat's  business  model  makes  sense." 

If  Red  Hat  gets  past  all  of  these 
hurdles,  it  will  still  face  Microsoft. 
Young  shows  no  fear.  Unlike  Red  Hat, 
Microsoft's  past  rivals  were  "dependent 
on  Microsoft's  operating  system,  so  Mi- 
crosoft had  the  leverage — and  used  it," 
he  says.  Young  would  be  well  advised  to 
remember  that  the  computing  landscape 
is  strewn  with  the  remains  of  companies 
that  underestimated  Microsoft. 

By  Dean  Foust  in  Durham,  N.  C, 
with  Jonathan  Drew  in  Atlanta 


COMPUTERS 


BRINGING  MAINFRAME  MIG! 
TO  PC  SERVERS 

After  falling  way  behind,  IBM  is  snatching  back  the  busin 


jr. 


When  IBM  Chairman  Louis  V. 
Gerstner  Jr.  held  his  annual  brief- 
ing for  Wall  Street  analysts  last 
year,  he  was  brutally  frank  about  the 
computer  giant's  PC  server  business,  a 
segment  of  the  industry  that  was  fueling 
spectacular  growth  at  rivals  Compaq 
Computer  Corp.  and  Dell  Computer 
Corp.  "We  missed  this  one  so  badly  that 
I  don't  even  like  to  think  about  it,"  he 
told  analysts.  "We  let  Compaq  run 
out  and  grab  the  PC  server  busi- 
ness." How  much  did  Compaq 
snatch?  Its  38%  market  share  in 
1997  was  more  than  triple  IBM's. 

Now,  however,  Gerstner  can 
hardly  contain  his  glee.  "We've 
got  great  momentum,"  he  crows. 
Indeed,  for  the  first  time  in  years,  IBM  is 
winning  back  customers  and  giving  com- 
petitors fits.  According  to  market  re- 
searcher International  Data  Corp.,  sales 
of  IBM's  Intel-based  Netfinity  servers 
are  up  63%  in  the  first  quarter  of  this 
year  from  the  same  quarter  a  year  ago. 
IBM's  market  share  for  the  same  period 
climbed  from  11%  to  14%.  And,  in  the 
past  six  months,  IBM  says  it  has  won 
more  than  $50  million  in  PC  server  busi- 
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ness  with  important  customers 
Chase  Manhattan,  McDonald 
Kinko's.  Even  sweeter:  In  ovei 
those  deals,  IBM  says  it  is  re 
Compaq  equipment.  Concedes  M 
Donnel,  a  Compaq  vice-presid 
servers:  'We  have  seen  IBM  com* 
little  bit."  But  she  insists  Comj 
losing  big  time  to  ibm.  "It's 
flow,"  she  says. 

It's  the  flow  that  ibi 
have.  Intel-based  servers 
for  $1  out  of  every  $4  s 
computer  servers  worldw 
2003,  that  will  be  $1  out  o 
$2,  according  to  idc.  Thj'IBI 
cause  pc  servers  are  gettir 
sophisticated  and  handling 


At-1 


ger  workload.  Typically,  pc  servj 
nect  small  groups  of  users,  saj 
part  mental  E-mail  system  or  a 
local  files.  But  as  the  power 
chips  has  grown,  PC  servers  have 
the  oomph  to  run  such  eorporate 
Web  sites  and  complex  database  uhcsim 
That's  cutting  into  ibm's  sLo[[jcei 
mainframe  sales,  a  $4  billion  bi 
with  60%  gross  profit  margins,  a 
say.  ibm's  Netfinity  line,  on  the 


sol 


mlBinki 


CmsTI 


51] 


■']'• 


than  5000  Compaq  sales  and 
etlng  representatives  rely  on 
jplications.  Compaq  and  Siebel 
less  solutions  are  establishing 
v  standard  in  the  industry." 
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COMPAQ. 

Mike  C apellas 

ao, 

Compaq  Computer  Corp. 


If  'A'hile  other  vendors  talk, 
bel  delivers  Internet-based 
solutions." 

[BRECHT  &  QUIST 

Mti  ent  Banking  for  the  New  Economy 

ICristina  Morgan 
Managing  Director, 
Hambrecht  &  Quist 
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Web-based,  Siebel  99  is  without 

i  the  single  most  comprehensive 

-  m|  it  office  solution  available." 
ill 


"We  standardized  on  Siebel 

software  for  our  sales  and 

business  development  activities. 

We  are  excited  about  their  new 

Web-based  products." 

Charles  Schwab 

Charles  Schwab 

Chairman  and  Co-CEO, 
The  Charles  Schwab  Corporation 


"Thousands  of  MCI  WorldCom 

sales  and  service  representatives  are 

now  able  to  better  serve  millions  of 

customers  every  day  as  a  result  of 

MCI  WorldCom  standardizing  on 

Siebels  Web-based  products." 

MCI  WORLDCOM 

Omar  Leeman 

President  Business  Operations, 
MCI  WorldCom 


Harry  Tse 
e<  toi  Enterprise  Applications, 

The  Yankee  Group 

;bel  fully  supports  Internet 
f-service  and  eCommerce." 

Novell 

Eric  Schmidt,  PhD 

.mould  and  (  HO, 
Novell 


"Siebel  System's  Internet-based 

applications  empower  our 

employees  and  our  customers  with 

up-to-the-minute  information." 

Banc  of  America  Securities  LLC 

Bank  of  America    ^ 


Lew  Coleman 

Chairman, 
Bam  of  America  Securities  LLC 


"Siebel  Web  applications  are  the  tried. 

tested,  and  proven  market  leaders  in  sales, 

marketing,  and  customer  service." 

PricwaTerhouseQopers  Q 

Scott  Hartz 

CEO, 

PncewaterhouseCoopers  Consulting 


"Siebel  99  offers  a  fully  Web-based 

product  that  can  be  accessed  anywhere 

via  a  Web  browser." 

ll&BancBoston 
Robertson  Stephens 

Eric  B.  Upin 

Sr.  Software  Research  Analyst  and  Managing  Director, 
BancBoston  Robertson  Stephens 

"Siebel  delivers  a  full  suite  of 

Internet-enabled  sales,  marketing, 

and  customer  service  solutions  that 

customers  can  buy  and  deploy  today." 

Aberdeen  Group 

Hugh  Bishop 

Vice  President,  Customer  Information  Systems, 

Aberdeen  Group 

"Siebels  Web-based  products  have 
completely  redefined  eBusiness." 

/room 

Hi  ro  Satake 

President, 

Itochu-Techno  Sciences  Corp. 
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hand,  may  have  30%  gross  profit  mar- 
gins, but  it's  a  $1.2  billion  business  that 
grew  100%  last  quarter.  "This  is  a  high- 
growth  market,"  says  mc  analyst  Amir 
Ahari.  "The  last  thing  ibm  wants  is  to 
be  blindsided  like  it  was  in  desktops. 
They  let  the  PC  market  slip  past  them." 
Instead,  ibm  hopes  to  zip  past  rivals. 
To  do  that,  the  company  has  given  its  PC 
servers  a  complete  technology  overhaul 
while  pumping  up  its  marketing,  includ- 
ing spending  $5  million  a  year  just  on 
customer  research.  The  key  makeover 
ingredient:  putting  the  best  of  its  main- 
frame knowhow  and  reliability  into  the 
smaller,  cheaper  machines.  At  the  same 
time,  Big  Blue  has  rolled  out  the  red 
carpet  for  wary  customers,  winning  over 


the  likes  of  Blockbuster  Entertainment 
Corp.  and  Fuji  Photo  Film  Co.  "What- 
ever a  customer  is  going  to  spend  on 
[Windows]  nt  and  Intel-architecture 
products,  my  mission  is  to  get  the  most 
of  that  we  can,"  says  David  Thomas,  gen- 
eral manager  of  ibm's  pc  company. 
DOUBLE  WHAMMY.  Yet  as  Thomas  sets 
off  on  his  mission,  he  may  find  himself 
facing  competitors  armed  with  ibm's  own 
expertise.  Indeed,  ibm  is  supplying  rivals 
such  as  Dell  with  much  of  the  same 
cutting-edge  technology  that  is  going 
into  its  own  pc  servers.  That  could  be  a 
double  whammy  for  Thomas,  since  he 
still  has  to  overcome  earlier  missteps 
and  convince  customers  that  ibm's 
servers  are  much  better  than  a  few 


IBM:  No  Longer  a  Laggard  in  Servers 

In  quarterly  sales,  Big  Blue  trails  Compaq  and  Dell,  but  it's  gaining  ground 


•Millions 

DATA:  INTERNATIONAL  DATA  CORP. 


COMPAQ 

HP 

IBM 

DELL 

Ql  '98 

$1,090 

$410 

$360 

$340 

Ql  '99 

$1,250 

$461 

$580 

$590 

GROWTH 
RATE 

15% 

11% 

61% 

73% 
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years  ago,  when  they  were 
pokey  and  humdrum. 

That's  why  ibm  decided  to 
tiny  PC  servers  mainframe  m 
the  summer  of  1997,  the  compu 
plucked  some  of  its  top  enginee 
ent  from  other  computer  gro 
told  them  to  go  to  work.  Now 
older  mainframe  cousins,  I 
servers  simply  refuse  to  fail.  "' 
everything  that  could  happei 
Frank  Governale,  vice-presiden 
erations  at  cbs  News,  which  b< 
Netfinity  servers,  cbs  News  wa 
for  servers  to  replace  an  aging 
old  system,  but  it  wanted  mach 
were  ultrareliable.  IBM  set  upia  | 
ty  server  and  had  a  cbs  technic 
pulling  out  parts,  including  th 
supply  and  disk  drives.  The 
just  kept  running. 

Should  something  still  go  a\ 
has  an  answer  for  that,  too.  E\  | 
chine  has  software  designed  to 
the  entire  system,  constantly  on 
out  for  impending  failures — be 
server  can  crash.  The  softwan 
something  is  about  to  go  kapi 
disk  drive  or  power  supply,  ai 
matically  sends  a  message  to  an 
vice  center.  If  the  problem  can't 
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Optional  chrome  wheels  shown. 

'Driver  and  front  passenger  crash  test.  Go 
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I.  repair  person  is  then  dispatched 
Biew  part  "They're  bringing  main 

I  iscipiine  to  tin-  Intel  hsuscd  server 
-is,"  says  systems  analyst    Dale 

Iif  Bayer  Corp.,  which  is  replacing 
ipaq  servers.  The  company  will 
have  1(H)  ibm  Netfinity  servers 

»C-mail  and  Notes  software. 
ks  to  other  mainframe  smarts, 
B  technicians  arrive,  they  don't 
■eil  to  turn  off  the  ailing  com- 
ii  replace  the  parts.  IBM  tech- 
called  Hot  Add  and  Hot  Plug 
technicians  swap  or  add  parts  as 
•hine  is  nmning.  And  on  June 
unveiled  a  new  top-of-the-line 
tailing  at  $80,000  and  its  latest 
ne-like  technology,  software  that 
nect  up  to  64  Netfinity  comput- 
ing the  servers  as  powerful  as  a 
mputer.  Says  Michael  Liebow, 
■  of  strategy  for  the  Netfinity 
11  we're  doing  is  cherry-picking 
t  [mainframe]  technology  and 
5  it  to  the  Intel  space." 
WENT.  The  changes  are  paying 
ten  Fuji  went  looking  for  PC 
to  power  a  mini  photo-process- 

b|  t  plans  to  sell  to  retailers,  every 
f  gave  the  standard  price  quote 
hardware — over  the  phone.  But 
Uespeople  first  asked  to  meet 
iji  to  find  out  more  about  what 
pany  was  doing.  Then  they  gave 


I 


Fuji  manager!  a  tour  of  IBM's  research 
operation,  Including  a  peel  a(  some  In 

t  cruet  technology  that  will  help  Fuji 
put  its  photo  processing  system  on  the 
Web.  The  result:  a  $4.4  million  contract 
for  the  servers  and  a  commitment  for 
future  K  commerce  business.  "I  thought 
I  was  just  buying  hardware,"  says  Hill 
Diminno,  general  manager  of  Fuji's 
Commercial  Markets  Div.  "Instead,  I'm 
buying  a  lot  of  knowledge." 

To  be  sure,  IBM  is  still  No.  3  in  server 
sales:  Compaq  and  Dell  remain  in  the 


Hot  Add  and  Hot  Plug  technology  for 

Quip    Michael  D.  Lamb 
enior  vice  president  of  Dell's  Enter 
prise  Sy  tem    Group:  "The,-  probably 

make  money  off  US  and  lose  money  on 

desktops  and  servers." 

True,  IBM's  PC  business  which  in- 
cludes !■<  server-  losl  nearly  $1  bil- 
lion last  year.  Most  of  that,  however, 
was  in  desktop  PCS,  and  analysts  ex- 
pect the  business  to  at  least  break  even 
this  year,  IBM's  Thomas  counters  that 
the  numbers  don't  tell  the  entire  story. 


=====^^==  When  Big  Blue  technicians  arrive, 
===== 7  =  they  don't  even  need  to  turn  off 
an  ailing  computer  to  replace  parts 


lead.  And  while  Compaq  has  been  strug- 
gling, Dell  has  been  going  gangbusters, 
edging  out  ibm  for  the  No.  2  slot  by  in- 
creasing its  server  sales  in  the  first 
quarter  73%,  according  to  IDC.  More- 
over, ibm  may  not  be  helping  its  own 
cause.  The  company  is  selling  its  win- 
ning technology  to  rivals.  In  April,  ibm 
and  Dell  announced  a  deal  valued  at 
$16  billion  for  ibm  chip,  storage,  and 
monitor  technology  that  will  certainly 
go  into  Dell  servers.  Meanwhile, 
Hewlett-Packard  Co.  has  licensed  IBM's 


"A  lot  of  the  profits  we  derive  from  our 
PC  business  show  up  in  other  segments 
[of  ibm],"  he  says.  For  example,  main- 
tenance or  services  sold  along  wath 
Netfinity  servers  are  booked  as  rev- 
enue by  ibm's  Global  Services  unit.  "It's 
never  going  to  look  exactly  the  same 
[as  Compaq  or  Dell],"  says  Thomas. 
Maybe  not.  But  if  Thomas  can  keep  the 
momentum  going  in  PC  servers,  then 
those  comments  might  just  fade  away. 

By  Ira  Sager  in 
Somers,  N.  Y. 
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Term  Life  Bargain  Day 

Competition  and  the  Net  have  cut  rates-but  that  may  not  I 


BY  KERRY  HANNON 

What  costs  less  than  half  what  it  did  two 
years  ago?  Term-life  insurance.  Term-in- 
surance buyers  have  been  enjoying 
some  of  the  lowest  rates  in  history 
thanks  to  increased  competition  and  the 
ability  to  buy  policies 
over  the  Internet  or 
the  phone  without  going 
through  an  agent. 

Let's  say  you're  a  45-year-old  man  in  good 
health  who  wants  a  20-year,  $1  million  term  poli- 
cy with  level  premiums.  Back  in  1997,  that  would 
have  cost  more  than  $1,800  a  year,  says  Moody's 
Investors  Service.  Today,  the  annual  premium  can 
be  as  little  as  $964.  But  this  bargain-hunter's  par- 
adise may  not  last.  The  National  Association  of  In- 
surance Commissioners  has  approved  regulations 


Life  Insurance 


isp 


that  would  require  insurers  to  raise  the 
they  set  aside  to  cover  claims.  Severa 
have  already  approved  the  regulations,  a 
are  expected  to  follow  suit  by  Jan.  1.  To   v 
the  reserve  additions,  insurers  likely  will 
premiums  and  limit  rate  guarantees.  So  it   j 

to  move  now  if  you're 

ering  buying. 

Term-life  policies  pro 

surance  for  a  set  perioc 
even  50  years — without  the  savings  anc 
ment  features  you'll  find  in  whole-  or  univ< 
coverage.  Unlike  other  types  of  life  ins 
you  can  drop  coverage  without  penal 
thanks  to  toll-free  calling  and  the  Net,  y< 
plenty  of  choices.  If  you  want  to  review 
with  a  live  person,  you  can  visit  an  agent 
ker,  though  you'll  pay  a  commission  to 


remium  coverage— which  guarantees 
>ame  premium  for  the  life  of  the 

policy-is  gaining  in  popularity 


you  feel  confident  about  shop- 
ping solo,  direct  sales  over  the 
phone  or  Net  are  the  cheap- 
est routes.  You  might  also 
check  out  deals  through  your 
college  or  credit-card  issuer. 

Read  the  fine  print,  though. 
Not  all  bottom-rate  policies 
deliver  on  their  promise — and 
while  some  rock-solid  insur- 
ers do  offer  bargain  rates,  the 
cheapest    rates    may    come 
from  those  that  are  less  fi- 
nancially stable.  Moreover,  the 
lowest  rates  may  be  available 
only  to  a  select  group  of  fit- 
as-a-fiddle  folks. 
Insurance-quote  services  and  mu- 
tual-fund companies  such  as  Fidelity 
Investments  can  help  you  evaluate 
your  options  and  needs  with  online 
calculators.  That  said,  nothing  is  as 
easy  as  it  sounds.  Different  undei-writ- 
ing  criteria  mean  that  a  10-year  term 
policy  for  a  40-year-old  male  nonsmoker 
eeking  $1  million  in  coverage  might  cost 
.0  a  year  with  Midland  Life  Insurance  or 
at  Banner  Life  Insurance.  Some  quote 
ask  a  handful  of  queries,  while  others 
tiled  questionnaires  that  ask,  for  example, 
you've  been  convicted  of  driving  under 
•nee  in  the  past  10  years  or  used  tobacco 
t  five.  Ultimately,  what  you  pay  depends 
idatory  physical  exam  and  lifestyle  fac- 
ou're  a  passionate  scuba  diver,  don't  ex- 
sceive  the  lowest  rate.  A  hazardous  hob- 
double  your  premium  or  keep  you  from 
overage. 

ng  how  much  insurance  you  need  is  eas- 
>sti  mating  rates.  The  rule  of  thumb  is  to 
•urself  for  5  to  10  times  your  annual  in- 
it  what  you  need  will  also  depend  on 
irj  ise's  income,  the  number  of  your  depen- 
d  your  own  wealth.  Once  you  figure  out 
h  coverage  is  right,  evaluate  the  type  of 
u  need.  Be  sure  to  check  out  multiyear 
nium  insurance.  A  relatively  new  product, 
itees  you'll  pay  the  same  premium  for 
'  your  policy.  Last  year,  some  40%  of  new 
cies  guaranteed  a  set  rate  for  20  years  or 
impared  with  none  in  1995,  according  to 


era 
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ear  term  policies  are  becoming  the  cov- 
choice.  Locking  in  a  flat  rate  eliminating 
d  hikes  and  future  health  screenings  is 
uetit  for  aging  boomers.  Buying  a  level- 
i  policy  now  will  also  protect  you  if 
•  or  your  health  declines.  But  that  rate 
will  cost  you:  A  10-year,  $1  million  lev- 
policy  for  a  38-year-old  female  non- 


smoker  in  line  health  n 
around  $600  annually.  A  20  year 

policy  would  cost  $710.  Always 

check  the  line  print   to  see  if  your 

level  premiums  are  guaranteed  An 

insurer  may  be  able  to  hike  rates 
for  an  entire  class  of  policyhold- 
ers. And  some  10-year  policies 
might  guarantee  rates  for  only  5, 
Your  rates  could  jump  after  that  if  you  have  a 
medical  problem. 

You  should  also  shop  for  convertibility,  which 
lets  you  switch  your  term  policy  for  more  expen- 
sive whole-  or  universal-life  coverage  without  an- 
other health  exam.  Insist  on  a  policy  that  doesn't 
restrict  the  conversion  period  to  the  first  few 
years  of  the  term.  Whole  life  stays  in  effect  until 
age  100;  universal  lets  you  designate  how  much  of 
your  premium  should  go  toward  insurance  and 
how  much  for  investments. 
more  FOR  LESS.  Second-to-die  insurance  is  worth 
considering,  too.  A  second-to-die  policy  on  a  hus- 
band and  wife  doesn't  pay  off  until  both  have 
passed  on.  Second-to-die  term  insurance  provides 
cash  to  pay  taxes  on  your  estate  and  protect  your 
children  or  other  heirs.  Since  premiums  are  based 
on  two  life  expectancies,  they  are  typ- 
ically cheaper  than  those  on  policies  P T 6 ITI I U ITI S  PIlld&B 
covering  one  person. 

Your  choice  of  beneficiary  is  critical. 
Most  people  select  a  spouse.  But  if 
you  opt  for  a  child,  things  can  get 
tricky  if  the  child  is  a  minor  when 
you  die.  In  that  case,  you'll  want  to 
name  a  trustee  to  accept  the  insur- 
ance payout  and  administer  it  until 
the  child  turns  18.  As  a  policy  owner, 
you'll  need  to  pick  a  payoff  method  as 
well.  The  common  options  are  interest 
income  only,  installments  for  a  fixed 
period,  or  an  annuity. 

Always  check  an  insurer's  financial  stability. 
Buy  from  companies  with  the  highest  ratings 
from  Standard  &  Poor's,  A.M.  Best,  Duff  & 
Phelps,  Moody's,  or  Weiss  Group.  Once  you  hold  a 
policy,  check  the  insurer's  rating  with  at  least 
two  agencies  annually.  Your  bargain-priced  policy 
will  be  little  consolation  if  your  insurer  won't  be 
around  to  make  the  payout  if  you  die.  n 
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Sample  annual  premium  for  a 
$1  million,  20-year  term  policy 
for  a  "preferred  risk"  male,  45 
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Term  Insurance  Tips 


•  Buying  via  a  Web-based  service  may  mean  a  lower  premium  if  you  know 
precisely  what  you  want.  If  you  need  hand-holding,  an  agent  is  worth  an 
initial  meeting  to  get  you  up  to  speed  on  what  your  needs  might  be. 

•  Before  buying,  be  sure  the  insurer  is  financially  sound.  Look  for  ratings 
of  AAA,  AA,  or  A++.  Each  rating  service  has  a  different  system.  Check 
with  AM.  Best  (908  439-2200,  www.ambest.com);  Duff  &  Phelps  (312  368- 
3157,  www.dcrco.com);  Moody's  Investors  Service  (212  553-0377, 
www.moodys.com);  Standard  &  Poor's  (212  208-1527,  www.standardand- 
poors.com/ratings);  or  Weiss  Group  (800  289-9222,  www.weissratings.com). 

•  To  be  able  to  waive  premium  payments  in  case  you're  disabled,  consider 
a  "waiver  policy."  They're  costly:  At  Prudential  Insurance,  for  a  20 -year 
policy  with  $1  million  in  coverage,  the  difference  in  premium  payments 
between  taking  a  waiver  and  not  taking  one  is  $1,210  annually. 
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Enhanced? 


Index  Funds 


Only  the  Expenses 

Funds  that  try  to  beat  the  index  mostly  get  beaten 


BY  TODDI  GUTNER 


El 
! 
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Iquity  index  funds  have  been  so  hot  that  the 
idea  of  an  "enhanced  index"  fund  designed  to 
beat  the  Standard  &  Poor's  500-stock  index 
by  a  percentage  point  or  two  should  be  even 
I  hotter.  Although  50  enhanced  s&p  funds  now 
beckon  to  investors,  however,  they  don't  always 
live  up  to  their  billing.  "Many  aren't  particularly 
index-like,  nor  do  they  always  provide  much  en- 
hancement," says  Mark  Riepe,  head 
of  the  Schwab  Center  for  Investment 
Research  at  Charles  Schwab. 

Indeed,  only  12  out  of  the  21  funds 
that  have  been  around  for  three  years 
through  June  18  have  beaten  the  s&P. 
One  reason  for  the  underperformance: 
Enhanced  funds  suffer  from  high  ex- 
penses and  portfolio  turnover — just 
what  index  funds  are  supposed  to 
avoid.  Yanni-Bilkey  Investment  Con- 
sulting in  Pittsburgh  figures  that  the 
expense  ratio  for  the  average  en- 
hanced index  fund  is  1.1%  of  assets. 
While  that's  less  than  the  1.47%  ratio 
for  the  average  actively  managed  fund, 
it  still  is  more  than  double  the  spartan 
0.54%  for  conventional  index  funds. 


What's  more,  the  average  enhanced  in 
turns  over  about  97%  of  its  portfolio 
Such  high  turnover  can  cost  shareho 
cause  any  short-term  capital  gains 
trades  are  taxed  at  ordinary  rates.  Sm 
den  U.  S.  Equity  Market  Plus,  for  exar 
a  capital-gains  distribution  of  $1.91  per 
1998.  Conventional  index  funds,  of  cou 
minimal  portfolio  turnover. 

Enhanced  index-fund  managers  try 
their  benchmark  several  ways.  One  is 
leverage.  Some  funds  buy  and  sell  stock 
tures  contracts  and  options  along  with  ( 
or  even  in  place  of  them — in  an  attemi; 
50%  to  200%  of  index  returns.  Rydex 
example,  tries  to  beat  the  s&p  by  50%. 
accomplished  that  since  its  inceptipi 
but  it  did  return  27% — nearly  four 
age  points  more  than  the  index 
12  months  ended  on  June  18.  C 
leverage  can  cut  both  ways.  V 
market  is  falling,  Rydex  Nova  de 
a  greater  amount  than  the  s&p.  I 
when  the  S&P  market  fell  18% 
July  17  and  August  31,  Rydex 
27%. 

A  SAFER  WAY.  Other  enhanced  in< 
try  to  improve  performance  throi 
rior   stockpicking.    For   examp 
Nagorniak,  manager  of  Vanguan| 
&   Income,  owns  about  140  of 
stocks  in  the  s&p.  The  10  largest 
the  S&P  make  up  21%  of  the  irfl 
Nagomiak  holds  only  four  of  those 
his  top  10,  which  makes  up  27%  of 
folio.  At  3.96%  of  the  fund's  as[ 
biggest  holding  is  Tyco,  a  diversify 
facturing  company  that  makes  alarm 
among  other  items.  Tyco  is  not  in  th< 
top  10.  Nagorniak's  fund  returned  21 
26.90%  for  the  s&p  for  the  three  years 
June  18. 

A  third  way  that  managers  try  to 
the  index  is  to  buy  S&P  futures  contrac 
vest  most  of  their  fund's  cash  in  si 
bonds.  Both  Smith  Breeden  U.  S.  Equit 
Plus  and  Payden  &  Rygel  Market  Reti 
this  strategy.  "If  you  buy  the  wrong 


How  Enhanced  Index  Funds  Are  \i 


: 


FUND/TYPE                                                                     TOTAL  RETURN1 

YEAR  TO  DATE     12  MONTH'] 

CLASSIC 

SMITH  BREEDEN  U.S.  EQTY  MKT.  PLUS       10.29% 
PAYDEN  &  RYGEL  MKT.  RETURN  R              9.29 

22.53%j 
21.90   i 

STOCKPICKER 

VANGUARD  GROWTH  &  INCOME                11.48 
AMERICAN  CENTURY  INCOME  &  GROWTH    6.75 

20.71 
19.21    | 

LEVERAGED 

RYDEX  NOVA                                         11.10 

26.79   i 

S&P  500  INDEX                                     5.80% 

"Through  May  31 

19.39%d 

DATA:  MORli 
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IFOVision 


Your  finance  team  plays  a  pivotal  role  in  helping  your 
company  reach  its  goals... a  role  that  goes  far  beyond 
scorekeeping.  And — as  CFO — you  need  timely  and 
accurate  information  to  ensure  that  your  team — and  your 
enterprise — gain  true  competitive  advantage. 

CFO  Vision  "  from  SAS  Institute  brings  you  the  software, 
the  support,  and  the  strategy  you  need  to: 

React  quickly  to  changing  business  drivers:  acquisitions, 
mergers,  and  organizational  realignments 

Visualize  your  business  from  every  angle — by  customer, 
product  line,  market  sector,  geographic  boundary,  and 
more — in  any  currency  including  the  euro 

Turn  dispersed  financial  and  non-financial  data  into 
business  information  that's  accessible  to  every  corner 
of  your  enterprise 


Put  your  finance  team  at  the 
center  of  enterprise  decision 
making  with  our  integrated 
financial  management  solution. 

Learn  more  with  our  free  guide 
and  video,  available  by  visiting 
www.sas.com/cfogoal  or  giving 
us  a  call  at  919.677.8200. 


$3usiness  of  Better  Decision  Making 


M 

SAS  Institute 


www.sas.com/cfogoal      E-mail:   bw@sas.com      919.677.8200 


other  SAS  Institute  Inc  product  or  service  namos  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc  in  the  USA  and  other  countnes  ®  indicates  USA  registration  Other  brand  and  product  names  are 
%pectlve  companies  Copyright  ©  1999  by  SAS  Institute  Inc      23688 
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Index  Funds 


underperform  the  index  by  a  huge  amount," 
but  not  so  when  you  buy  the  wrong  bond,  says 
John  Sprow,  manager  of  the  Smith  Breeden 
fund. 

Since  the  fund's  inception  in  1992,  Sprow  has 
returned  22%  annually,  compared  with  21%  for 
the  s&p.  To  achieve  his  returns,  he  looks  for 
mispriced  bonds.  Last  year,  50%  of  Sprow's  fund 
was  invested  in  adjustable-rate  mortgage  debt 
because  he  thought  it  was  underpriced.  He  sold 
off  most  of  the  holding  this  year  as  arms  rose  in 
price. 

The  s&p  500  isn't  the  only  index  to  beat.  Pro- 


Funds  UltraOTC,  which  tries  to  beat  I 
nology-heavy  nasdaq  100  index  by  t| 
has  had  a  great  run.  By  relying  heavl 
tions  and  futures  trading,  UltraOTcT 
146.6%  for  the  12  months  ended  Jua 
78%  for  the  index.  But  this  fund  is  a  n| 
ception.  Considering  the  few  extra 
points  of  return  that  most  enhanced 
may  give  you,  you're  better  off  stickil 
conventional  index  fund.  That's  where  [ 
lower  risk  and  expenses,  plus  minimal 
ities.  Over  the  long  haul,  those  featurtj 
plenty  to  your  investment  returns. 


Extreme  valuations  don't 
always  bother  John  Leo,  co- 
manager  of  Northern  Tech- 
nology fund.  He  likes  highfliers — 
as  long  as  they're  market  leaders 
with  earnings  growth  and  strong 
management.  For  the  three  years 
ended  May  31,  his  no-load  fund 
rose  an  annualized  h3.3%,  vs. 
22.5%  for  the  average  tech  fund. 
This  year,  the  fund  has  returned 
274%  through  June  18.  s&P  and 
Morningstar  have  each  given  the 
fund  five  stars  out  of  a  possible 
five.  Leo  spoke  with  Bill  Gerdes, 
fund  reporter  with  s&p  Fund 
Advisor  (www.personalwealth. 
com). 


Q:  Wfiat's  ahead  for  tech? 
A:  We  remain  very  bullish  about  the 
prospects  for  technology,  though  the 
near  term  may  be  choppy  because  of 
rising  interest  rates  and  Y2K.  The  in- 
dustry will  continue  to  be  a  strong 
contributor  to  U.  S.  and  world  growth. 

Q:  How  do  you  invest  in  technology? 
A:  We  look  for  market  leaders  within 
technology  subsectors.  We  want  com- 
panies that  operate  in  expanding  mar- 
kets, produce  earnings  growth,  and 
have  dynamic  management  teams.  We 
like  companies  led  by  technologists, 
not  hired  guns. 

Q:  What  trends  are  you  following? 
A:  We've  recently  focused  on  commu- 
nications. Our  holdings  include  net- 
work chip  providers,  such  as  Texas 
Instruments,  Altera,  and  Vitesse 


Semiconductor.  Copper  Mountain  Net- 
works provides  technology  used  to 
convert  copper  phone  lines  into  high- 
speed transmission  lines. 


led  to  profit-taking,  the  N^ 
most  rapidly  growing  are; 
nology.  We're  exposed  to 
the  few  profitable  Internet! 
nies,  such  as  America  Onli| 
Yahoo! 

Q:  How  are  initial  public 
ings  changing  the  Net  inv\ 
landscape? 

A:  Too  many  Internet  cor 
are  going  public.  The  b 
probably  already  made  the? 
buts,  but  the  increased  nul 
Internet  companies  may  h| 
share  prices.        • 

Q:  What  are  the  fund's  lar 

holdings? 
A:  Tellabs,  Ascend  Communicl 
AOL,  Xilinx,  and  STMicroelectrl 


Q:  Wliat  are  your  favorite  st 
A:  We  have  high  hopes  for  L 
which  has  more  than  50%  of 
ket  for  components  for  fiber-i 
works.  It  should  gain  a  stron 
tion  after  it  acquires  jds  Fitek 
component  suppfe] 

Leo's  Top  Holdings  Q:  When  d0  yo\ 

%  of  net  A:  We  usually  sq 

A5SETS*  cause  of  a  failurd 

Q:  Some  say  Net  stocks     TELlABMLAB  4-59  meet  objectives,» 

have  peaked.  What's  ASCEND  COMMS/ASND 4.55  down  in  growth^ 

your  view?  AMERICA  ONLINE/AOL       4.52  Petitive  disadvai* 

A:  It  would  be  impru-         XILINX/XLNX 3  89  Because  technok] 

dent  to  ignore  the  In-         -     ■••'  uations  can  be  s 

ternet  as  an  investment     ^ICR0.E^CTRON,CS^™.3:78.  treme,  sell  decis 

opportunity.  While  ris-        *Asofjunei8  based  on  valuati 

,FF.  i  '        ,  DATA:  NORTHERN  TECHNOLOGY  FUND  ,       ,       , 

mg  interest  rates  have  be  bad  ones. 


Q:  Why  has  the  fund  beaten  its  peers? 
A:  We  increased  our  Internet  expo- 
sure in  late  1997  and  early  1998,  earli- 
er than  many  of  our  peers.  Also, 
we're  probably  more 
focused  on  market  lead- 
ers and  large-caps  than 
the  average  tech  fund. 

NAME/TICKER 


BusinessWeek  ONLm 


tj  Listen  to  the  latest  market  news  and  analysis  at  Business  Week  Online  (www.businessweek.com/inve 
MORNING  CALL  Standard  &  Poor's  experts  discuss  the  latest  market  trends.  Live  every  Monday  at  8:15 
audio  transcript  is  available  shortly  afterward.  HOURLY  RADIO  REPORTS  Business  Week's  Ray  Hoffman  delivers  market  news  and  insights  througl| 


troducing  ReplayTV. 


t'.L  ie  ReplayTV  dig/Ial  se!  top  box 
T  td  the  free  Replay  Network 
0nMce.  you  can  watch  what  you 
'Urt     want  when  you  want 


ffll 


TV  ON  YOUR  TERMS.  When  you've  got  ReplayTV,  nothing  gets  in  the  way  of  your,favonte  shows. 
Not  hunger.  Or  traffic  jams.  Or  working  late.  With  ReplayTV,  the  shows  you  like  all  follow  one 
schedule:  yours.  Now  you've  got  the  freedom  to  watch  what  you  want,  when  you  want. 

YOUR  SHOWS  ON  YOUR  TIME.  ReplayTV  combines  digital  recording  technology  with  an  intelli- 
gent programming  service  to  capture  the  programs  you  want  to  watch,  every  time  they're  on. 
Now  you'll  never  miss  your  favorite  shows.  It's  easy.  It's  automatic.  It's  guaranteed. 

IT'S  YOUR  TV.  You  decide  what's  on.  Ever  wish  there  was  a  TV  channel  devoted  to  your  inter- 
ests? ReplayTV  can  make  this  wish  come  true.  Create  custom  channels  based  on  your  favorite 
shows,  like  ERfOr  based  on  actors  or  directors  or  on  themes  like  cooking  or  college  basketball. 
The  Replay  Network  Service  finds  and  records  the  shows  you're  interested  in,  even  if  you  don't 
know  they're  being  broadcast. 


PUT  REALITY  ON  HOLD.  When  you've  got  ReplayTV,  interruptions  no  longer  mean  missing  out. 
That's  because  you  can  now  pause  live  TV.  Or  replay  it.  Rewind  it. 
Or  QuickSkip"  past  commercials.  That's  the  power  of  ReplayTV. 
It's  television  made  personal. 


Ire 


plTy> 


Primetime.  Anytime. 


,:i-Ii 


der  ReplayTV  today  for  just  s699 


''('(■ 


Or  visit 


PERSONALIZED 
CHANNELS 


CONTROL 
LIVE  TV 


NO  NO 

VIDEO  TAPES  MONTHLY  FEES 


7-ReplayTV      replaytv.com 

30  il.iy.  money-back  guarantee.        Only  available  directly  from  Replay. 


■<  are  jubfocl  to  change  Pries  does  not  include  applicable  state  and  local  tales  lai  or  shipping  to  lh«  recipient  s  destination  CI 999  Replay  Networks,  Inc  All  rights  reserved 
■  JuichShip  and  Primetime  Anytime  are  trademarks  of  Replay  Networks,  Inc  All  other  trademarks  or  registered  trademarks  are  property  of  their  respective  holders 
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The  Barker  Portfolio 


IS  YOUR  ANNUITY 
A  DUD?  READ  ON 


BY  ROBERT  BARKER 

They're  dull  as 
dust,  but  if  you 
have  one,  a  little 
work  could  very 
well  lead  to  a 
better  deal 


Here's  a  fearless  forecast:  The  first  word  of 
the  next  sentence  will  make  you  want  to 
turn  the  page.  Annuities — tax-deferred  in- 
vestment plans  that  come  with  such  discouraging 
terms  as  "surrender  charge"  and  "mortality  ex- 
pense"— are  the  financial  world's  deadliest  topic. 
If  neither  you  nor  a  loved  one  owns  one,  have 
mercy  on  yourself  and  turn  the  page.  For  the 
rest  of  you,  I  have  a  question:  Are  you  satisfied 
with  your  annuity? 

Mary  Sandrowski  wasn't.  A  retired  medical 
transcriber  in  Redlands,  Calif.,  Sandrowski  could- 
n't help  but  feel  contempt  for  how  little  her 
Hartford  Life  fixed  annuity  paid — just  4%.  "I 
thought,  'I  can  do  this  on  a  bank  CD  any  day  of 
the  week,' "  she  recalls.  So  she  enlisted  her  son, 
Phillip  Cook,  a  Torrance  (Calif.)  certified  financial 
planner  (cfp),  to  find  a  better  deal.  He  put  to- 
gether a  similar  contract  paying  one-half  per- 
centage point  more  a  year — but  with  a  first- 
year,  4%  bonus  that  more  than  offset  a  1% 
surrender  fee  on  the  old  contract. 

Dumping  an  annuity  isn't  something  to  do 
lightly.  Taxes  and  fees  can  kill  you.  But  if  the 
reasons  you  bought  it  no  longer  apply,  then  why 
not  try  to  do  better?  "The  annuity  marketplace 
is  so  competitive  right  now,  there  are  lots  of 
deals,"  says  Fort  Worth  cfp  E.  Kim  Dignum. 
That's  why  I  formed  this  four-step  plan  to  help 
you  see  if  it's  worth  switching. 
STEP  1:  Search  your  files,  call  your  adviser,  or 
phone  the  annuity  company,  but  one  way  or  an- 
other find  two  facts:  the  current  value  of  your 


The  Difference  a  Point  Makes 

Deciding  whether  to  trade  in  an  annuity  can  seem  like  high  finance. 
Not  so.  Here's  a  worksheet  to  help  you. 


contract  and  the  "surrender  charge,' 
centage  fee,  you  would  have  to  pay  to 
likely  ranges  from  nothing  to  10%. 
one  of  the  firms  offering  no-load  annui 
out  surrender  charges — Scudder  (800 
T.  Rowe  Price  (800  469-5304),  and  Van 
522-5555)  are  three — and  see  what  a  coi 
contract  has  been  returning.  Fidelity 
2442)  also  offers  low-cost  annuities, 
surrender  charges. 

STEP  2:  Do  the  worksheet  below.  It  wil 
a  quick  idea  whether  you  should  pay  a 
charge  to  flee  your  current  annuity  fo 
one.  While  cases  differ,  Melbourne  ( 
Mary  Ellen  Baldwin  suggests  that  if  y 
crummy  annuity  now  and  your  surrend 
is  2%  or  less,  a  swap  may  put  you  ahl 
You  also  should  look  at  an  annuity ;  a 
your  entire  portfolio's  asset  allocation 
make  the  most  of  your  money  in  a  fixe 
by  moving  it  into  a  variable  annuity  tha 
invest  in  more  volatile  assets,  such 
company  or  foreign  stocks,  while  usin 
higher-returning  bond  or  money-markt 
funds  for  the  fixed-income  slice  of  your 
Here's  why:  Annuities  often  come  wit 
benefit  that  guarantees  against  losing  y 
investment — a  feature  you  may  as  wel 
your  least  stable  holdings. 
STEP  3:  Make  sure  that  if  you  switch, 
via  a  "1035  exchange."  That  allows  yoi 
your  money  without  paying  the  tax  tha 
withdrawn  earnings  at  high,  ordinar 
rates.  It's  akin  to  rolling  over  an  indi 
tirement  account.  Call  the  company  v 
want  the  money  to  go  and  say  the  maj 
1035  exchange.  The  company  will  seni 
paperwork,  contact  your  current  annu 
and  walk  you  through  the  swap.  Keef 
of  your  investments,  or  "basis,"  in  the 
.  ity.  You'll  need  it  to  pay  t 
-  tax  when  you  take  your  m( 
STEP  4:  If  you  decide  the 
charge  is  still  too  high  foiti 
be  patient.  These  fees 
decline  each  year.  I 


OUR  EXAMPLE 


YOUR  CHOICE 


you  likely  ca: 


CURRENT  ANNUITY  ALTERNATIVE         CURRENT  ANNUITY      ALTERNATIVE 


some 


of 


yo 


1  CURRENT  ANNUITY  VALUE 

$100,000 

$0 

'  $ 

$0 

2  SURRENDER  CHARGE 

2% 

A> 

0% 

3  CASH  AVAILABLE  TO  REINVEST 

$98,000 

$ 

4  ANNUAL  RETURN  ON  ANNUITY 

4% 

5% 

A) 

_% 

5  VALUE  AFTER  1  YEAR  (Annuity  balance 

$104,000 

$102,900 

$ 

$ 

times  1  plus  annual  rate  of  return) 

6  VALUE  AFTER  2  YEARS  (Value  in  line 
5  times  1  plus  annual  rate  of  return) 


$108,160      $108,045 


7  VALUE  AFTER  3  YEARS  (Value  in  line  6 
times  1  plus  annual  rate  of  return) 


112,486 


$113,447       $. 


often 
out 
fee. 

of  taking  "SJCome 
from  a  lower-cost  or 
higher-return  account, 
tap  the  annuity  for  cash 
unless  you're  under  age 
which  means  you  would  be 
a  10%  penalty  tax. 

Rethinking  your  annu 
truth,  a  deadly  bore.  But 
with  one  clear  beneficiary-] 

For  barker. online,  go  to 
nessweek.com/investor/  or 
word:  BW  Daily. 
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QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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O/VG  KICK  AT  IVAX 


Forget  the  old  [VAX,  advises  drug  analyst 
David  Saks  of  GruntaL  But  go,  he  says,  for 
the  revamped  IVAX  (IVX) — which  has  sold 
off  assets,  reenergized  profits,  and  come  out  with 
a  bulging  pipeline  of  proprietary  drugs,  including 
delivery  technologies  for  cancer  and  asthma 
remedies.  IVAX  produces  generic  and  branded 
drugs.  The  stock  has  yet  to  reflect  the  company's 
"new  positive  attributes,"  argues  Saks. 

Most  medical  stocks  have  been  beaten  down 
this  year.  But  Saks  predicts  that  ivax,  now  at 
13%,  will  hit  18  in  a  year-  and  40  in  three.  More- 
over, "ivax  could  be  attractive  for  a  possible 
takeover,"  given  the  compa- 
ny's fundamentals  and  the 
stock's  low  price,  he  adds. 

Harvey  Eisen  of  Bed- 
ford Oak  Associates  says 
that  after  two  failed  merg- 
er attempts,  ivax  has  be- 
come an  even  more  attrac- 
tive target,  "ivax  ceo  Phil 
Frost  is  the  kind  of  guy 
you  can  depend  on  to  seize 
an  opportunity  to  boost 
shareholder  value,"  he  adds. 

ivax  has  alliances  with  several  pharmaceutical 
companies — any  of  which  could  be  interested  in 
ivax,  says  Eisen.  ivax  markets  the  only  generic 
version  of  Clozaril,  a  Novartis  schizophrenia 
drug.  And  ivax  plans  to  roll  out  generic  ver- 
sions of  Taxol,  Bristol-Myers  Squibb's  anticancer 
ding,  ivax  has  also  licensed  Easi-Breathe,  its 
patented  inhaler  technology,  to  Glaxo  Wellcome. 
ceo  Frost  wouldn't  comment  on  buyout  specula- 
tion but  says  ivax  is  "poised  to  become  a  global 
leader,"  with  many  of  the  50  products  under  de- 
velopment coming  to  market  on  a  regular  basis. 

Gruntal's  Saks  thinks  sales  at  the  rebooted 
ivax  could  leap  65%,  to  $1  billion,  by  2001.  And 
he  sees  earnings  jumping  from  20c  a  share  in 
1998  to  40(2  in  19&9,  60c  in  2000,  and  85c  in 
2001.  Some  insiders  believe  ivax  will  beat  those 
estimates. 
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OEC  COULD  GET  BACK 
ON  THE  BEAM 


SO  FAR, THE 
STOCK  IS  INERT 


rorl 


W: 
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A  DOLLARS 
DATA  8100M8ERG  HNANCIAI  MARKER 


ratch  out  for  new  sizzle  at  oec 
Medical  Systems  (oxe),  a  leader 
in  computer-based  instruments, 
primarily  X-ray  and  fluoroscopic  imag- 
ing systems.  Some  big  stakeholders 
aren't  too  happy.  The  stock  has  been 
on  the  ropes:  down  27%  this  year,  to 
22.  Not  even  OEC's  announcement  in 
May — that  it  has  developed  a  "break- 
through product"  in  imaging  systems — 
bolstered  the  price.  What  to  do? 
Some  big  shareholders  are  said  to 


be  in  talks  with  an  invei  tor  group  interested  in 
taking  an  active  rule  in  oe<  .  A  year  ago,  one  big 
stakeholder  was  approached  by  a  medical-device 
company  offering  to  buy  his  holding  in- 

vestor declined  the  offer;  the  stuck  was  then  at 

•  !0.  He  believes  OEC  is  worth  10.  This  time,  he 
may  be  tempted  to  do  a  deal  with  another  group. 

William  Harnisch  of  Forstmann-Leff  Interna- 
tional, which  has  a  2595  stake  in  OEC,  declined  to 
comment  on  whether  he  has  had  an  offer  for 
his  holdings.  Rumors  are  that  a  large  medical-de- 
vice company  has  been  in  touch  with  Harnisch. 
Fidelity  holds  about  7%  of  the  stock.  Neither  OEC 
Chairman  Ruediger  Naumann-Etienne  nor  CEO 
Joseph  Pepper  would  comment  on  whether  the 
company  had  been  approached.  "We're  working 
closely  [with  one  of  our  big  holders]"  for  anoth- 
er institution  to  buy  his  stake  in  the  company, 
says  Pepper.  Adds  Naumann-Etienne:  "We'll 
keep  developing  new  technologies  and  products, 
and  continue  to  buy  back  our  own  shares." 

Analyst  Vincent  Colicchio  of  Southwrest  Se- 
curities, who  rates  OEC  a  buy,  has  increased  his 
price  target  for  the  stock  from  28  to  31,  based  on 
his  fiscal  1999  operating  earnings  forecast  of 
$1.43  a  share.  He  expects  $1.70  in  2000. 

WEB  HOTEL  BUSINESS: 
WINGS  FOR  PEGASUS 

Like  most  of  the  erstwhile  high-flying  Inter- 
net stocks,  Pegasus  Systems  (pegs)  has  tak- 
en a  sharp  hit.  The  company,  which  domi- 
nates the  market  for  online  hotel  reservations, 
went  public  in  August,  1997,  at  13  a  share  and 
rose  to  nearly  50  by  May  3,  1999.  It  has  since 
fallen  to  32.  Not  to  worry,  say  analysts — wTho 
predict  the  stock  will  soon  exceed  its  old  high. 

Here's  why:  Unlike  most  Internet  companies, 
Pegasus  makes  money,  trading  at  33  times  esti- 
mated 2000  earnings  of  95<2  a  share.  Bear 
Stearns  analyst  James 
Kissane  says  that,  given 
Pegasus'  strong  revenue 
growth  and  prospects  for 
margin  expansion,  Pegasus 
could  grow  much  faster 
than  the  average  comput- 
er-service company  over 
the  next  several  years. 

He  expects  Pegasus 
earnings  to  rise  by  at  least 
40%  annually  over  the  next 
several  years.  "Pegasus  is  the  premier  provider 
of  transaction  processing  and  E-commerce  ser- 
vices to  the  hotel  industry,"  says  Kissane. 

Pegasus  ceo  John  Davis  says  the  accelerating 
trend  toward  online  hotel  bookings  is  the  key  en- 
gine for  the  company's  growth,  generating  429f 
of  its  revenues.  The  upside  potential  to  online 
bookings  is  huge,  says  Davis,  since  only  11%  of 
all  hotel  reservations,  so  far,  are  done  through 
the  Web.  In  all  of  1998,  Pegasus  booked  750,000 
Internet  reservations.  In  the  first  quarter,  Pe- 
gasus has  booked  300,000  online  reservations. 
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Dow  Jones  Industrials  1 0,666.9 

NASDAQ  Composite  2598.1 

NASDAQ  100  2239.3 

S&P  MidCap  400  411.6 

S&P  SmallCap  600  180.6 

S&P  SuperComposite  1500  280.7 

SECTORS  June  23 
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52-week  change    I  -week  change 
+17.7%  +0.2% 

COMMENTARY 

Interest-rate  worries  continue  to 
keep  a  damper  on  Wall  Street. 
Long-term  Treasury  bonds,  north 
of  6%  for  several  weeks  now, 
were  joined  by  the  10-year 
bonds.  That  put  pressure  on 
the  Dow  Industrials,  which  gave 
up  1.1%  for  the  week.  Tech 
stocks  provided  some  upside 
relief.  The  broadly  based  PSE 
Technology  Index  gained  2.8%, 
and  the  zippier  GSTI  Internet 
Index  jumped  9.4%. 

Data:  Bloomberg  Financial  Markets 
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S&P  Capital  Goods  1001.8  -0.1  18.7 
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PSE  Technology  582.0  2.8  72.4 
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FUNDAMENTALS  June  22  ago  I 


S&P  500  Dividend  Yield  1.21% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  33.6 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.2 

First  Call  Earnings  Revision*  -1 .75  % 

•First  Call  Corp. 

TECHNICAL  INDICATORS  June  22 
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S&P  500  200-day  average  1 2 1 4.4  1 205.7 

Stocks  above  200-day  average             57.0%  56.0 

Options:  Put/call  ratio                        0.44  0.55 

Insiders:  Vickers  Sell/buy  ratio             1.51  1.23 
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■  MUTUAL  FUNDS 

■■  S&P  500"  ■■  U.S.  Diversified 
4-week  total  return 


I  All  Equity  Week  ending  June  22 

52-week  total  return 
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Data:  Morningstar,  Inc. 
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The  production  index  clipped 
ended  June  12.  The  unaverageiij 
also  down,  to  143.8,  from  l\ 
previous  week.  After  seasonal 
steel  output  fell  9.3%,  with  i! 
utilization  rate  down  to  74,  thJ 
been  since  January.  Productiojj 
trucks,  oil,  coal,  lumber,  and 
traffic  were  also  down.  Electricl 
up  4.7%. 


I  THE  WEEK  AHEAD 


PERSONAL  INCOME  Monday,  June  28, 
8:30  a.m.  edt>-  May  personal  income  is 
expected  to  rise  0.4%,  with  consumer  out- 
lays up  0.6%,  based  on  the  Standard  & 
Poor's  mms  survey  of  economic  forecasters. 

NEW  HOME  SALES  Tuesday,  June  29, 

10  a.m. edt  ►  May  sales  are  expected  to  dip 

to  950,000  from  978,000  in  April. 

CONSUMER  CONFIDENCE  Tuesday,  June  29, 
10  a.m.EDT>-  The  June  index  is  expected  to 
rise  to  136.5  from  135.5. 

FOMC  MEETING  Tuesday,  June  29-Wednes- 
day,  June  30  ►  The  Federal  Reserve's  policy 


committee  meets,  and  it  is  expected  to  lift 
interest  rates  by  a  quarter-point  on  June  30. 

LEADING  INDICATORS  Wednesday,  June  30, 
10  a.m. EDi "►  The  May  composite  index  of 
leading  indicators  is  projected  to  show  a 
0.2%  increase. 

PURCHASING  MANAGERS  INDEX  Thursday,  July  1, 
10  a.m.EDT*-  The  National  Association  of  Pur- 
chasing Management's  index  for  June  is  pro- 
jected to  drop  to  55%,  from  55.2%  in  May. 

VEHICLE  SALES  Thursday,  July  1  ►  Auto  mak- 
ers will  begin  reporting  their  June  sales  with  a 
final  tally  due  on  July  6. 


FOMC  MINUTES  Thursday,  July  1, 
2  p.m. edt  ►  The  Fed  will  release 
minutes  of  its  May  18  policy  meet 
which  it  leaned  policy  toward  tight 


payr 


EMPLOYMENT  REPORT  Friday,  July 
8:30  a.m.EDT^  June  nonfarm 
are  expected  to  rise  200,000,  with 
the  unemployment  rate  remaining 
4.2%. 
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Editorials 


ITS  AN  E-WORLD- 
AND  THAT'S  NOT  BAD 

It  costs  $22.50  to  buy  "The  Emerging  Digital  Economy"  di- 
rectly from  the  Commerce  Dept.,  but  you  can  download  it 
from  the  Internet  for  free.  That  pretty  much  sums  up  the 
substance  of  the  report,  which  shows  that  electronic  com- 
merce is  changing  the  nature  of  the  U.  S.  economy  and  gen- 
erating much  of  its  growth.  Information  technologies  are 
bringing  down  inflation,  raising  productivity,  hiking  employ- 
ment, and  boosting  wages,  according  to  the  study.  If  anyone 
still  needed  proof  of  the  rise  of  a  New  Economy,  here  it  is. 

Only  last  month,  the  University  of  Texas  released  a  study 
sponsored  by  Cisco  Systems  Inc.  reporting  that  E-commerce 
generated  $301  billion  in  revenues  last  year,  matching  the  auto 
industry  but  growing  much  faster  and  employing  far  more 
people.  Most  of  it  comes  from  hardware  spending  to  build  the 
Net,  but  an  increasing  amount  is  actual  business  conducted 
among  companies  and  between  them  and  consumers. 

The  advent  of  the  New  Economy  doesn't  change  every- 
thing. Business  cycles  will  continue,  albeit  in  forms  we  per- 
haps have  yet  to  discover.  The  verities  of  the  marketplace 
won't  disappear.  But  business  models,  stock  valuations,  and 
growth  potential  appear  changed  in  some  fundamental  and 
positive  sense.  It's  no  small  thing. 

NET  ACCESS: 
HANDS  OFF,  FOR  NOW 

They're  campaigning  hard,  lobbying  aggressively,  forming 
coalitions,  and  spending  lots  of  money.  Gore  and  Bush 
ninning  for  President  in  2000?  No,  high-tech  companies  battling 
it  out  in  Washington  and  in  cities  across  America  over  access  to 
the  Net  through  broadband  cable  systems.  The  issue  is  one  of 
the  most  important  facing  the  New  Economy — how  best  to  en- 
sure openness  and  competition  over  the  Net  (page  24). 

America  Online  Inc.  is  fighting  to  get  regulators  to  force 
AT&T  to  open  its  cable  pipes  to  all  competing  Internet  service 
providers.  AT&T,  fresh  from  spending  $120  billion  to  gain  ac- 
cess to  60%  of  U.  S.  homes  with  cable,  wants  the  government 
to  keep  out.  A  federal  judge  in  Portland,  Ore.,  just  agreed 
with  aol.  The  city  of  Los  Angeles  may  side  with  at&t.  Fed- 
eral Communications  Commission  Chair  William  Kennard 
thinks  it's  nuts  for  every  town  in  America  to  have  its  own 
telecom  policy.  And  consumers  just  want  fast,  cheap  access  to 
the  Net.  What  a  mess.  What  to  do? 

Maybe  nothing,  aol  and  many  entertainment,  financial, 
and  retail  companies  doing  business  on  the  Web  are  afraid 
that  AT&T  will  favor  its  own  portals  and  business  sites.  They 
have  a  point.  Cable,  after  all,  is  a  bunch  of  local  monopolies. 
Until  recently,  so  was  the  telephone  business. 

Yet  AT&T's  cable  lines  will  carry  video,  Internet,  and  tele- 


phone services  and  provide  the  Baby  Bells  with  theii 
competition  in  local  phones,  at&t  also  says  its  hi 
cable  modems  will  pressure  the  Bells  to  finally  prorj 
own  high-speed  Internet  digital  subscriber  lines. 

The  truth  is  no  one  knows  what  will  be  the  be\ 
deliver  Net  access,  aol  just  signed  a  $1.5  billion 
Hughes  Electronics  Corp.  to  deliver  high-speed  IntJ 
vice  over  satellites  through  television.  If  that  work^ 
TV  could  trump  cable  and  phones  for  Net  access. 

Be  it  taxes,  privacy,  or  free  speech,  Washington 
taken  a  hands-off  policy  toward  the  Internet.  The 
plosive  growth  is  testimony  to  the  success  of  this  I 
Like  it  or  not,  local  governments  should  follow  Waq 
example.  If  the  monopolistic  tendencies  of  cable 
phone  begin  to  reassert  themselves,  the  federal  go^ 
can  always  step  in.  But  with  technology  changing  ar 
ture  of  Net  delivery  to  the  home  still  in  flux,  right 
best  government  policy  remains  no  policy.  That's 
Los  Angeles  and  Portland,  Ore.,  as  it  is  in  Washing 

COKES  HARD  LESS01 
CRISIS  MANAGEMENI 

Seventeen  years  ago,  James  E.  Burke  wrote  the 
for  handling  corporate  catastrophe  when,  as  CEOi 
son  &  Johnson,  he  managed  the  Tylenol  scare.  His 
Be  visible,  be  sympathetic,  be  responsive.  Coca 
Chairman  and  ceo  M.  Douglas  Ivester  is  now  trying 
three,  weeks  after  200  people  in  Belgium  and  France, 
them  children,  came  down  with  nausea  and  dizzin 
drinking  Coke.  Banned  in  Belgium,  Luxembourg, 
Spain,  and  the  Netherlands  until  June  23,  Coke,  per 
most  valuable  brand  in  the  world,  suffered  mightily  ( 

Ivester  has  belatedly  flown  to  Brussels  and  put  jj 

— 


personal  apology  in  Belgian  newspapers.  Coke  has 
special  consumer  hotline  and  has  offered  to  pay  all  \ 
bills.  And  it  has  identified  poor-quality  carbon  dioxii  t%\ 
fungicide  used  to  treat  wooden  pallets  as  the  sourd 
smell  and  off-taste  that  might  have  caused  illness. 

CEOs  of  global  corporations,  of  course,  cannot  be  ( 
to  jump  on  a  plane  every  time  something  goes  wrc 
some  problems  require  immediate  action.  Europe 
gripped  by  a  food-safety  obsession  for  some  time 
month  ago,  Belgium's  government  fell  because  it 
acting  over  cancer-producing  dioxin  in  chickens, 
government  came  under  fire  for  being  slow  to  halt  th^*ix 
of  mad  cow  disease.  Food  from  both  countries  were  jL. 
Unlike  those  cases,  Coke  has  not  been  found  to  be 
hazard.  Indeed,  it  is  possible  that  the  children  who  o; 
got  nauseous  were  simply  caught  up  in  the  food-safet 

All  the  more  reason  for  Ivester  to  have  moved  de  - 
Global  companies  must  be  aware  of  national  sensi 
When  something  goes  wrong,  CEOs  don't  have  to  ad 
if  there  is  none,  but  they  should  show  they  care  anc 
do  whatever  it  takes  to  restore  confidence  in  their 
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/,    Some  time  back,  a  major  telecommunications  provider  was  confronted  with  a  serious  problem. 
/J:  They  desperately  needed  the  flexibility  of  a  SONET  but  couldn't  afford  the  wait  its  installation 
t*    typically  requires.  Being  familiar  with  the  quality  and  reliability  of  GTE  products,  they  turned 
ir  Wholesale  Markets  organization  for  help. 

Quickly  assembling  a  team  comprised  of  both  GTE  and  client  employees,  we  laid  out  a  three-step 
for  meeting  the  customer's  needs.  In  short  order,  we  assessed  their  network  requirements,  identified 
T  wkets  in  which  services  would  be  needed,  and  began  developing  the  appropriate  products.  Using 
iplified  approach  to  reconfiguring  SONET  tariffs,  we  were  able  to  give  the  customer  a  flexible, 
jetitively  priced,  state-of-the-art  network  that  met  their  needs  to  a  T  What's  more,  we  set  a  GTE 
i  record  in  the  process.  Does  a  telecommunications  problem  have  you  grounded?  GTE  can  deliver 
native  solutions  that  provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful, 
we  can  do  it  in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet 
vw.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  do  whatever  it  takes 
■lp  your  ideas  take  flight. 
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A  PUBLICATION  OF  THE  McGRAW-HILL  COMPANIES 


For  Dave  and  Lynn 
Frohnmayer  of  Eugene, 
Ore.,  and  their  children 
Mark,  24,  Jonathan,  14, 
and  Amy,  12,  the  joys  of 
family  life  mingle  with 
anger,  denial,  and  grief. 

Two  other 

daughters, 

Kirsten  and 

Katie,  died  of  a  genetic  disease.  Amy 
inherited  it,  too,  but  her  future  may  be 
brighter.  Researchers  are  perfecting 
tools  that  might  save  her  life. 
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Turn  your  website  into  a  ^^  ^^  ■  ■  ^^g 
Right  now,  your  company  can  offer  far  more  than  jus? 
products  online.  You  can  offer  related  services  (yours  or 
someone  else's)  that  add  value  to  what  you  sell,  "me  idea 
is  to  make  your  website  so  essential  to  your  customers, 
they  have  fewer  temptations  to  go  anywhere  else.  We 
can  help  make  that  happen.  And  keep  your  customers 
coming  back  for  more. 
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Curiosity  makes  the  world  go  round.  It's  what  makes  the  pe< 

technologies  for  glass.  How  else  could  we  have  developed  a  special  coating 
medications?  We  believe  that  when  it  comes  to  research,  there's  only  one  thi 
J  Schott  Corporation,  3  Odell  Plaza,  Yonkers,  NY  10701    e-mail:  stay@scrv  ** 

Interior-coated  pharmaceutical  packaging  -  another  effective  solution  fron 


#**•  ^ 


. 

i 

'     ' 

•'W-- 

i 

•   .  . 

:  s-  r~  J 

i 

,^,** 

Hi  0  %'.#!* 

' 

*     r*±£ 

|  *■&■ 

> 

*'    - 

,.           ' 

■Kg^^yfl 

'' 

IN 

■ 

JBDH 

ew  approaches  -  and  the  implementation  of  new 
,ible  to  provide  effective  packaging  for  ultra-sensitive 
t  us.  And  that  is  the  scope  of  human  imagination. 
vw.schottglass.com 
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GENE  THERAPY 

Living  under  the 
shadow  of  a  terrible 
genetic  disease,  one 
family  is  part  of  an 
effort  to  cure  such 
disorders  at  the  most 
basic  level  page  94 
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GENE  THERAPY:  ONE  FAMILY'S  STORY 

Less  than  a  decade  ago,  early, 
controversial  attempts  to  correct 
hereditary  disorders  produced  flickers  of 
h0pe_but  failed.  For  the  Frohnmayer 
family,  that  left  only  unrelenting  grief 
over  the  death  of  two  daughters 
afflicted  with  a  rare  ailment,  Fanconi 
anemia.  Now  the  family  is  helping 
researchers  find  new  weapons  against 
the  killer  in  its  midst 
WALL  STREET  CATCHES  ITS  BREATH 
After  a  stock  runup  and  then  a  slump, 
gene-therapy  companies  plod  on 
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THE  FEDS 

WHY  SATELLITE 
DEALS  MAY  NOT  FLY 

THE  LATEST  BUZZ  IN  PARTS  OF 

the  aerospace  industry  is 
that  profits  may  soon  nose- 
dive because  of  a  recent 
piece  of  legislation.  Compa- 
nies such  as  Lockheed  Mar- 
tin, Loral,  and  Hughes  Elec- 
tronics are  worried  that  far- 
reaching  new  rules  meant 
to  prevent  the  transfer  of 
sensitive  technology  to  China 
will  end  up  badly  hurting 
satellite  sales  to  other  coun- 
tries, too. 


EDITED  BY  ROBERT  McNATT 

Last  fall,  Congress  gave 
the  State  Dept.,  rather  than 
the  more  trade-oriented  Com- 
merce Dept.,  the  power  to 
grant    export    licenses    on 
satellite  sales.  Congressional 
investigators  say 
CONCERN:     that  Hughes  and 
Chinese         Loral    indirectly 
warhead       aided  China's  mil- 
itary  by  cooperat- 
ing   in    China's    probes    of 
launch  failures  carrying  the 
companies'  satellites. 

The  1998  law,  however, 
covers  all  satellite  exports, 
not  just  ones  to  China.  That 
has  caused  delays  and  uncer- 
tainty that  give  foreign  com- 
petitors an  edge.  Lockheed 
Martin  says  some  customers 
now  say  they  may  use 
French  satellites,  and  the 
Aerospace  Industries  Assn. 
reports  that  satellite  makers 
have  already  lost  $1  billion 
in  sales.  The  State  Dept.  says 
the  situation  may  improve 
with  more  funds  to  speed  li- 
cense reviews.  For  satellite 
makers,  that  can't  happen 
soon  enough.        Stan  Crock 


l-WAY  PATROL 

GROSS-DRESSING, 
DEF  CON-STYLE 

FOR    YEARS,     HACKERS    AT 

Def  Con,  the  nation's  premier 
hackers  convention,  have  had 
fun  playing  "Spot  the  fed." 
It's  a  good-natured  game 
where  hackers  try  to  spot  the 
fbi,  cia,  and  other  federal 
computer  specialists  checking 
out  possible 
threats  to  the 
national  security. 
This  year,  howev- 
er, winning  may 
not  be  so  easy. 

It  wasn't  hard  to 
spot  the  feds  in  years  ' 
past,  says  Jeff  Moss,  a 
show  organizer.  "There  was 
the  military  haircut,  the  penny 
loafers,  the  big  athletic  build. 
And  if  you  engaged  them  in 
conversation,  they'd  answer 


'Affirmative'  and  'Negative.'" 
The  word  is  out  that  at  this 
year's  show,  which  starts  July 
9  in  Las  Vegas,  the  feds  will 
try    harder    to    blend    in. 
Many  are  expected  to  show 
up  in  hackers'  garb — which 
can  be  anything  from  T-shirts 
and  jeans  to  evening  gowns. 
To  compound  the  confusion — 
or  add  to  the  fun — more  hack- 
ers are  expected  to  attend  in 
suits. 

During  the  conclave,  at- 
tendees will  vote  on 
whether  a  suspect 
is    indeed    a 


GAME:  Spot  the  fed 

fed.  The  agent  might 
even  confess.  The  win- 
ner will  get  an  "I  spotted 
the  fed"  T-Shirt.  The  agent 
will  get — what  else? — a 
T-shirt  saying  "I  am  the 
fed."  Roy  Furchgott 


TALK  SHOW  t<Some  of  you  have  practiced  21  year:j 
whining  and  getting  your  way" 

— Bill  Cosby,  giving  the  commencement  speech  at  Colgai 
University 


MEMO  PEEKING 

IS  MERRILL  GUILTY 
OF  'SCHWABIZING'? 

IN  PUBLIC,  CHARLES  SCHWAB 

co-ceo  David  Pottruck  is  all 
sweetness  and  light  when 
he  talks  about  Merrill 
Lynch's  entry  into  the 
online  trading  business. 
"I   think  they  can  be 
very  successful,"  he  said 
June  24  during  a  round- 
table  discussion  at  the 
Forbes  ceo   Forum  in 
Atlanta.  "I  have  great 
respect    for    Merrill   " 
Lynch." 

But  on  his  own  turf,  the 
cattiness  erupts.  Soon  after 
Merrill  announced  its  online 
trading  plans  on  June  1,  Pot- 
truck  proceeded  to  dis  the  se- 
curities giant  in  a  big  way. 
"They're  'Schwabizing*  them- 
selves," he  said  in  an  E-mail 
circulated  to  Schwab's  15,000 
employees.  Pottruck  wrote 
that  an  old-line  firm  like  Mer- 


rill doesn't  have  | 
spirit  to  make  it 
space.  "Can  you  imal 
rill  Lynch  doing  s 
like  Vision  Quest?  N 
he  stated,  refei 
Schwab's  recent  big 
pep  rally  in  San 


CATTY:  Pottruck  and  Sch\ 


"Merrill  is  just  not  J 
to  the  importance  o| 
that  much  energy" 
work,  wrote  Pottru<j 
A  Merrill  spokesv 
clined   to    comment! 
memo's  specifics.  Bu^ 
counted  the  idea  tha 
is  'Schwabizing.'  Anc 
confident  about  Mer 
pects:  "Ultimately,  tlj 
will  decide."  Lc 


BUY  NOW:  Consumer 
loans  may  help  banks 


recover 


BANK  NOTES 


A  GREAT  LEAP 
FORWARD  INTO  DEBT 

CONSUMER    LENDING,    ONCE 

virtually  nonexistent  in  Chi- 
na, is  suddenly  everywhere. 
Buy  a  PC.  Buy  an  air  condi- 
tioner. Buy  a  car.  What's 
behind -the  lending  frenzy? 
Beijing  hopes  that  a  con- 
sumer spending  spree  will 
halt  a  19-month  slump  in 
prices  and  help  ailing  banks. 
Banks  are  buried  under 
$250  billion  in  bad  loans  to 


state-owned  enterpij 
sides  providing  profit 
balance  out  those  losl 
sumer  loans  may  for 
to  adopt  more  sopi 
credit  analyses,  offii 
Western  manufi 
are  ready  for  the 
Already,  China  0 
tion  Bank  has  sail 
will  help  finance  p| 
of  Chinese-made 
Buicks  and  $30,' 
Transits.  Ban 
regularly  trumj 
financing  plans,  am 
March,  they  have  t 
lowed  to  offer  strei 
loan  approvals.  "Eve: 
sees  this  as  a  new  op; 
ty,"  says  Cao  Yi,  an 
tive  at  Beijing  City  C 
cial  Bank.  Earlier  th 
China  also  hinted  tha 
give  foreign  firms  gre 
cess  to  the  consume: 
markets  as  part  of  its} 
join  the  World  Trad* 
nization,  whetting  t 
petite  of  Western  b 
even  more.      Dexter  i 
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Go  out  to  eat.  Way,  way  out. 


f  paddling  down  the  stream  of  monotony,  why  not  a  change  of  scenery? 


he  Ford  Explorer  Limited  is  the  perfect  choice  to  make  a  smooth  transition  to  a  new  setting. 


Look,  we  all  need  a  break  from  the  local  scene  routine 


a  I 


1999  Ford  Explorer  Limited  "Sg 


Leather  seating  surfaces.    2go-watt  MACH*  audio  system, 
/ailable  side-impact  airbags'   Available  Control-Trac  system  for  automatic  4WD  traction  when  needed.         [fife  If  1 1 
Explorer  is  a  Low  Emissions  Vehicle  that  runs  cleaner  than  most  passenger  cars  on  the  road  today.  &M* 


|uan  belt  and  secure  children  in  the  rear  seat 


1-800-258-FORDor 
wwwfordvehicles.com 


Up  Front 


WHEELER  DEALERS 

A  NEW  CENTER 
OF  THE  UNIVERSE 

HARVEY    WEINSTEIN,    WATCH 

out.  The  head  of  Miramax 
Films  is  planning  a  $150  mil- 
lion movie  studio 
at  New  York's 
Brooklyn  Navy 
Yard.  But  even 
that  may  not 
make  him  the 
city's  top  enter- 
tainment mogul. 
Why?  The  Don- 
ald wants  in. 

For  starters, 
real  estate  ty- 
coon Donald 
Trump  is  mov- 
ing the  nonpro- 
duction  staff  of 
his  Miss  Universe  organiza- 
tion from  Los  Angeles  to  the 
Land  of  Bagel-and-a-Schmear 
in  September.  "New  York 
right  now  is  the  hottest  city 
anywhere  in  the  world," 
Trump  says.  "There  is  a  pat- 
tern of  entertainment  and 


other  things  moving  back." 
Then  there's  that  movie-pro- 
duction facility  he  wants  to 
build  in  Manhattan.  He  won't 
spell  out  details  on  that  yet. 
Trump  says  he's  moving 
the  headquarters  of  the 
pageant,  staged  annually  at 
various  exotic 
sites,  to  New 
York  for  solid 
business  reasons. 
It's  half-owned 
by  cbs,  and 
some  big  spon- 
sors, like  Speedo 
and  Clairol,  are 
there.  Of  course, 
Trump  lives  in 
Manhattan,  too. 
Does  he  mind 
having  those 
winsome  win- 
ners nearby?  "I 
don't  date  Miss  Universe,"  he 
says.  Then  he  reconsiders:  "If 
the  right  one  happens  along, 
perhaps  I  will.  It's  a  business 
deal,  and,  generally  speaking, 
you  look  but  don't  touch.  But 
perhaps  I  could  be  persuaded 
differently."  Joan  Oleck 


PRODUCT  PEEK 

FOR  OBIT  AND  PHOTO, 
CLICK  HERE 

DEAD  MEN  TELL  NO  TALES, 
so  the  saying  goes.  But  now, 
the  Internet  has  spawned 
several  companies  that  aim 
to  let  the  dead  tell  their  tales 
forever — online. 

Those  who  have  shuffled 
off  the  mortal  coil 
wouldn't  be  speaking 
from  the  other  side,  of 
course.  But  for  a  one- 
time fee,  their  friends 
and  relatives  can  post 


an  obituary — along  with  pic- 
tures and  sound  clips — that 
will  float  in  perpetuity  in 
cyberspace. 

Immortality  Inc.  will  post 


your  loved  one's  multimedia 
obituary  at  Uvingtributes.com 
for  $125.  World  Wide  Ceme- 
tery will  do  a  bargain-base- 
ment version  for  less  than  $20. 
Who  cares  if  you're  not  a 
celebrity?  "No  matter  what 
their  notoriety,  everyone  can 
be  remembered,"  says  Sto- 
pher  Bartol,  chief  executive 
of  ObitDetails.com. 

It's  not  all  vanity,  though. 
The  Web  sites  also 
offer  services  to  sur- 
vivors in  conjunction 
with     local     funeral 
homes.        Arrange- 
ments.com  will  locate 
nearby  florists,  pro- 
vide driving  direc- 
tions to  the  funeral 
parlor,  or  point  to 
information       on 
airfares. 

So  far,  most  of 
these  obituary  sites  boast 
only  a  few  hundred  members. 
It  seems  people  aren't  dying 
to  be  on  the  Internet  just 
yet.       Stacey  Higginbothayn 


DRAWN  &  QUARTERED 
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VACATION  NATION 

IN  FLORIDA,  NICE 
TIPS  FOR  THE  MAID 

COMPUTER  WHIZZES  AND  PRO 

athletes  aren't  the  only  ones 
getting  signing  bonuses  these 
days.  In  Orlando's  booming 
"T-shirt  economy" — based 
largely  on  mil- 
lions of  visiting 
tourists  —  a 
shortage  of 
service  work- 
ers is  so 
severe  that 
employers  are 
offering  cash 
upfront  to  woo 
them.  With  cen- 
tral Florida's  2.8% 
unemployment  rate, 
there  just  aren't  enough 
maids,  fast-food  workers,  and 
the  like.  "It's  a  desperate  sit- 
uation," says  John  Fremstad 
of  the   Orlando   Regional 


Chamber   of  C( 
Dozens  of  restai] 
hotels,  like  Orlanc 
ton  Inn,  are  pay! 
$500  to  lure  workl 
pay  starts  at  onljl 
hour.  The  Orlando! 
offering  as  much 
moving  costs  to  IV 
relocate.   Walt   Dil 
even  flown  in  \{ 
keepers    and 
workers  frc 
Rico,  pal 
a  $1,51 
tionl 
sta 


#  ma| 
to 
Sor 
servi 
were   created  in 
ended  May,  1999,  ar 
say    Orlando    neec 
23,700    more    touH 
through  2001.  Denn 


THE  BIG  PICTURE 


WHO'S  DRIVING  E-COMMERCE? 

In  the  nine  months  through  April,  1999,  the 
total  number  of  online  shoppers  jumped  40% 
to  28  million.  Women's  numbers,  however, 
jumped  80%,  to  more  than  10  million. 


ONLINE  BOOK  BUYERS 

CD/VIDEO  BUYERS 

COMPUTER  HARDWARE 

ONLINE 
SHOPPERS 

CLOTHING 

■  WOMEN 

■  MEN 

0  2  4  6  8 

►  MILLIONS     APRIL  SURVEY  OF  7,200  INTERNET  USERS 


10 
DATA:  COMMERCENET/NIELSEN  MEl 


FOOTNOTES  Executives  who  work  while  on  vacation:   82%;  executives  who  have  cut  short  vacations  because  of  work: 
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Introducing 


NTT  Communications 


We  re  limiting 

our  focus  to 

the  world. 


■.-.'■ 


• 


* 


The  global  solution  of  NTT  Communications. 


The  new  name  in  global  communications  is  actually 
one  of  the  most  experienced.  NTT  Communications, 
born  from  the  reorganizing  of  Japan's  largest 
telecommunications  company,  combines  decades  of 
experience  with  a  fresh  directive  to  offer  seamless  end-to- 
end  network  services  for  global  business. 
Nil  Communications  is  working  to  provide  solutions  in 
virtually  every  area  of  network  communications.  WAN 
and  I  AN  construction.  IF  network  service. 
Network  security.  Even  strategic 
consulting.  Ami  whether  the 

solutions  you  need  span  one 
country, 


TOKYO 

■AMSTERDAM                          \ 

■BANGKOK              ^ 

^             ■ BRUSSELS 

■tn  ,  HN8 

^^             -OUSSELOORF 

■HONGKONG 

^^^              LONDON 

-JAKARTA 

\     f\           -PARIS 

KUALALUMPUH 

Y                ■  NEW  YORK 

■MANILA 

\f  1     /           -MOUNTAIN  VIEW 

•SHANOUAl 

\    *\^ 

Jy            *LOS  ANOELES 

•SINGAPORE 

Jf^y             -WASHINGTON  D  C 

■SYDNEY              ^ 

•RIODE  JANEIRO 

■TAIPEI 

-SAO  PAULO 

one  continent  or  the  entire  globe,  you  need  make  only 
one  phone  call.  All  of  our  services  and  solutions  are 
integrated  and  offered  worldwide  under  the  name 
Arcstar,  the  global  solution  created  by  NTT  in  1997.  With 
the  boundless  energy  of  a  new  company,  we've  focused 
our  attention  on  the  world.  And  for  the  moment,  at  least, 
we're  content  not  looking  beyond  it. 
A  Partial  List  of  Arcstar  Services  for 

Global  Business:  •  Managed  Bandwidth 
•  Managed  Frame  Relay  •  Global  ATM 
•  Global  EBN  •  Fax  Service 
•  IP  Backbone  •  High-Speed 
Digital  International  I  eased  Circuit 


NTT  Communication!  (iroup:  NTT  America,  Inc. Tel:  Inc.  I  800  -4  -NIT-  USA  NTT  do  Brasil  Telccomunicacocs  Llda.  Tel:  55-11-253-0108 

www.ntt-c.com 
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Readers  Report 


THE  DIAL  TONE' 
OF  THE  INTERNET 


You  are  to  be  commended  for  re- 
minding readers  that,  while  the  online 
transaction  itself  is  changing  the  way 
much  of  our  commerce  is  conducted,  the 
principal  beneficiaries  of  the  Internet 
Age  today  are  the  companies  involved 
in  building  the  infrastructure  for  this 
"New  Economy"  ("The  Info  Tech  100," 
Special  Report,  June  21). 

In  describing  the  builders  of  the  new 
economy,  however,  you  neglected  to 
highlight  two  of  the  Internet's  central 
underlying  truths.  The  first  is  the  ex- 
plosion in  the  sheer  amount  of  data  that 
is  provided  online.  The  second  is  peo- 
ple's growing  realization  that  the  con- 
stant availability  of  the  information  is  as 
important  to  Internet-based  businesses 
as  the  dial  tone  is  to  telephone-service 
providers. 

These  truths  are  among  the  reasons 
emc  Corp.,  as  the  leader  in  providing 
Net  businesses  with  the  hardware  and 
software  to  store,  protect,  and  manage 
all  this  information,  was  ranked  No.  6 
among  the  Info  Tech  100.  We  have  cus- 
tomers whose  businesses  didn't  exist 
three  years  ago  and  that  now  store 
more  information  online  than  the  largest 
banks  in  New  York. 

And  every  time  a  major  E-commerce 
outage  rears  its  ugly  head  and  cuts  a 
Web  company's  market  capitalization  by 
a  third,  more  of  these  companies  learn 
the  lesson  that  a  robust  information  in- 
frastructure is  an  essential  requirement 
for  survival. 

It's  not  just  Cisco  Systems  Inc.'s 
pipes  and  Dell  Computer  Corp.'s  nuts 
and  bolts.  At  its  core,  the  Internet  phe- 
nomenon is  about  constant,  uninter- 
rupted access  to  information. 

Michael  C.  Ruettgers 

President  and  CEO 

emc  Corp. 

Hopkinton,  Mass. 

We  at  Comverse  Technology  Inc. 
were  pleased  to  see  our  strong  growth, 
financial  performance,  and  shareholder 
return  lead  to  a  No.  16  ranking  in  your 


recent  Info  Tech  100  list.  Yoi 
tion  of  Comverse,  however 
less  than  10%  of  our  busines 
About  90%  of  our  company 
volve  systems  and  software  t 
more  than  290  wireless  an 
telecommunications  network 
to  offer  their  customers  rei 
erating  enhanced  services  su 
mail,  messaging,  and  prep 
Comverse  is  the  world  leac 
growing  market. 

Pau 

Vice 

Comverse  Techr 

Wood 


WHEN  SHOULD  NET  C0MM 
GET  WHACKED  BY  TAXES? 


"Don't  rush  to  tax  E-comm 
itorials,  June  21)  is  small  e 
municipal  officials  and  even 


fort  to  the  merchants  on  thes  toon 


tetl 


Wi'i 

•italf 


nities'  main  streets  and  in  t 
ping  centers. 

You  don't  question  the  ne 
evenly  and  fairly.  You  sugge 
ever,  that  the  Internet  tax  n 
should  be  extended  an  additi 
years,  even  though  the  advi 
mission  that  is  to  recommend 
had  yet  to  meet. 

Your  reasoning — that  state 
ford  to  wait  because  they  are 
running    large    budget    sur    - 
shortsighted.  Furthermore,  y 
tion  is  illogical:  that  if  sales-ts   I 
wane,  income-tax  revenues  c 
them.  In  the  same  issue,  "A 
tax:  Not  if,  but  when"  (Legal  mRi 
points  out  that  sales  taxes  a 
about  49%  of  all  state  tax  : 
more  than  than  individual  s 
rate  taxes  combined.  Do  you 
lieve  that  almost  half  of  all 
revenue  could  easily  be  repla 
come-tax  revenue? 

The  Internet  Tax  Freedom 
dates  a  three-year  moratorium 
state  and  local  taxes  on  Inter 
and  transactions.  Purchases  r 
the  Internet,  however — like  tl 
through  catalogs — are  subject 
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Lie  and   local   sales   taxes.     \< 

H[o  tlic  latesl    U.  S.  Supreme 

in'  nn  the  subject,  if  the  seller 

I  ysical  "nexus"  in  a  stale  (a 

;  Warehouse,  and  a  distributor) 

i.  filer  must  collect  state  and  lo 
!   axes. 

«  eller  does  not  have  a  "nexus," 
i  mi-chaser  is  required  to  pay  a 
jress  has  the  power  to  re- 
l  Internet  and  catalog  retailers 
and  remit  sales  and  use  taxes 
wpi  Ime  way  brick-and  mortal1  re- 
s' i.  It  can  and  should  do  that 
•  done,  reform  of  the  overall 
in  then  be  undertaken  with- 
luing  to  put  brick-and  mortar 
it  a  disadvantage  and  munici- 
u  risk. 

William  H.  McCabe  Jr. 

Chairman 

International  Council 

of  Shopping  Centers 

New  York 
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with  interest  Mike  France's 

tlit  117  on  the  crazy  quilt  of  state 

rules  that  could  soon  burden 

merce.  An  examination  of  the 

ie ftj-irious  state  laws  place  on  in- 

rade  is  long  overdue,  and  it's 

i  1  to  look  at  state  income-based 

i 

ommonest    complaint    heard 
.S.  businesspeople  is  that  the 
come  tax  laws  are  incompre- 
uiit  .nd  burdensome.  But  the  vary- 

income-tax  laws  are  just  as 
■ur|—  and  in  some  ways  far  less 
nsible. 

ily  I  tried  to  explain  to  a  client 
$300,(X)0  in  gross  receipts  why 
;ess  had  to  file  sales  and  in- 

returns  in  five  states,  while 
1  billions  of  dollars  in  annual 
i  in  just  four.  The  sad  truth  is 

simpler  from  an  income  tax 
t  to  do  business  overseas  than 
ite  lines. 

doesn't  have  to  be  this  way. 
le  Commerce  Clause  in  the 
istitution,  Congress  has  the 
simplify  and  clarify  the  taxa- 

of  interstate  commerce.  It  did 
jack  in  the  1950s — preventing 
■m  imposing  an  income  tax  on 
3  whose  only  business  within  a 

soliciting  sales  of  tangible  per- 

perty. 

current  interpretations,  solici- 
'  sales  of  intangible  property 

>ft  ware  or  sales  of  services  do 
any  such  protection.  And  that 
ipts  businesses  only  from  a 
me  tax.  But  some  states,  most 
lichigan,  impose,  instead  of  an 
i\.  aunt  her  type  of  tax  (the 
dness  tax)  that  is,  to  some  ex- 
•d  to  income. 


Let's  he  dear  what  we'm  talking 
about  here.  A  congressionally  imposed 
limitation  on  the  states'  power  to  impose 

tax  on  interstate  business  would  not 
exempt  any  business  from  taxation — it 
would  only  limit  the  states  that  it  would 
have  to  file  with  and  pay  tax  to.  It's 
time  Congress  acted  to  eliminate  this 
excess  burden  and  the  attendant  costs 
that  make  doing  interstate  business  a 
nightmare. 

Joel  Weinstein 
Torrington,  Conn. 


1 .  commerce  1  a  nev  <vay  of  doing 
busine  .  in  tead  of  worrying  about  how 
government  -  are  goi  .-t  their 

take,  they  should  worry  about  a  new- 
way  for  them  to  do  their  DU  All 

government  groups  should  a-k  the  fol- 
lowing questions  about  every  function 
they  perform: 

1.  Is  this  function  necessary  today 
and  will  it  be  needed  tomorrow? 

2.  Can  this  function  be  performed  by 
other  individuals  or  organizations  better 
or  as  well  as  it  can  be  performed  by 


Having  decided  to  align  his  company  with  Williams, 
Ed  makes  one  last  comment  about  unreliable  vendors. 


Let  'em  hear.  Tell  suppliers  that  let  you  down,  you're  leaving  for 
Williams  —  the  only  leader  in  communications  and  energy.  For  90 
years,  customers  have  banked  on  our  unfailing  reliability  and  business- 
building  innovation.  So  call  us.  Because  bad  service  is  the  pits. 


Williams 
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government?  Government  needs  to  go 
back  to  its  useful  functions — protecting 
the  rights  of  individuals  and  teaching  a 
code  of  responsibilities — so  it  can  do 
less  and  less  itself. 

Harlan  A.  Bentzinger 
Edinburg,  Tex. 

The  most  important  fact  about  the 
Internet  and  its  daughter,  the  World 
Wide  Web,  is  that  it  doesn't  know  any- 
thing about  geography.  I  have  a  friend 
in  San  Antonio  who  designs  E-com- 
merce  systems.  Some  of  his  clients  are 
halfway  around  the  world.  He  uses 
servers  in  North  Carolina  because 
they're  cheaper  than  anything  he  has 
found  in  Texas.  Try  to  impose  sales  tax- 
es on  him  or  his  clients — and  those 
servers  will  suddenly  be  in  Mexico.  Or 
Cuba.  Or  Pago  Pago. 

Politicians  love  the  idea  of  sales  taxes 
because  they  are  easy  to  collect,  they 
generate  a  steady  revenue  stream,  and 
they  are  easily  adjusted  by  adding  or 
subtracting  a  few  items,  or  by  changing 
the  rate  by  a  few  decimal  points.  But 
sales  taxes  are  inherently  regressive 
and  irrational. 

A  better  idea  would  be  to  eliminate 
the  sales  taxes  at  the  consumer  level. 
Value-added  taxes  are  easier  to  collect, 
they  generate  a  steady  revenue  stream, 
and  they  are  easily  adjustable.  They're 
also  regressive,  but  the  world  ain't  per- 
fect, is  it? 

Stuart  M.  DeLuca 
Austin,  Tex 

THE  HIDDEN  COSTS 

OF  GAMBLING 

"Sure  there's  a  price,  but  it  pays  to 
play"  (Government,  June  21)  refers  to 
the  casino  industry's  "dirty  little  secret," 
that  "for  every  job  that  the  casino  in- 
dustry creates  for  Shreveport,  La.,  or 
Hammond,  Ind.,  it  likely  loses  one  from 
somewhere  else." 

What  about  the  fact  that  the  $630 
billion  swallowed  annually  by  gaming 
includes  billions  that  could  be  devoted 
instead  to  essential  services  such  as  ed- 
ucation and  health  care?  Not  only  do 
casino  jobs  subtract  jobs  from  other  in- 
dustries; they  also  have  huge  costs  in 
human  development. 

Tom  Riordan 
South  Orange,  N.J 

TEMPORARY  EMPLOYEES  AND 
WORKPLACE  ETHICS 

"A  leg  up  for  the  lowly  temp"  (The 
Workplace,  June  21)  left  out  the  most 
important  reason  why  the  staffing  in- 


dustry does  not  support  union-backed 
"ethics  police":  Our  National  Associa- 
tion of  Temporary  &  Staffing  Services 
already  has  a  strong  code  of  ethics. 
Also,  no  NATSS  "officials"  said  that  "small 
agencies"  are  the  source  of  most  abuses 
and  that  large  companies  are  not  a 
problem.  Small  businesses  make  up 
most  of  the  companies  in  our  industry 
and,  no  less  than  large  ones,  operate 
with  the  highest  ethical  standards. 

Edward  A.  Lenz 

General  Counsel 

National  Association  of 

Temporary  Staffing  Services 

Alexandria,  Va. 

WHO'S  SNOOPING 

ON  WHOM? 

"Suddenly,  financial  privacy  is  a  hot- 
button  issue"  (Washington  Outlook,  June 
21)  should  have  pointed  out  that  one 
element  of  the  problem  is  the  credit- 
reporting  companies'  failure  to  verify 
identities  of  those  seeking  credit  reports 
on  consumers. 

A  local  private  investigator  here  used 
my  company's  identity  in  order  to  obtain 
a  credit  report  on  someone  he  was  in- 
vestigating, so  that  when  the  consumer 
obtained  a  copy  of  his  own  records,  the 
pi's  name  wouldn't  show  up  as  having 
been  snooping.  Legislation  is  the  only 
way  to  make  these  huge  corporations 
be  more  responsible  with  the  terribly 
sensitive  and  personal  data  that  they 
control. 

Kelly  Boyd 
Ashland,  Pa. 

WHY  CHINA  BELONGS 

IN  THE  WTO 

An  eye  for  an  eye?  Not.  Rather  than 
casting  a  symbolic  protest  vote  against 
permanent  normal  trade  relations  with 
China  and  its  membership  in  the  World 
Trade  Organization  (wro),  Congress  is 
obliged  to  demand  foolproof  regulations 
that  also  improve  relations  between  the 
two  nations  ("Why  the  U.  S.  should  wel- 
come China  to  the  wro,"  Economic 
Viewpoint,  May  31). 

Eastman  Kodak  Co.'s  recent  $1  billion 
investment  to  increase  market  share  in 
China  is  a  new  channel  that  will  benefit 
the  world's  leading  photography  com- 
pany, its  employees,  and  customers. 

The  success  of  my  California  photo- 
retail  business  is  largely  due  to  Kodak's 
celebrated  brand  of  photographic  prod- 
ucts and  worldwide  quality  reputation. 
My  recent  monthlong  travels  in  Europe 
confirmed  my  awareness  of  Kodak's 
dominance.   Its  familiar  banner  logo 


seemed  to  be  on  display  everj 
Denmark,  Austria,  Greece, 
and  the  Czech  Republic.  If  Ez 
ropean  countries  can  fundame 
structure  their  economies,  thil 
opportunities,  jobs,  and  democj 
ologies  that  we  stand  to  gair 
normalized  trade  with  other  d| 
nations. 

A  balanced  trade  relations! 
es  that  the  U.  S.  be  allowed  I 
its  ingenuity,  quality,  and  cull 
developing  countries  as  a  modi 
tering  change.  As  the  third-larl 
ket  for  Kodak,  China  is  homj 
opportunities,  especially  if 
taxes  are  exchanged  for  low-ta 
to  U.  S.  manufactured  product 

China  will  conform  to  inte 
guidelines  and  be  pressured  tcj 
ness  on  a  level  playing  field 
firmed  with   normal   trade 
Membership  in  the  wro  woulc 
fairness  and  demand  enforced 
ance  with  fair  regulations  equa) 
nations. 

Mitchell 

30  Minute  PI 
Irv 
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I  work  for  J.P.  Morgan 


rgan 


aanborQwivc@jpiborgaD.eoni    (private  elient  advisors) 


icorpoiUrt  J  P 'Morgan  SacunMa  Inc   rnambar  SIPC.  J  P  Morgan  Sacuntias  Ltd    rnambar  London  Slot*  E.chango.  ragulatad  by  SPA  Morgan  Guaranly  Trust  Company  ol  Naw  Ybr*  rnambar  FD1C  J  P  Morgan  Invaanan.  Manaoaman  te    r,M 
1-Wbr.by  MAS.  and  n  Japan  by  PSA  J  P  Morgan  Sm*.  Mm  Pt.  Ud  .g*M  by  SFC  Hong  Kong.  MAsTs^gYpora.  a*  FSa72p«,  J  P  Morgan  «  S^ZJ^L.  teTS^.S^SS^ 


Books 


NETSCAPE  TIME 

By  Jim  Clark  with  Owen  Edwards 
St.  Martin's  •  276pp  •  $24.95 


HOW  THE  WEB  WAS  WON 

By  Paul  Andrews 

Broadway  Books  .  352pp  •  $27.50 


MICROSOFT  AS  DEVIL 
-AND  ANGEL 


Silicon  Valley  entrepreneur  Jim 
Clark  has  been  throwing  verbal 
flails  at  Microsoft  Coip.  for  years. 
And  no  wonder.  The  first  company  he 
started,  Silicon  Graphics  Inc.,  had  its 
air  supply  threatened  by  the  software 
giant.  Then,  after  Clark  co-founded 
browser  pioneer  Netscape  Communica- 
tions Corp.,  he  watched  while  Microsoft 
targeted  it  for  extinction.  Now,  with 
the  publication  of  his  book,  Netscape 
Time:  The  Making  of  the  Billion-Dollar 
Start-Up  That  Took  on  Microsoft,  Clark 
gets  to  fire  at  will  at  Microsoft  and  its 
chairman,  William  H.  Gates  III.  "For 
all  his  nerdy  ways  and  offbeat  charm  for 
the  press,  I  feel  Gates  is  happiest  when 
he  is  crashing  the  life  out  of  companies 
that  dare  establish  territory  on  the  bor- 
ders of  Microsoft's  sprawling  dominion," 
Clark  writes. 

Clark's  book  is  a  blow-by-blow  ac- 
count of  the  wild  early  days  of 
Netscape — in  1994  and  1995 — when  he 
and  a  band  of  young  engineers  helped 
launch  the  Internet  craze  with  their 
Web-surfing  software  and  a  blockbuster 
initial  public  offering.  The  book  is  worth 
reading — and  not  just  for  what  Clark 
has  to  say  about  Microsoft.  It's  laced 
with  tangy  observations  on  everything 
from  venture  capitalists  (he  calls  them 
velociraptors)  to  personal  wealth  (he 
says  money  matters).  And  it  captures 
the  excitement  of  being  at  the  epicenter 
of  a  technology  shift  that's  changing  the 
way  business  is  done.  Through  Clark, 
we  get  a  billionaire's-eye  view  of  the 
thrill  of  IPO  day  and  the  pell-mell  rush 
to  be  the  first  company  to  make  some- 
thing of  the  Web. 

While  Clark  isn't  obsessed  with  Mi- 
crosoft, he  doesn't  hold  back  his  criti- 
cism of  it,  either.  He  accuses  Microsoft 
of  withholding  vital  technical  information 
from  Netscape,  of  browbeating  personal 
computer  makers  into  dropping 
Netscape's  browser,  and  of  pricing  its 
own  browsers  and  other  Internet  soft- 
ware at  zero — with  the  express  purpose 


of  putting  Netscape  out  of  business.  All 
of  these  charges  Microsoft  denies.  Clark 
also  warns  about  the  dangers  that  Mi- 
crosoft poses  to  the  information-tech- 
nology industry.  He  believes  that  its 
heavy-handedness  is  stifling  innovation. 
Young  companies  are  afraid  to  cross  the 
giant  for  fear  they'll  be  squelched  in 
the  same  way  Netscape  was. 

It  was  Clark  who  blew  the  whistle  on 
Microsoft.  In  June,  1995,  his  lawyer  sent 
a  letter  to  the  Justice  Dept.  that  ulti- 
mately resulted  in  Microsoft's  antitrust 
trial — which  is  now  awaiting  a  judge's 
ruling.  Clark  says  that  he  became 
alarmed  after  a  meeting 
with  Microsoft,  when,  ac- 
cording to  the  Netscape 
side,  Microsoft  execs  offered 
to  divide  the  browser  mar- 
ket and  threatened  to  with- 
hold vital  technology  info  if 
Netscape  didn't  comply.  Mi- 
crosoft denies  it  did  any- 
thing illegal,  calling  it  a  rou- 
tine discussion  of  potential 
cooperation. 

Clark  did  not  attend  the 
meeting,  so  we  don't  get  a 
definitive  look  at  the  crucial 
session  in  his  book.  In  fact, 
Clark's  account  of  the  early  interactions 
between  the  two  companies  evokes  a 
complex  relationship — and  one  whose 
fitful  communications  could  be  open  to 
interpretation.  Clark  both  feared  Mi- 
crosoft and  saw  it  as  a  potential  ally.  Six 
months  before  the  June  meeting,  in  a 
moment  of  concern  about  his  company's 
durability,  Clark  had  even  called  up  a 
Microsoft  executive  and  offered  an  al- 
liance that  would  have  included  an  eq- 
uity investment  in  Netscape.  "I  was 
frankly  exhausted  and  completely  strung 
out,"  Clark  explains.  In  the  end,  nothing 
came  of  the  flirtation.  The  two  compa- 
nies became  enemies,  and  Netscape 
went  down  in  history  as  Microsoft's 
punching  bag. 

Netscape  is  no  longer  on  "the  ropes.  It 


was  sold  to  America  Onlil 
March.  But  Clark  believes  tl 
too  late  to  save  other  proi 
tups  from  the  same  fate.  1 
is  to  break  Microsoft  up  1 
pieces:  a  company  for  open 
terns,  one  for  productivity  a] 
and  another  for  Web  sites  ; 
msn  portal.  And  he  warns  ag 
half-measures.  "If,  by  the  tim 
this,  the  process  of  breaki 
crosoft  isn't  yet  under  way,  a 
used  to  say,  'You're  in  for 
trouble.'" 

In  Clark's  admittedly  part 
Microsoft  is  unrelentingly  r 
But  for  Seattle  journalist  Pau 
Gates  and  his  software  empii 
thing  but  evil.  Andrews'  new 
the  Web  Was  Won:  Microsoft 
alows  to  the  Web,  portrays 
his  cohorts  as  "Internet  ides 
are  intent  on  bestowing  the 
of  gee-whiz  Web  software  or 
puting  public.  And  for  free,  a 
book  sets  out  to 
Microsoft's  execu 
a  fraternity  of  gi 
gineers — foresaw 
portance  of  the 
before  Netscape 
ated  and  plannec 
op  browser  tech 
embed  it  into  th 
PC  operating  sys 
Andrews  ignor 
the  charges  Justi 
eled  against  Mic 
his  foreword,  he 
examining  the  "< 
of  the  story"  w 
the  point  of  his  book — "whicl 
plore  the  inner  workings  and 
ness  of  a  company  grappling  w 
marketplace  and  defending  itsi 
the  threat  of  extinction  in  a  hi 
petitive,  ceaselessly  evolving 
Geez,  he  almost  makes  you  : 
for  Microsoft 

Indeed,  Netscape  is  the  to 
this  telling  of  the  story.  At 
Andrews  suggests  that  Nets 
have  stolen  intellectual  prop( 
the  University  of  Illinois — whe 
of  its  founding  engineers  cr( 
breakthrough  Mosaic  Web  bro\ 
mately,  though,  he  appeal's  to  a 
most  observers  that  no  larc 
place.  (In  his  book,  Clark  sco 
suggestion  that  Netscape  cri 


NETSCAPE'S  CLARK  LAMBASTES  GATES'S  COMF1 


BUT  ANDREWS  SEEMS  IN  THRALL  TO  MICROSO 
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Hard  hat  area:  Ohio,  North  Carolina, 
South  Carolina,  California,  Alabama. 


Honda  currently  operates  seven  plants  throughout  the  U.S.  Each  year,  we  continue  to 
grow  and  expand  our  manufacturing,  research  and  development,  and  sales  operations. 
What  does  it  all  mean9  About  a  $4.4  billion  investment  in  America.  Plus,  an  additional 
$400  million  for  our  new  Alabama  facility.  You  see,  when  it  comes  to  finding  ways  to 
contribute  to  the  American  economy,  were  always  using  our  heads. 


Thinking. 


fa wrfteto   Hondi  9SS I  Enfcni  Ph  i  LW    300   '•■ 1002  999Honda   to 


A  DIAL  TONE 
IS  ONLY  A 
FOUNDATION 
ON  WHICH  TO 
BUILD. 


WHAT  YOU  DO  WITH  IT  IS  UP  TO  YOU 

DSL   •   INTERNET   •   VOICE   MAIL   •   CALLER   ID   •   CENTRE  Xl 


Get  Pacific  Bell  Small  Business  Solutions  and  discover  just  how  much  horsepower  a 
phone  line  can  muster.  You  can't  make  a  more  affordable  investment  in  your  company.  You've 
already  got  the  basics,  but  add  services  like  Voice  Mail,  Caller  ID  and  FasTrak  DSL  and  sec 
productivity  rocket  skyward.  Call  1'800'750-BELL  or  visit  our  website  at  www.pacbell.com. 


Services  offered  by  Pacific  Bell  or  an  affilialed  company.  Pacific  Boll  DSL  is  tariffed  as  'ADSL' 


for  a  lifetime  of  investing. 


100°/. 
NO-LOAD 


Morningstar  Ratings" 

Overall 
As  of  4/30/99 

Average  Annual  Total  Returns  as  of  3/31/99 

1-Year                           Since  Inception 

Technology 


i     i     i     i     i 

"K  "K  %  X  "K 

of  2,976  domestic 
equity  funds 


79.97%  49.  P 


4/1 '96 


Select  Equity 


*     * 


xx^ 


of  2,976  domestic 
equity  funds 


'v.    28.79*  24.90% 


4/694 


Growth  Equity 


JL  Jk 


of  2,976  domestic 
equity  funds 


24.72*  22.54* 


4/1/94 


Past  performance  is  no  guarantee  of  future  results  Please  read  the  prospectus  carefully  before  you  invest  or  send  money 
"Please  note:  The  Since  Inception  and  5-Year  Average  Annual  Total  Returns  are  the  same  for  the  period  ended  3/31/99 


Northern  Trust  manages  an  impressive 
range  of  investment  choices,  including  the 
Northern  Funds®  family  of  mutual  funds. 
The  disciplined,  consistent  investment 
process  used  by  Northern  Trust  can  help 
you  reach  a  lifetime  of  investment  goals. 


Call  today  for  more  complete  information, 
including  a  prospectus  with  investment 
information  on  policies,  risk  considerations, 
charges  and  expenses 

1-800-595-9111 

www.northernfunds.com 


Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance 
as  of  4/30/99.  The  ratings  are  subject  to  change  every  month.  Past 
performance  is  no  guarantee  of  future  results.  Morningstar  ratings  are 
calculated  from  the  fund's  three-,  five-  and  10-year  average  annual  returns 
(if  applicable)  in  excess  of  90-day  Treasury  bill  returns  with  appropriate 
fee  adjustments,  and  a  risk  factor  that  reflects  fund  performance  below 
90-day  T-bill  returns.  The  Technology  Fund  received  5  stars  for  the  three- 
year  period;  the  Select  Equity  Fund  received  5  stars  and  4  stars  for  the 
three-  and  five-year  periods,  respectively;  the  Growth  Equity  Fund  received 


5  stars  and  4  stars  for  the  three-  and  five-year  periods,  respectively. 
The  top  10%  of  the  funds  in  a  broad  asset  class  receive  5  stars,  the  next 
22.5%  receive  4  stars.  The  funds  were  rated  among  2,976  and  1,816 
domestic  equity  funds  for  the  three-  and  five-year  periods,  respectively. 
Total  Return  is  based  on  net  change  in  NAV  assuming  reinvestment  of 
distributions.  Investment  performance  reflects  fee  waivers  in  effect.  In 
absence  of  fee  waivers,  Total  Return  would  be  reduced.  Investment 
return  and  principal  value  will  fluctuate,  so  that  shares,  when  redeemed, 
may  be  worth  more  or  less  than  the  original  cost. 


NOT  FDIC-INSURED 

May  lose  value 

No  bank  guarantee 

Shares  of  Northern  Funds  are  distributed  by  Northern  Funds  Distributors,  LLC,  an  independent  third  party. 
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Bring 

Light 

to  a 

Person's 

Life! 


Peninsula  Center 


for  Hie  Blind  and  Visually 
Impaired  enables  clients  to 
achieve  their  highest 
potential  through  programs 
that  promote  independence 
and  improve  qualiti/  of  life. 


PENINSULA 

CENTER 

BLIND 

visuallyTmpaired 


PENINSULA  CENTER^ 

OR  THE 

BLIND  &  VSUALLY IMPA 


lie  rest  of 


rts  ola 


Support  the 

Menlo  Charity  Horse  Show 

To  benefit  Peninsula  Center  for  the  Blind 
and  Visually  Impaired 


August  11- 15 
8  a.m.  to  5  p.m. 


190  Park  Lane 
Atherton,  Ca  94027 


Admission  $10  Per  Day  (children  under  12  admitted  free) 

Continuous  activity  in  three  rings  daily  •  Olympic-style 
jumping  on  grass  •  Over  500  outstanding  horses  and 
riders  •  Beautiful  setting  •  Top  rated  hunter/jumper  show 

For  further  information  call:  (415)  584-7690 

2470  El  Camino  Real,  Suite  107  •  Palo  Alto,  CA  94306 

Phone:  (650)858-0202 

Web  site  address:  www.pcbvi.org/horseshow 
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■  point  in  the  book,  Andrews  hints 

etscape  copied  an  idea  from  Mi- 

— its  provision  for  so-called  plug-in 
■e  from  other  developers  to  ex- 
t  features  of  its  Navigator  brows- 

BCape  denies  it. 

bottom  line  for  Andrews  is  that 
pes  executives  were  a  bunch  of 
ies.  Soured  by  their  experiences 
i  Microsoft  competitors  as  Apple 
iter  Inc.  and  Go  Corp.,  they  mis- 
interpreted the  soft- 
ware   giant's    every 
generous   word   and 
gesture.     He    notes 
sympathetically  that 
Microsoft   executive 
Dan  Rosen  had  his 
feelings      hurt      by 
/^  Netscape's     charges 

j|A  that   Microsoft   with- 

•"  B  held  crucial  technical 

information.  Said 
Rosen:  "I  think,  if 
ng,  as  a  sign  of  good  faith,  we 
ore  for  them  than  we  did  for  anv- 
felse." 

;ou  believe  this,  you're  going  to 
he  rest  of  Andrews'  book,  too.  He 
together  scraps  of  evidence  about 
soft's  plans  and  internal  discus- 
to  make  the  case  that  it  had  an 
"rate,  clear-eyed  vision  of  its  role  in 
iternet,  starting  in  early  1994 — 
laybe  even  earlier.  Microsoft  exec 
m  A.  Ballmer  wrote  an  E-mail 
ige  about  the  Web  in  late  1993, 
iws  points  out.  Gates  and  his  lieu- 
ts  debated  the  importance  of  the 
net  at  a  retreat  in  May,  1994. 
I  doesn't  matter,  to  Andrews  that 
A»aper  trail  of  memos  and  E-mail 
fear  short  of  establishing  Microsoft 
i  J  bona  fide  Internet  pioneer  with  a 
"i  1  plan.  And  he  quickly  dismisses 
Jiict  that  in  Gates's  1995  book,  The 
o  AJiead,  Microsoft's  chairman  men- 
o  the  Web  only  in  passing.  Through- 
i  Andrews'  book,  he  discounts  or  ig- 
3:  .  any  hint  that  Microsoft  wasn't  on 
){  if  things  or  may  not  always  have 
ai  .he  purest  motives.  Meanwhile,  he 
is  ,s  that  Netscape  and  its  allies  had 
0  |ng  positive  to  offer.  They  were  just 
Ij  g  to  tear  Microsoft  dowTi.  "It  was 
6  tive  energy  versus  positive  flow," 
in  ,e\vs  writes. 

ter  a  few  chapters  like  this,  you 
ta  to  wonder  if  you've  entered  the 
wght  Zone.  Has  Andrews  been  hyp- 
o' ,ed  by  Microsoft's  public-relations 
.ejrtment?  My  advice  is  to  skip  it. 
t':  imply  not  a  very  good  book;  Clark's 
jfuch  better. 

BY  STEVE  HAMM 
a»i»i  covers  the  software  industry. 


More  tlnui  just  <i  telescope... tttOtt  than  jusi  ii  "in  tOSi  (>i>r 
fcpiSCOpC  (the  complete  vest-pocket  optical  systi-tn) 

Still  only  $59* 

'Hut  read  (Mi  ml  for  an  even  better  dealt 


C 


EPlSCOPt 
Vestpocket 

Optical  Sy«Kff 


Remove  the  Episcope  from  its  fitted  leathei 
ami  it's  a  30-power  microscope.  A  twist  of  the 

wrist  converts  it  to  a  3x  telescope,  or  a  unique  3x  tele- 
scope-loupe. Another  twist,  and  you  have  a  choi<  e  "I 
magnifiers  and   loupes:   5x,   lOx,  and   15x   powers 

The  Episcope,  only  2"  long,  was  developed  in 
Wetzlar  (Germany),  the  home  of  world-famous  Leica 
cameras;  it's  now  being  made  by  one  of  Asia's  finest 
lens  makers.  The  optics  are  superb:  brilliant  luminos- 
ity, needle-sharp  focus,  absolute  planarity,  total  •  Eim  at  it>hi^k^t  magnification  of 
chromatic  correction,  and  fully  anastigmatic.    30x,Hk  Episcope  resolves  asdistmd 

The  Episcope  is  the  first  choice  of  geologists,  biolo-    ly^any^atonjmicn^.yetit 
,  r  .  /  .  .  ,  -i  r  i-  .  •  « only  2    torn'-  An  optical  miracle! 

gists,  physicians,  numismatists,  philatelists,  engineers, 

and  just  anybody  who  likes  to  see  the  infinite  detail  in  his/her  surroundings.  It  comes 

with  a  plastic  "tripod"  for  extended  observations  at  15x  or  30x  magnifications. 

*And  here  is  the  "even  better  deal":  Buy  two  Episcopes  for  $119.90  and 
we'll  send  you  a  third  one,  with  our  compliments — absolutely  FREE! 

You  may  order  by  toll-free  phone,  by  mail,  or  by  fax  and 
pay  by  check  or  Visa/ MasterCard.  Please  give  order 
number  #1062E698.  Add  $4.95  for  ship./ins.  and  sales  tax 
for  CA  delivery.  You  have  30-day  refund  and  one-year 
warranty.  We  do  not  refund  postage.  For  customer  ser- 
vice or  wholesale  information,  please  call  (415)  643-2810. 


2360  Third  St.,  San  Francisco,  CA  94107 


©  Order  by  toll-free  phone:  (800)  797-7367  or  by  fax:  (415)  643-2818  © 


DIVERSIFY  OVERSEAS 


T.  Rowe  Price  International  Stock  Fund.  Adding  foreign  stocks  could 
help  increase  your  long-term  returns  by  providing  exposure  to  potentially 
stronger-performing  foreign  markets.  And  it  could  help  reduce  your  domestic 
portfolio's  overall  volatility,  because  foreign  economies  tend  to  follow  dif- 
ferent cycles  from  those  in  the  U.S.  economy. 

Our  International  Stock  Fund — one  of  the  oldest  and  largest  international 
mutual  funds — has  proven  itself  over  periods  of  both  up  and  down  markets, 
in  times  of  a  weak  and  a  strong  U.S.  dollar.  In  fact,  Morningstar  awarded  the 
fund  a  four-star  (****)  rating  for  its  overall  risk-adjusted  performance.  It 
was  rated  among  972;  480;  and  116  international  equity  funds  for  the  3-,  5-, 
and  10-year  periods  ended  5/31/99,  respectively. 

International  investing  has  special  risks,  including  currency  fluctuation. 
As  with  any  stock  fund,  there  will  be  price  fluctuation.  No  sales  charges. 


Call  24  hours  for  your 
n  free  investment  kit 
including  a  prospectus 

1-800-541-6648 

**•  www.  troweprice.  com 


Invest  With  Confidence 

T.RoweR-ice 


•Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  5/3  i  oo  rhese  ratings  may  change  monthly 
and  are  calculated  from  the  fund's  J-,  5-,  and  10-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with 
appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  hill  returns.  The  fund 
received  3,  3,  and  -i  stars  for  the  3-,  5-,  ;ind  10-year  periods,  respectively  The  top  It)".,  ofthe  funds  in  a  broad  asset  class  receive 
S  stars,  the  next  11. 5%  receive  -i,  and  the  next  35%  receive  v  Past  performance  cannot  guarantee  future  results 
For  more  Information,  including  fees  and  expenses,  request  a  prospectus  Read  it  carefully  before  Investing  l  Roue  Price 
Investment  Services,  Inc.,  Distributor.  isfo49ow 
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PROFITS     &     PRINC 


1*  * 


Every  business  wants  to  make  its  mark. 
However,  in  the  sensitive  regions  of  the  world, 
like  our  tropical  rainforests  and  our  oceans, 
the  scars  of  industrialisation  are  all  too  apparent. 
Our  shared  climate  and  finite  natural  resources 
concern  us  as  never  before,  and  there's 
no  room  for  an  attitude  of  "It's  in  the  middle 
of  nowhere,  so  who's  to  know?" 


lime 
lespecl 
Ixplon' 


(Each  Shell  company  is  a  separate  and  distinct  entity  In  this  advertisement,  the  words  "Shell",  "we"  "us"  and  "our"  refer,  in  some  places,  to  the  Royal  Dutch/Shell  Group 
a;  a  whole,  and  in  others  to  on,  individual  Shell  company  or  companies,  where  no  useful  purpose  is  served  by  identifying  the  specific  company  or  companies.) 
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OR  EXPLORE? 
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Time  and  again  at  Shell  we're  discovering  the  rewards 

lespecting  the  environment  when  doing  business.  If  we're 

Ixploring  for  oil  and  gas  reserves  in  sensitive  areas  of  the 

Irld,  we  consult  widely  with  the  different  local  and  global 

terest  groups.  Working  together,  our  aim  is  to  ensure  that 

pio-diversity  in  each  location  is  preserved.  We  also  try  to 

purage  these  groups  to  monitor  our  progress  so  that  we  can 

view  and  improve  the  ways  in  which  we  work.  We  see  this 

:ess  as  an  important  investment  in  our  goal  of  sustainable 

plopment,  balancing  economic  progress  with  environmental 

are  and  social  responsibility.  It  won't  happen  overnight.  But 

sons  like  these  are  helping  us  move  forward -with  careful  steps. 


WE  WELCOME  YOUR  INPUT  CONTACT  US  ON  THE  INTERNET  AT  WWW  SHCLL.COM/EXPlORE  OR 
EMAIL  US  AT  TELL  SHELL@SI  SHELL  COM'  OR  WRITE  TO  US  AT  THE  PROFITS  &  PRINCIPLES  DEBATE. 
SHELL  INTERNATIONAL  LTD  SHELL  CENTRE   LONDON  SE1  7NA  UK 


Technology  &  You 


BY  STEPHEN  H.  W1LPSTROM 

WATCH  YOURSELF, 
MICROSOFT 


The  free  Linux 
operating  system  is 
still  rough,  but  it's 
catching  up  fast 

About  six  months  ago,  I 
first  started  playing 
with  the  Linux  oper- 
ating system,  a  piece  of  soft- 
ware that,  like  Microsoft 
Windows,  does  the  basic 
chores  of  running  a  computer 
and  connecting  to  the  Inter- 
net. Linux  was  making  a 
mark  as  an  alternative  to 
Windows  NT  for  running  the 
network  workhorses  called 
servers,  and  I  thought  Lin- 
ux was  a  neat  toy  for  stu- 
dents and  hobbyists.  But  I 
thought  it  would  be  years  be- 
fore Linux  was  ready  for  or- 
dinary folks,  since  it  was  way 
too  difficult  to  in- 
stall and  use. 

Boy,  was  I 
wrong.  Linux' 
cheery  Penguin 
logo  isn't  about  to 
drive  the  Win- 
dows flag  off  of 
millions  of  desk- 
tops. But  if  it 
progresses  as 
fast  as  it  has  in 
the  past  few  months, 
Linux  could  soon  be  a  con- 
tender, especially  in  business. 
It  faces  many  challenges,  but 
Linux  is  more  secure  and  less 
crash-prone  than  Windows  95 
or  98,  and  will  run  well  on 
much  less  powerful  hardware 
than  Windows  NT. 

What  changed  things  so 
quickly?  Linux,  distributed 
since  the  early  '90s  mainly 
by  downloads  from  the  Net, 
has  been  commercialized. 
The  software  remains  free, 
but  U.S.  distributor.;,  no  ably 
Red  Hat  (www.redhat.com) 


and  Caldera  Systems  (www. 
calderasystems.com),  realized 
they  could  sell  packages  that 
simplify  installation  and  use. 
Caldei-a  offers  the  better 
approach.  Its  OpenLinux  2.2 
($39)  includes  PowerQuest's 
PartitionMagic,  which  makes 
it  simple  to  set  up  a  comput- 
er to  offer  a  choice  of  Win- 
dows or  Linux  at  bootup.  Its 
Windows-based  Linux  instal- 
lation is  no  harder  than  a 
Windows  upgrade.  I  installed 
it  easily  on  several  comput- 
ers, failing  only  on  a  Gate- 
way Profile,  whose  flat-panel 
display  didn't  like  the  video 
settings  I  tried.  Red  Hat  Lin- 


ux 6.0  ($75),  while  much  im- 
proved, has  a  DOS  installation 
procedure  that  requires  a  lot 
of  knowledge  of  your  ma- 
chine's configuration.  Macmil- 
lan  Computer  Publishing  of- 
fers an  enhanced  version  of 
Red  Hat  that  includes  Parti- 
tion Magic,  in  three  versions 
ranging  from  $30  to  $80. 

Linux  is  just  the  hidden 
core  of  the  operating  system, 


which  runs  the  programs  and 
maintains  the  files.  For  a 
computer  to  be  useful,  it  also 
needs  a  good  user  interface — 
that  collection  of  icons,  win- 
dows, and  buttons  that  allows 
humans  to  interact  easily 
with  computers.  Until  a  few 
months  ago,  Linux  came  with 
a  crude  graphical  interface 
called  X-windows.  Many 
chores  still  required  typing 
cryptic  commands  like 
"egrep"  and  "chmod." 

I  doubted  whether  the 
loose  cooperative  of  pro- 
grammers that  maintains 
and  extends  Linux  could 
design  an  interface  as  us- 
able as  Windows  or  the 
Mac.  Wrong  again.  Linux 
comes  with  a  choice  of 
two  interfaces,  the  Free 
Software  Foundation's  slick 
gnome  and  the  even  slicker 
K  Desktop  Environment  from 
the  kde  Project.  Neither  is 
as  polished  or  intuitive  as 
Windows  or  the  Mac,  but 
both  are  about  75%  of  the 
way  there. 

I'm  not  about  to  suggest 
that  everyone  rush  out  and 
start  using  Linux.  Hardware 
support  is  limited,  with  sound 
cards  and  inkjet 
printers  being 
particular  prob- 
lems. The  bigger 
impediment  is  the 
lack  of  ready-to- 
run  software. 
Both  Red  Hat 
and  Caldera 
bundle  text  edi- 
tors, games,  and 
other  programs, 
including  Netscape 
Communicator  4.5  for  E- 
mail  and  Web  browsing. 
Corel  offers  WordPerfect. 
Germany's  Star  Division  has 
StarOffice,  a  complete  suite. 
After  that,  it  gets  sparse, 
though  IBM  is  working  on  Lo- 
tus Notes  for  Linux. 

This  will  keep  most  from 
giving  up  Windows  soon.  But 
Linux'  growing  popularity 
will  entice  software  develop- 
ers. And  if  you're  adventur- 
ous, you  might  want  to  give 
it  a  try.  I  think  you'll  be  im- 
pressed by  the  potential. 


BULLETIN  BOA 


SOFTWARE 

CAN  IT  PUTT? 

It  can't  actually  carry  yoil 
clubs,  but  ultraCaddie  fn 
3Wedge  can  make  a  Pain 
handheld  computer  perfo 
variety  of  services  on  the 
course.  The  program,  ava 
able  as  a  $49.95  downlo 
from  www.ulti 
caddie.com 
starts  as 
electrons 
scorecan 
And  like 
human 
die  who 
knows  you 
game  well, 
"  also  uses  your 
formance  history  to  sugge 
club  selections.  You  enter 
distance  and  conditions  fi 
each  shot  and  the  result. 
When  you  sync  your  Palm 
your  Windows  PC,  the  info 
mation  is  added  to  a  data 
base  that  feeds  future  adv 
In  addition,  you  can  use  to 
in  the  desktop  program  to 
analyze  all  phases  of  your 
game.  The  Palm  "part  of  tht 
program  also  helps  you  kee 
track  of  all  sorts  of  wagers 
the  course. 


TRAVELIN'  NORTON 

Symantec  has  updated  Norte 
Mobile  Essentials,  a  handy 
program  for  business  travel- 
ers. The  new  version  is  focus 
more  tightly  on  the  needs  of 
mobile  executives  who  need 
connect  to  a  corporate  data 
center,  and  it  allows  them  to 
create  a  variety  of  computer 
profiles  to  set  up  laptops  for 
use  in  different  locations. 

Atrial  version  is  availabh 
for  download  from  www. 
symantec.com/mobilessen- 
tials.  The  program  comes  at 
price  of  $69.95  for  new  user: 
or  $49.95  as  an  upgrade  froi 
version  one. 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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When  you  buy  a  Dell  OptiPlex"  Desktop,  you're 
buying  power  and  quality.  So  why  settle  for 
anything  less  when  it  comes  to  your  monitor?  Your 
decision  to  buy  Dell  will  be  brighter  and  better 
when  you  include  a  ViewSonic  monitor.  By 
specifying  ViewSonic,  you'll  ensure  that  your 
Visual  Computing"  experience  is  excellent. 

The  new  VP150,  15"  viewable  LCD  ViewPaneP  is  a 
case  in  point.  It  features  a  140°  viewing  angle,  a 
spectacular  true  resolution  of  1,024  x  768,  a  rock 
solid  image  and  amazing  screen  performance.  Put 
the  ViewSonic  VP150  on  top  of  your  priority  list 
and  enjoy  the  best  in  Display  Technology'" 

At  ViewSonic,  we  offer  the  #1  best  selling 
monitors  and  flat  panel  displays  in  the  U.S.A.* 

Buy  with  confidence  from  the  company  that's  won 
over  500  industry  awards.  TCO  '95  certification. 
The  VP1 50's  warranty  covers  3-years  on  parts  and 
labor  and  one  year  on  the  back  light.  An  Express 
Exchange8  service  option  is  also  available. 

For  more  information  on  the  company  that's 
won  over  500  industry  awards  call  ViewSonic 
at  (800)  888-8583,  or  visit  our  website  at: 
www.  ViewSonic.com/busweek 
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If  you  feel  that  your  Internet  service  is  leaving  you  adrift,  it's  time  to  talk  with  UUNET,  an  JV1  at  vn 
WorldCom5111  Company.  From  high-speed  access  to  Web  hosting  to  remote  access,  we  offer  a  f i  ar ai 
range  of  Internet  services  that  can  help  your  business  do  more.  And  as  the  world's  premier  land 
network,  we're  making  VPNs  and  Internet-based  faxing  not  just  a  promise,  but  a  reality.  Coup  lift 
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i.V  at  with  network  performance  that  sets  industry  standards 
a  Mar  after  year  and  you've  got  a  provider  that  won't  leave  you 
ici  tended.*  So  if  your  husiness  could  use  a  partner  like  us,  call 
ou:  *77  333  8867  or  visit  us  at  www.info.uu.net. 
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more  information:  www  uu  net/sla. 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


MY  LUNCHEON 
WITH  BONO 


DEBATE: 

The  U2  rock 
star  has  a  good 
grasp  of 
economics- 
but  he  can't 
convince  me 
that  debt 
forgiveness  for 
poor  nations  is 
a  panacea 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fel'ow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


My  Harvard  colleague  Jeff  Sachs  does 
many  interesting  things,  but  I  was 
surprised  when  his  secretary  called  to 
invite  me  to  lunch  with  him  and  Bono,  the 
lead  singer  of  the  rock  group  U2.  Bono  want- 
ed to  discuss  the  Jubilee  2000  campaign, 
which  is  a  global  movement  aimed  at  cancel- 
ing the  international  debts  of  the  world's 
poorest  countries.  My  first  instinct  was  to 
decline,  but  I  decided  to  check  things  out 
with  my  daughter,  Lisa,  who  is  an  expert  on 
rock  stars.  She  said:  "Dad,  this  is  the  coolest 
thing  imaginable.  I  finally  appreciate  the 
fringe  benefits  from  having  a  father  who  is  a 
famous  economist.  Of  course  you  have  to  go." 
Since  I  never  miss  a  chance  to  impress  one  of 
my  kids,  I  naturally  went  to  lunch. 

At  the  lunch,  I  said  that  I  was  an  unlikely 
candidate  to  support  Jubilee  2000  and  that 
some  leftist  economists  would  be  much  more 
promising.  Bono  said  that  was  precisely  why 
he  wanted  to  talk  with  me.  He  wanted  to 
see  whether  hard-thinking  conservative  econ- 
omists could  be  convinced  of  the  soundness  of 
the  campaign.  In  particular,  he  was  not  in- 
terested in  another  global  welfare  project, 
such  as  Live  Aid  in  the  1980s,  but  rather 
wanted  to  push  debt  relief  as  a  way  to  pro- 
mote sound  economic  policies.  He  even  said 
that  the  relief  would  be  contingent  on  a  coun- 
try's commitment  to  use  the  freed-up  money 
for  productive  investments  in  a  transparent 
economic  environment. 
TOP  10  LIST.  I  was  shocked  to  hear  these 
kinds  of  arguments  from  a  rock  star.  Never- 
theless, I  recovered  sufficiently  to  say  that 
this  commitment  would  be  unenforceable  and 
that  debt  relief  would  not  be  on  the  Top  10  list 
of  policies  for  growth  promotion  in  poor  coun- 
tries. More  important  were  well-functioning 
legal  institutions,  pro-market  policies,  education, 
and  macroeconomic  stability.  I  mentioned  the 
musical  line  "money  for  nothing"  (sung  by 
Sting,  accompanying  Dire  Straits)  and  said 
that  it  applied  to  a  number  of  ways  in  which  a 
country  obtained  unearned  resources.  These 
included  debt  relief,  debt  default,  foreign  aid, 
and  even  natural  resources,  such  as  oil.  Expe- 
rience showed  that  all  of  these  cases  of  free 
money  were  harmful  for  economic  growth.  I 
also  argued  that  growth  would  be  encouraged 
if  a  country  gained  a  reputation  for  honoring 
foreign  debts  and  other  agreements. 

Bono  agreed  that  it  was  important  for  a 
country  to  fulfill  its  debt  obligations,  espe- 


cially those  that  originated  from  sensibll 
mercial  transactions.  But  he  and  Sacl 
gued  that  most  of  the  international  q 
African  and  other  poor  countries  ste 
from  badly  designed  projects  conceiv| 
the  World  Bank,  other  international 
zations,  and  donor  countries  such  as  th^ 
Many  of  these  loans  had  been  made'l 
rupt  dictators  who  diverted  the  fund 
personal  gain.  They  noted  that  these 
could  never  realistically  be  repaid  and 
the  overhang  of  interest  payments  pre'vl 
new  international  financing  of  sound  iif 
ments.  Bono  said  that  the  whole  idea 
term  "Jubilee  2000"  was  that  it  was 
time  happening  and  would  therefore  nd 
courage  default  on  future  debts.  (I  was! 
worried  here,  because  the  Bible  says  thl 
bilees  are  supposed  to  occur  every  50  yl 
IMF  FARCE.  Sachs  was  instinctively  morel 
pathetic  than  I  to  the  campaign  becau^ 
has  never  thought  debt  default  did 
damage  to  a  country's  reputation.  WhilJ 
persuaded  on  this  point,  I  was  impre 
when  Sachs  argued  that  we  should  ad 
the  debt  relief  not  so  much  from  the  slf 
point  of  the  borrowers,  who  would  be  gel 
money  for  nothing,  but  rather  from  thef 
spective  of  the  lenders.  These  creditors 
pecially  the  World  Bank  and  the  Internal 
al  Monetary  Fund,  would  be  forced  to 
down  their  Third  World  loans  to  realistic 
ket  values.  This  requirement  might  thei| 
duce  the  international  financial  institution 
make  future  loans  on  a  sounder  economic 
sis.  Of  course,  the  worst  charade  about 
valuation  would  not  be  covered  by  the  Jul] 
campaign — the  latest  imf  loan  to  Russia. 
IMF  agreed  recently  to  lend  another  $4  bi 
to  Moscow  just  to  finance  an  interest 
ment  on  the  country's  outstanding  debl] 
the  imf.  This  allows  the  imf  to  pretend 
the  loan  had  not  been  defaulted  on. 

In  the  end,  I  was  not  persuaded  to 
debt  relief  on  the  Top  10  list  of  growth- 
moting  policies  for  poor  countries.  But 
arguments  I  heard  were  better  than  I  had  J 
ticipated.  Therefore,  I  am  pleased  to  oi) 
two  restrained  cheers  for  Jubilee  2000! 

Anyway,  at  the  close  of  the  meal] 
swapped  two  of  my  books  for  something  mil 
more  valuable — Bono's  autograph  on  four  CI 
one  for  each  of  my  children.  So,  the  luif 
clearly  succeeded  in  making  me  a  hero 
my  kids.  What's  more  important  than  thatl 
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NSTRUMENTS   FOR   PROFESSIONALS  1  = 


THE  ESSENCE  OF 
BREITLING 

AEROSPACE.  Quartz  electronic 
chronograph  with  combined  ana- 
log and  digital  time  display.  This 
multifunction  wrist  instrument  is 
crafted  in  titanium,  a  material 
widely  used  in  modern  aviation 
applications. 
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With  new  Microsoft*  Office  2000,  getting  everyone  on  the  same 
page  has  never  been  easier.  Just  by  clicking  "Save  as  Web  Page"  you 
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discussions  within  a  document  on  your  intranet,  you  can  consolidate 
everyone's  comments  in  one  place.  Plus,  anytime  a  team  member 
updates  aaocurnent,  you  can  be  automatically  notified  by  e-mail. 
To  see  how  Office  2000  enables  teams  to  work  as  one 
using  an  intranet,  view  the  Office  2000  multimedia 
demo  at  www.microsoft.com/office/2000 
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Economic  Trends 


BY  GENE  KORETZ 

DEBATING  THE 
NEW  ECONOMY 

Critics  find  new  holes  in  the  data 

Back  in  1987,  economist  Robert 
Solow  observed  that  "you  can  see 
the  computer  age  everywhere  but  in 
the  productivity  statistics."  At  the  time, 
output  per  hour  was  still  creeping  high- 
er at  an  annual  rate  of  1.1%  or  so. 

Since  1995,  however,  it  has  been  gal- 
loping forward  at  a  2%  clip — reinforcing 
the  view  that  a  technology-driven  pro- 
ductivity revival  is  for  real.  In  fact,  when 
Federal  Reserve  Chairman  Alan 
Greenspan  recently  told  Congress  that 
the  economy's  potential  growth  rate  was 
now  3%,  he  attributed  two  percentage 
points  of  that  to  a  pickup  in  productivity. 

None  of  this  means  that  the  produc- 
tivity debate  is  settled.  Indeed,  two  re- 

PRODUCTIVITY:  GUESS 
WHERE  THE  ACTION  IS 
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cent  economic  studies  suggest  that  the 
evidence  of  widespread  gains  remains 
murky  at  best.  Intriguingly,  however, 
one  concurs  with  Greenspan's  estimate 
of  a  3%  potential  growth  rate  while  re- 
jecting the  New  Economy  paradigm. 

Many  believers  in  a  productivity  re- 
bound point  to  the  proliferation  of  new 
products  in  recent  years.  What  they 
forget,  however,  writes  Brookings  In- 
stitution economist  Jack  E.  Triplett  in  a 
recent  issue  of  Business  Economics,  is 
that  "to  have  an  impact  on  productivity, 
the  rate  of  new-product  introductions 
must  be  greater  than  in  the  past." 

In  other  words,  the  more  products  al- 
ready in  existence,  the  greater  the  num- 
ber of  new  ones  required  just  to  keep 
productivity  growth  constant.  As  it  is, 
he  says,  "there's  no  strong  evidence  that 
the  rate  of  product  innovation  is  rising." 

Triplett  also  questions  the  common 
claim  that  underestimation  of  the  output 
of  such  major  computer-using  service 


industries  as  banking,  insurance,  whole- 
sale trade,  and  business  services  is  lim- 
iting measured  productivity  gains.  Be- 
cause much  of  the  output  of  these 
industries  is  in  intermediate  products 
sold  to  other  businesses,  he  notes,  any 
true  productivity  gains  should  still  flow 
through  to  final  output  measures  and 
overall  economic  growth  even  if  inter- 
mediate output  is  mismeasured. 

As  for  the  doubling  of  annual  pro- 
ductivity growth  to  2%  since  1995,  econ- 
omist Robert  J.  Gordon  of  Northwest- 
ern University  attributes  it  equally  to 
three  factors.  The  first  is  improvements 
in  the  measurement  of  inflation,  via  re- 
visions in  the  consumer  price  index  and 
a  decision  to  use  the  slower  growing 
producer  price  index  rather  than  the 
cpi  to  measure  roughly  half  of  price 
changes  for  medical  care. 

The  second  factor  is  the  normal  pick- 
up in  labor  productivity  that  occurs  in 
periods  such  as  1997  and  1998  when 
output  grows  faster  than  its  long-term 
trend.  Because  employers  do  not  antici- 
pate such  surges,  they  are  often  reluc- 
tant to  accelerate  hiring  when  they  oc- 
cur— and  in  tight  labor  markets,  such 
hiring  is  impeded  anyhow. 

Finally,  Gordon's  analysis  indicates 
that  an  acceleration  in  long-term  pro- 
ductivity growth  of  about  0.3%  has  in- 
deed taken  hold  in  recent  years — but 
it  has  occurred  entirely  within  the  com- 
puter industry.  On  balance,  he  says, 
"there  has  been  no  productivity  accel- 
eration at  all  in  the  98.8%  of  the  econo- 
my located  outside  of  computer  and  re- 
lated technology  manufacturing." 

So  what  does  all  this  say  about  the 
economy's  potential  growth  rate?  Ac- 
cording to  Gordon,  the  productivity  ex- 
plosion in  computers,  along  with  the  ef- 
fects of  improved  output  measurement, 
suggest  that  the  rate  has  indeed  risen 
to  3% — a  number  that  would  be  even 
larger  if  a  true  widespread  productivity 
revival  were  eventually  to  develop. 


JOB  GROWTH, 
CANADIAN-STYLE 

Self-employment  surges  in  the  '90s 

Students  of  the  U.  S.  and  Canadian 
economies  are  puzzling  over  a  sharp 
divergence  in  their  patterns  of  job 
growth.  As  reported  by  economists 
Marilyn  E.  Manser  and  Garnett  Picot 
in  the  Monthly  Labor  Review,  self-em- 
ployment accounted  for  some  80%  of 
Canada's  6.5%  net  job  growth  from  1989 
to  1997 — compared  with  just  12%  of 
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America's  10.4%  growth  over  the 
Why  this  difference,  which  w 
apparent  in  earlier  *—i^mmmmmmm 
decades?  One  pos- 
sibility is  that 
fast-rising  person- 
al tax  rates  in 
Canada  made 
self-employment 
more  attractive 
because  it  pro- 
vides ways  to 
shelter  more  in- 
come from  taxes. 
The  researchers 
also  note  that 
many  new  self- 
employment  jobs 
in  Canada  in  the 
1990s  were  in  the  relatively  high-{ 
business,  health,  and  education  s< 
sectors.  But  these  observations, 
concede,  hardly  clear  up  the  my: 
which  remains  to  be  solved.  Any  id 
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Over  the  years,  billions  of  dolla 
foreign  aid  has  flowed  from  ri 
countries  to  poorer  ones.  Almost  alv 
such  aid  is  given  with  the  annoui  ■ 
intention  not  only  of  redqcing  pov 
but  also  of  rewarding  good  policies 
efficient,  honest  governments. 

The  trouble  with  such  claims,  ho\  & 
er,  report  Alberto  Alesina  and  Beat 
Weder  in  a  new  National  Bureai 
Economic  Research  study,  is  that  < 
don't  square  with  the  record.  Using 
on  aid  flows  from  1970  to  1996  and 
eral  measures  of  government  corr 
tion,  the  two  economists  find  no 
dence  that  aid  from  either  indivk 
countries  or  international  organizati 
goes  to  less  corrupt  governments 
fact,  by  some  measures,  more  corrL  m 
governments  tend  to  receive  more 

As  for  individual  donor  nations, 
authors  find  that  the  U.  S.  does  app 
to  favor  democracies  over  dictatorsh 
but  still  gives  more  assistance  to 
rupt  governments.  By  contrast,  Scar 
navian  countries  are  more  generous  Itlt 
less  corrupt  governments,  while  int 
national  organizations  seem  to  pay 
attention  to  the  level  of  corruption 
aid  recipients. 

Thus,  if  donor  nations  and  organi 
tions  are  truly  serious  about  encour; 
ing  "good  governance,"  their  aid  p( 
cies  may  need  some  careful  rethinks 
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Me  fed  moves, 
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.1  Street  likes  the  preemptive  strike-but  is  it  really  a  one-shot  hike? 


Ills,  economy 


THE  FED  TAPS 
ON  THE  BRAKES 


JUNE  30  '99 


■   ll?    KENT 

DATA.  FEDERAL  RESERVE  BOARD 

:  pov 


0.  K.,  class,  repeat  after  me: 

2+1=3.  Call  it  Alan  Green- 

s  new  math,  which  the  Federal  Reserve  chairman 

iled  in  his  June  17  congressional  testimony.  That 

say:  2%  productivity  growth  plus  1%  growth  in 

abor  force  equals  the  U.  S.  economy's  3%  maxi- 

noninflationary  growth  rate.  Why  is  this  lesson 

rtant?  Because  the  June  30  hike  in  interest  rates 

ests  that  it  may  well  be  the  key  to  monetary 

y  in  the  quarters  immediately  ahead. 

The  old  math,  which  many 
economists  are  abandoning 
(page  30),  assumed  slower  pro- 
ductivity growth,  and  thus  a 
noninflationary  limit  of  about 
^UttlZfl     B~         ~'c<-   Although   the   precise 

numbers  for  productivity  and 
the  labor  force  continue  to 
spark  debate  over  what  the 
economy's  growth  limits  really 
are,  Greenspan  now  has  given 
a  ballpark  figure  of  where  he 
elf  stands  on  the  issue.  That's  important  because 
mum  noninflationary  growth  is  Greenspan's  often- 
sd  goal  for  policy,  and  apparently,  the  Fed  has  de- 
>;r|  1  that  the  economy's  4%  growth  rate  has  become 
ireaa  iot  to  handle.  ■ 

>  a  result,  the  Fed  lifted  the  target  level  for  its 
ral  funds  rate,  the  overnight  rate  for  interbank 
owing,  by  a  quarter-point,  to  5% — the  first  rate 
since  March,  1997  (chart).  Policymakers  chose  to 
e  the  largely  symbolic  discount  rate  at  4.5%.  And 
move  that  eased  the  markets'  fears  about  the 
;ncy  for  further  hikes,  the  Fed  shifted  its  official 
*nf:y  predisposition  to  neutral,  from  one  that  had 
i  leaning  toward  tightening.  Both  stocks  and  bonds 
ed  sharply.  The  Dow  Jones  industrial  average 
ped  155  points  on  the  day,  and  the  30-year  Trea- 
J   yield  fell  to  5.96%. 

jfVEVER,  THE  MARKETS  may  be  reading  too  much 
the  shift  to  a  neutral  bias.  The  Greenspan  Fed  has 
lys  changed  its  official  policy  stance  back  to  neutral 
r  lifting  rates.  Moreover,  the  last  sentence  of  the 
's  statement  left  the  door  open  for  further  hikes  if 
led:  "The  Committee,  nonetheless,  recognizes  that  in 
current  dynamic  environment,  it  must  be  especial- 

&  lert  to  the  emergence,  or  potential  emergence,  of  in- 
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flationary  forces  that  could  undermine  economic- 
growth."  And  unless  the  data  show  that  the  economy  is 
slowing  to  the  3%  gauntlet  that  Greenspan  has  thrown 
clown,  more  rate  hikes  may  be  forthcoming. 

Further  tightening  is  likely  especially  since  last  fall's 
three-quarter-point  rate  cuts  added  significant  stimulus 
to  an  already  hot  economy.  In  his  June  17  testimony, 
Greenspan  referred  to  last  fall's  downward  adjust- 
ments in  rates  as  an  "emergency  injection  of  liquidity." 
But  with  Asian  economies  now  stabilizing,  and  with  the 
outlook  for  world  growth  improving,  at  least  partly, 
and  perhaps  all,  of  that  extra  liquidity  is  not  needed, 
particularly  since  U.  S.  growth  continues  to  barrel 
ahead.  Indeed,  the  Fed  said  that  "the  full  degree  of  ad- 
justment is  judged  no  longer  necessary." 

Keep  in  mind  that  last  July, 
before  the  emergency  easing,         RECOVERING  FROM 
the  Fed  leaned  toward  tight-  THE  JITTERS 

ening,  given  the  economy  s 
strong  growth  and  the  drop    135 
in  the  unemployment  rate  to    130  • 
4.5%.  Since  then,  the  econo-    125_ 
my  has  grown  at  a  5.2%  pace 
in  the  fourth  and  first  quar-       ***  confidence 
ters,  and  the  jobless  rate  has    115"""t,,",t"",l"""t'"" 
dropped  further,  to  4.2%.  With     ±  «**  i985=ioo 
the  economy  growing  at  a  4%  data  conference  board 

pace,  the  jobless  rate  would  very  likely  dip  below  4% 
by  the  end  of  the  year,  a  rate  all  economists  agree 
would  spark  inflation. 

Further  labor-market  strains  were  the  fear  that  led 
to  last  summer's  leaning  toward  higher  rates.  And  de- 
spite the  Fed's  acknowledgment  that  "strengthening 
productivity  growth  has  contained  inflationary  pres- 
sures," it  remains  the  Fed's  biggest  fear.  Even  with  the 
recent  slowing  in  wage  growth,  that  concern  was  ex- 
plicit in  Greenspan's  June  17  remarks.  "Should  labor 
markets  continue  to  tighten,"  he  said,  "significant  in- 
creases in  wages  in  excess  of  productivity  growth  will 
inevitably  emerge."  He  clearly  endorsed  preemptive 
policy  as  a  means  to  thwart  such  pressures,  and  pre- 
emptive action  is  exactly  what  the  Fed  took  on  June  30. 

THE  DRIVING  FORCE  behind  the  labor-market  tight- 
ening is  the  unrelenting  strength  in  domestic  demand, 
led  by  consumers.  The  problem  is  that  the  latest  read- 
ings for  household  outlays  and  confidence  show  no 
sign  that  consumers  are  cutting  back  (chart).  And  the 
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economy  will  not  slow  down  until  consumers  do. 

Households  in  June  were  the  most  upbeat  they  have 
been  in  30  years.  The  Conference  Board's  Consumer 
Confidence  Index  rose  for  the  eighth  month  in  a  row,  to 
138.4,  as  households  gave  an  improved  assessment  of 
their  present  economic  situation,  as  well  as  their  view 
of  the  next  six  months.  The  June  increase  in  confi- 
dence was  significant  because  the  index  has  now  re- 
gained all  of  the  ground  lost  last  fall  amid  the  global 
and  U.  S.  financial  market  turmoil. 

Consumers  continue  to  spend  at  a  pace  in  excess  of 
their  income  growth,  primarily  because  of  wealth  gains 
from  rising  stock  values  and  home  prices.  Greenspan 
says  that  such  wealth  accounts  for  one  percentage 
point  of  the  economy's  4%  growth,  and  that  even  if  the 
growth  in  capital  gains  ends  soon,  enough  stimulus 
from  this  source  remains  in  the  pipeline  to  fuel  outsized 
consumption  growth  for  months  to  come. 

MOST  RECENTLY,  inflation-adjusted  consumer  spend- 
ing on  goods  and  services  jumped  0.6%  in  May,  after 
dipping  0.1%  in  April.  Second-quarter  outlays  are  on 
track  to  grow  at  an  annual  rate  of  between  4%  and 
5% — less  than  the  first  quarter's  blistering  6.7%  pace, 
but  a  good  deal  faster  than  the  2%  to  3%  pace  at 
which  real  aftertax  income  appears  to  be  growing. 

As  a  result,  the  saving  rate  continues  to  plumb  deep- 
er into  negative  territory  (chart).  Last  fall,  for  the 
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CONSUMERS  CONTINUl 
SPEND  THEIR  SAVIM 


first  time  in  the  postwar  era,  U.  S.  households 
whole  began  to  spend  more  than  the  income  they 
generating.  And  in  May,  the  saving  rate  fell  to  a 
low  of  -1.2%,  as  consumers  allowed  stock  market 
which  are  not  counted  in  the  personal  saving  rat 
supplant  more  traditional  forms  of  saving. 

The  first  victim  of  the  Fed's 
tightening  is  likely  to  be  hous- 
ing. Rising  mortgage  rates 
may  already  be  crimping  de- 
mand, given  that  sales  of  both 
new  and  existing  homes  fell 
sharply  in  May.  Since  the  end 
of  April,  30-year  fixed  mort- 
gage rates  have  risen  from 
6.9%  to  7.6%,  according  to  the 
Federal  Home  Loan  Mortgage 
Corp.  New  home  sales  fell 
5.1%  in  May  to  an  annual  rate  of  888,000,  and  th( 
ventory  of  unsold  homes  relative  to  demand  rose  to 
highest  level  in  a  year  and  a  half,  a  sign  that 
starts  may  begin  to  slow. 

Of  course,  that  seems  to  be  exactly  what  the  Fe 
looking  for.  Regardless  of  whose  math  you  beli 
Greenspan  &  Co.  have  given  us  fair  warning:  If 
nomic  growth  doesn't  quickly  slow  down  to  a  less  r 
bunctious  pace,  the  policymakers  will  be  back 
further  rate  hikes  to  make  sure  it  does. 
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HOT  GROWTH  WAS  ONLY  A  MIRAGE 


The  growth  spurt  in  Japan's 
real  gross  domestic  product  in 
the  first  quarter  took  analysts  and 
investors  by  surprise.  But  the 
surge  looked  questionable  when 
put  under  the  microscope,  and 
Japan's  economy  re- 
mains quite  fragile. 
First-quarter  real 
GDP  jumped  at  an  an- 
nual rate  of  7.9%,  the 
strongest  quarterly 
gain  in  three  years. 
But  government 
spending  soared  at  a 
48%  pace,  a  result  of 
1998's  stimulus  pack- 
age. That  accounted 
for  about  half  the  advance.  And 
the  seasonal  adjustment  process 
seems  to  make  every  first-quarter 
real  GDP  look  strong  even  though 
the  raw  data  show  significant 
declines. 


MANUFACTURING 
REMAINS  TROUBLED 


JAPANESE 
INDUSTRIAL 
PRODUCTION 
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Real  GDP  is  back  to  its  level  of 
early  1998.  The  key  question  is 
where  it  goes  from  here.  The  data 
so  far  in  the  second  quarter  show 
the  growth  spurt  was  not  repeat- 
ed in  the  spring,  but  that  a  recov- 
ery is  taking  hold. 
The  best  news  is 
that  Japanese  con- 
sumers, whose  real 
spending  grew  4.8% 
in  the  first  quarter, 
continue  to  buy. 
Household  spending 
rose  an  impressive 
3.9%  in  May,  the  third 
rise  in  a  row. 

However,  the  labor 
markets  are  still  in  disarray.  The 
jobless  rate  in  May  fell  to  4.6%, 
from  a  record  4.8%  in  April,  but 
most  of  the  jobs  created  were 
only  part-time.  The  job-to-appli- 
cant ratio  dipped  to  0.46  from 


0.48.  And  real  wages  are  barely 
above  their  year-ago  level. 

In  addition,  manufacturing  re- 
mains in  trouble.  Industrial  pro- 
duction unexpectedly  fell  in  May 
slipping  0.7%  to  its  lowest  level 
five  years.  Output  is  on  track  to 
fall  an  additional  6%  in  the  secoi 
quarter  (chart).  And  the  invent 
ry-to-sales  ratio  rose  again  in 
May,  suggesting  factories  will 
have  little  need  to  boost  output 
levels  over  the  summer.  And 
housing  starts  were  down  in  bo 
April  and  May. 

Policymakers  have  indicated 
that  they  will  wait  until  fall  to 
cide  on  assembling  another  stim 
lus  package.  If  consumer  spendi 
keeps  rising,  they  may  opt  agar 
more  pump-priming.  Investors  a 
least  are  betting  that  the  recov- 
ery is  real:  The  Nikkei  stock  in- 
dex is  up  almost  27%  this  year. 
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HANDLING  THE 
HOT-ROD  ECONOMY 

Higher  growth  rates  have  wide  policy  implications 
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COMMENTARY  By  Michael  J.  Mandel 

In  some  ways,  the  Federal  Reserve's  June  30  quarter- 
point  rate  hike  seems  like  a  retreat  from  the  New  Econ- 
omy view  of  the  world.  It  looks  perhaps  as  if  the  big,  bad 
Fed  is  back  on  the  job  again — fighting  inflation  and  hold- 
ing down  growth. 

But  despite  this  light  tap  on  the  economy's  brakes,  Fed 
Chairman  Alan  Greenspan  still  believes  in  the  New  Econo- 
my— and  so  do  a  growing  number  of  other  Washington  poli- 
cymakers. After  years  of  dispute,  there  is  a  new  consensus 
forming  around  the  proposition  that  the  econ- 
omy's rate  of  sustainable  growth  is  3% 
or  greater,  much  higher  than  most  econ- 
omists had  considered  possible  without 
igniting  inflation. 

For  monetary  policy,  the  new  consen- 
sus means  that  the  Fed  is  less  likely  to 
raise  rates  again,  despite  tight  labor  mar- 
kets and  strong  growth.  Following  the 
hike,  the  Fed's  policy-making  committee  is- 
sued a  statement  saying  that  there  was  no  longer  an  upward 
bias  on  future  rate  changes,  noting  that  "strengthening  pro- 
ductivity growth  has  contained  inflationary  pressures." 

Without  direct  signs  of  inflation,  the  June  30  hike  was 
mainly  an  attempt  to  bring  the  rate  of  economic  growth 
back  into  the  safety  zone  of  around  3% — after  hitting  6%  in 
the  last  quarter  of  1998  and  4%  in  this  year's  first  quarter. 
Many  forecasters  already  expect  the  second  quarter  to  be  un- 
der 4%.  So,  if  the  gross  domestic  product  slows  to  between 
3%  and  3.5%,  then  the  Fed  will  not  have  to  move  again. 
NEW  CONSENSUS.    The  notion  that  the  economy  is  capable 
of  a  new  level  of  noninflationary  growth  is  permeating 
the  budget  debate  as  well.  President  Bill  Clinton's  latest 
budget  proposals  are  based  on  the  belief,  in  his  own 
words,  that  technology  "has  given  us  enormous  increases 
in  productivity."  Policies  which  were  formerly  unthink- 
able— such  as  paying  down  the  national  debt,  fully  funding 
Social  Security,  or  making  sizable  tax  cuts — now  seem 
well  within  reach. 

Leading  the  new  consensus  is  Greenspan.  In  his  congres- 
sional testimony  on  June  17 — the  same  speech  in  which  he 
signaled  the  rate  hike — Greenspan  also  indicated  his  belief 
that  the  U.  S.  economy  could  sustain  roughly  a  2%  growth 
rate  in  productivity  and  a  3%  growth  rate  in  gdp.  These 
numbers  represent  a  remarkable  upward  shift  from  the  slug- 
gishness of  the  1970s  and  1980s,  when  1%  growth  for  pro- 
ductivity and  2%  for  GDP  were  the  norms. 

The  record  of  the  past  couple  of  years  has  even  impressed 
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some  of  the  biggest  New  Economy  doubters.  Until  rece 
for  example,  economist  Alan  S.  Blinder  had  argued 
there  was  no  evidence  that  long-term  sustainable  grc 
had  risen  above  2.3%.  Now,  like  Greenspan,  the  Princ 
University  professor,  who  is  a  former  Fed  vice-chain  io  1.4' 
sees  the  sustainable  growth  rate  at  3% — and  possibly  <  tymate 
higher.  "I  can't  rule  out  that  we  could  be  at  a  3.5%  or  4%   wnser 
growth  rate,"  says  Blinder.  myactii 

Even  budget  forecasters — who  were  burned  in  the  e  : preve 
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hy  excessively  opt  imislic 
•tions  of  growth — are   fi 

lipping  their  estimates. 
•\ample,  in  its  latest  Bel 
dget  projections,  the  Of- 
f  Management  and  Bud- 
)MH)  raised  its  estimate  of 
tial  GDP  growth  over  the 
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A  HANDY  GUIDE  TO 
NEW-ECONOMY  POLICY 

Here  are  factors  that  will 

determine  how  the  New  Economy  will  affect 

monetary  and  fiscal  policy 


including     St.     Loui 
Riacroecononric  A<h i  ers,  still 
argue  i  hat  i  he  rial  ural  rate  of 

unemployment    i 

than  to  the  4.5%  thai  Borne 
economista  now  uae.  [ft! 

are  right,  arid  wage  growth  ac- 
celerates again,  the  economy 


three  years  from  2.5%  to  .//:        !   '^    '    .^    .    A"     ..".  w"ul(1  have  to  be  Blowed  "' 


That's  a  major  reason 
;he  budget  surplus  is  now 
cted  to  be  a  trillion  dol- 
arger  than  predicted  just 
nonths  ago. 

ING  SHAME."  Admittedly, 
9  still  below  what  the  new 
>nsus  suggests.  What's 
t  L  the  revision  has  not  tak- 
ace  across  the  board:  The 


SUSTAINABLE  RATE  OF  GROWTH  More  economists 

accept  that  the  economy  can  safely  grow  at  a  3%- 

plus  annual  rate.  This  higher  sustainable  rate  leads  to 

bigger  budget  surpluses  and  fewer  rate  hikes.  _  able  Ls  whether  the  Fed  feels  it 


somewhere  below  the  sustain- 
able rate  in  order  to  keep  in- 
flation under  control. 


rf 


THE  NATURAL  RATE  OF  UNEMPLOYMENT  Based 

on  recent  experience,  the  unemployment  rate  that 

triggers  inflation  could  be  between  4.5%  and  5.5%. 

The  lower  the  trigger  rate  is,  the  less  the  Fed  needs 

™  '-"'  ™"-  ""      to  worry  about  inflation, 
is  projecting  that  annual      i. 

activity  growth  will  fall      BUDGET  SURPLUS  Using  the  surplus  to  pay  down 

the  debt,  rather  than  cutting  taxes  or  increasing 

spending,  modestly  boosts  the  sustainable  growth 

rate  by  lowering  long-term  interest  rates. 


■mi  to  1.4%  beginning  in  2003 
>licymakers  really  believe 
conservative    forecasts, 
any  actions  based  on  them 

ili^l    prevent    the    economy 

fulfilling  its  real  potential. 

a  crying  shame  if  we  could 

r  at  a  3.5%  rate  and  we 

let  ourselves  grow  2.5%," 

Blinder.  "Underperform 


HIGH-TECH  INVESTMENT  Soaring  high-tech  invest- 
ment has  significantly  increased  the  level  of  sustain- 
able growth  by  changing  how  businesses  operate  and 
boosting  productivity.  If  that  slows,  policymakers 
would  likely  revise  downward  their  estimates  of  sus- 


tainable growth. 


necessary  to  raise  rates  in  or- 
der to  rein  in  a  galloping  equi- 
ties market.  Over  the  past  year, 
surging  prices  for  stocks  have 
helped  fuel  much  of  the  con- 
sumer spending  that  has  kept 
the  expansion  alive.  If 
Greenspan  was  aiming  at  this 
equity  bubble  on  June  30,  he 
missed:  The  Dow  Jones  indus- 
trial average  jumped  155.45 
points,  the  s&p  500  rose  21.21, 
and  the  nasdaq  advanced  by 
41.04.  Without  some  pullback, 
Greenspan  and  the  Federal  Re- 
serve could  be  tempted  to  raise 
rates  to  prick  what  seems  to 


growth  is  just  as  bad  as      be  an  asset  bubble. 


nuch  inflation." 
ill,  there  are  some  wild 
5  that  could  cause  the  Fed 
lange  direction.  One  of  the 
serious  potential  problems 
d  be  a  pronounced  slow- 
n  in  the  high-tech  sector.  That  would,  in  fact,  cut  off 
iiel  for  the  New  Economy  growth-and-productivity  ma- 
3.  The  rapid  growth  of  information  technology  has  con- 
ited  one-third  of  growth,  cut  half  a  point  or  more  off  in- 
)n,  and  provided  the  bulk  of  the  productivity  gains. 
len,  there  are  the  mixed  signals  from  the  labor  market.  De- 
an unemployment  rate  of  4.2%,  wage  growth  seems  to 
decelerated  in  the  last  year.  Worker  compensation,  as  mea- 
d  by  the  employment  cost  index,  has  risen  by  2.9%  over 
past  year,  down  from  3.3%  a  year  earlier,  for  example, 
evertheless,  the  pool  of  available  labor  has  been 
dramatically  shrinking  and  now  is  as  small  as 
it  was  in  the  mid  1970s.  And 
some  forecasters, 


GLOBAL  ECONOMY  A  rebound  in  world  growth, 
putting  pressure  on  commodities  prices  and  using  up 
more  of  the  current  excess  global  capacity,  would 
make  inflation  more  likely.  The  result  would  be  a 
need  for  additional  interest-rate  hikes. 


The  Fed  would  be  wise  to 
resist  that  temptation.  Some 
of  the  greatest  central  bank 
policy  failures — including  the 
Great  Depression  of  the  1930s 
and  ,the  deep  Japanese  reces- 
sion of  the  1990s — followed  attempts  by  a  central  bank  to 
bring  down  asset  prices.  What's  more,  to  the  degree  that  the 
rising  equities  markets  have  made  it  easier  for  innovative 
new  companies  to  raise  money,  an  attempt  to  bring  down  a 
perceived  stock  market  bubble  could  have  the  unintended 
side-effect  of  crimping  innovation — or  cutting  off  the  high- 
tech  boom. 

Certainly,  managing  economic  policy  through  a  period  of 
rapid  structural  change  isn't  easy.  "When  there's  a  swing,  peo- 
ple don't  recognize  it  for  a  while,"  says  Blinder.  But  Washing- 
ton finally  seems  to  be  getting  its  mind  into  the  New  Economy. 

Economics  Editor  Mandel  covers  the  New  Economy  for 
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WASHINGTON 


WHAT  DO 
YOU  DO  WITH 
A  COOL  TRILLION? 


Clinton's  plans  for  the 
budget  surplus  could 
sharply  limit  spending 
options  for  years  to  come 

Funny  how  $1  trillion  focuses  the 
mind.  Until  recently,  Washing- 
ton was  locked  in  an  endless  de- 
bate over  the  role  of  government 
in  an  era  of  deficits.  Even  in 
1998,  when  surpluses  first  appeared,  pols 
still  were  playing  the  same  old  game: 
What  Democratic  spending  programs 
would  have  to  be  cut  to  fund  which  GOP 
tax  cuts?  How  should  Social  Security 


TRILLION- 
DOLLAR 
DREAMS 

How  the 
Administration 
and  the  GOP 
would  use 
the  windfall 
surplus 
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CLINTON  Use  $3.1  tril- 
lion in  excess  payroll 
tax  revenues  to  pay  off 
the  national  debt  over 
the  next  15  years  and 
use  interest  savings  to 
shore  up  the  Social 
Security  Trust  fund. 

GOP  Use  surpluses  to 
help  shore  up  the  Social 
Security  Trust  fund,  but 
allow  workers  to  shift  a 
portion  of  their  payroll 
taxes  to  private  invest- 
ment accounts. 


be  trimmed  to  assure  its  solvency? 
But  thanks  to  the  massive  tax  re- 
ceipts being  generated  by  the  New 
Economy  boom,  the  debate  is  changing. 
On  June  28,  the  Office  of  Management 
&  Budget  issued  new  estimates  showing 
that  stronger  growth — 2.5%  vs.  the  pre- 
viously predicted  2.3% — could  boost  the 
surplus  by  $1  trillion  over  15  years. 


The  startling  possibility — and  it  re- 
mains only  that — of  surpluses  as  far  as 
the  eye  can  see  may  transform  econom- 
ic policy,  opening  new  options  both  this 
year  and  beyond.  "We've  moved  into  a 
different  era,"  says  Urban  Institute 
economist  C.  Eugene  Steuerle.  "This  is 
going  to  have  extraordinary  implications 
for  both  fiscal  and  monetary  policy." 

Suddenly,  Washington  seems  ready 
to  shift  trillions  in  general  revenue  dol- 
lars to  Social  Security  and  Medicare, 
ensuring  paper  solvency  well  into  the 
next  century.  And  both  President  Clin- 
ton and  the  gop  are  backing  a  dramatic 
buydown  of  the  public  debt.  Money  may 
be  available  to  shore  up  Social  Security 
and  Medicare  without  painful  benefit 
cuts.  And  the  Administration 
even  hopes  to  add  prescrip- 
tion-drug coverage  to 
Medicare,  to  be  funded  partly 
by  the  new  abundance.  The 
huge  surplus  may  even  bring 
the  Administration  and  the 
gop  together  on  a  tax-cut 
deal  later  this  year,  President 
Clinton  told  business  week 
on  June  29  (page  34). 

Although  long-range  bud- 
get forecasts  are  notoriously 
shaky,  there's  no  question 
that  the  economy's  surprising 
surge  has  created  a  new  en- 
gine for  future  surpluses.  Just 
three  years  ago,  budgeters 
thought  revenues  for  fiscal 
1999  would  be  $1.68  trillion. 
Now,  with  growth  hitting  4.3%,  they 
figure  they'll  be  $100  billion  higher.  Over 
the  next  15  years,  according  to  the  Ad- 
ministration, cumulative  surpluses  will 
near  $6  trillion — $1  trillion  more  than 
predicted  just  five  months  ago. 

The  President  used  the  release  of 
the  new  estimate  to  float  a  series  of 
proposals  that  would  define  the  federal 
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budget  for  years  to  come.  He  wan  iGoven 
use  the  surpluses  now  building  u  tffflisi 
Social  Security  to  wipe  out  the  $3 
lion  public  debt  over  the  next  15  y 
Buying  back  Treasury  securities  w  toted 
save  the  government  $100  billion  a  ling" 
in  interest  costs.  All  those  sav  knenti 
would  be  used  to  shore  up  Social  £  l  no!  i 
rity  later  on.  If  Clir 

BOOMER  BONUS.  Clinton  also  prop  Eepublic 
creating  a  special  category  of  spen  into 
for  education  and  children's  progi  fere  dr 
that,  like  Social  Security  and  Medi<  West! 
would  be  treated  separately  from  <  I  spen 
nary  budget  items.  Over  15  years, 
Administration  would  allocate  $156 
lion  for  such  programs,  while  incre* 
defense  and  environmental  protecti 
bit  and  cutting  taxes  by  $250  billio 

But  Clinton  reserves  the  bulk  o 
New  Economy  bonus  for  baby-boo 
retirement  needs.  Some  $790  bi    fliatfi 
would  be  pumped  into  Medicare,  v  L 
$600  billion  would  be  shifted  to  Si 
Security. 

There  are,  of 
course,  other  options 
for  reordering  spend- 
ing priorities,  given 
the  new  outlook.  Re- 
publicans favor  di- 
verting some  of  the 
newfound  money 
from  the  Federal 
coffers  in  the  first 
place  by  cutting  in- 
come taxes  by  close 
to  $1  trillion  over  10 
years.  "Republicans 
think  if  you  give  this 
money  back  to  the 
people  who  earned 
it,  they  would  have 
better  use  for  it," 
says  Lawrence  B. 
Lindsey,  a  top  eco- 
nomic   adviser    to 
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5  Governor  George  W.  Bush.  Like 
administration.  Republicans  would 
I  more  on  defense  and  on  some  do- 
le programs,  pay  down  the  debt, 
protect  Social  Security  by  stopping 
•owing"  payroll  taxes  for  general 
mment  spending. 

s  not  hard  to  see  a  compromise 
If  Clinton  accepts  a  bigger  tax 
Republicans  might 
into  a  limited 
care  drug  benefit 
nodest  liikes  in  do- 
le spending.  Both 
.  could  use  clever 
anting  to  paper 
Social  Security 
Medicare  solvency. 
)  BIND.  But  would 
and  October  corn- 
use  result  in  fiscal 
y  that  fits  the  New 
lomy?  After  all, 
>ing  the  expansion 
y  is  the  key  to  the 

J  lous     cycle     that 

Tght  the  U.S.  to 
Promised  Land  of 
luses. 

n  the  plus  side, 
;  economists  think 
single  biggest  ele- 
t  of  both  camps'  plans — shrinking 

pi  debt — will  benefit  the  economy.  It 

tower  real  interest  rates,  encourage 

stment,    reduce   borrowing   from 

iad,  and  increase  living  standards," 

Harvard  Univei-sity  economist  Ben- 

.n  M.  Friedman. 

ut  there  are  problems  with  retir- 
the  debt  entirely.  Without  govem- 
it  borrowing,  there  would  be  no 
isury  bond  market  and  the  Federal 
erve  would  lose  a  vital  monetary 
:  buying  and  selling  Treasuries  to 
ist  liquidity. 
\  addition,  the  single-minded  focus 


TAXES 


CLINTON  A  $250  bil- 
lion net  tax  cut  over  10 
years,  built  around  his 
USA  savings  accounts. 
Other  tax  incentives  for 
child  care,  long-term 
care,  and  investment  in 
low-income  communi- 
ties. New  taxes  on  cor- 
porate tax  shelters. 

GOP  A  10-year  tax  cut 
of  close  to  $1  trillion. 
Reductions  in  estate 
taxes,  capital  gains  tax- 
es, and  relief  for  some 
two-earner  couples. 
Possible  expansion  of 
the  15%  tax  bracket. 


on  debt  repayment  means  "a  veiy  tight 
fiscal  policy,"  notes  an  adviser  to  Pres- 
idential hopeful  George  W.  Bush.  "Clin- 
ton is  talking  about  a  surplus  that 
would  be  close  to  3%  of  gross  domestic 
product."  Democrats  agree.  "This  will 
constrain  policymaking,"  says  former 
Congressional  Budget  Office  Director 
Robert  Reischauer. 

Liberals  are  furious. 
They  insist  that  debt  elimi- 
nation should  not  take 
precedence  over  education, 
training,  and  other  human- 
capital  investments.  That's 
how  states  have  used  their 
surpluses  in  recent  years. 
Jeff  Faux,  president  of  the 
Economic  Policy  Institute, 
a  labor-funded  think  tank, 
says  the  government  should 
spend  up  to  $100  billion  a 
year  more  on  such  pro- 
grams because  they  boost 
productivity  and  help  the 
poor  benefit  from  growth. 
"In  '93,  Clinton  told  us  that 
while  public  investment  was 
important,  we  had  to  get 
the  deficit  down.  Then 
we  were  told  we  had 
to  balance  the  budget. 
Then  we  had  to  ran  surpluses  to 
take  care  of  Social  Security.  Now, 
we  have  to  get  the  debt  to  zero 
before  we  can  get  poor  kids  into 
Head  Start.  This  is  crazy." 

Another  consequence  of  the  Clin- 
ton and  GOP  plans  would  be  to  cut 
off  debate  over  Medicare  and  Social 
Security  reform.  With  surplus  mon- 
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That,  warn  critics,  leaves  the  retire- 
ment of  76  million  baby  boomers  a  po- 
tential time  bomb  for  the  21st  century. 
Without  structural  changes  in  Social  Se- 
curity, and  with  an  added  drag  benefit 
for  Medicare,  Washington  will  be  spend- 
ing nearly  80%  of  its  resources  on  aging 
baby  boomers  by  2040.  "There's  almost 
nothing  left  for  anything  else,"  says 
Steuerle. 

The  sudden  appearance  of  a  Second 
Peace  Dividend — this  one  generated  by 
technological  innova- 
tion, strong  produc- 
tivity growth,  and 
globalization — has 
Washington  giddy. 
When  the  delirium 
wears  off,  though, 
policymakers  may 
take  the  time  to 
consider  more  imag- 
inative ways  to  use 
the     windfall — and 


OTHER  SPENDING 


CLINTON  Set  aside 
$156  billion  over 
15  years  for  child 
care  and  education 
programs.  Other 
increases  in  funding 
for  environmental 
protection,  veterans, 
and  defense. 


ey  to  keep  the  programs  operat-      ponder  whether  it 


ing  as  they  do  now,  politicians  are 
disinclined  to  revisit  touchy  sub- 
jects such  as  shifting  some  Social 
Security  funds  into  marketable  se- 
curities or  trimming  benefits. 


GOP  Focus  spend- 
ing hikes  on  defense 
and  increase  some 
education  spending. 


will   materialize  on 
schedule. 

By  Howard  Gleck- 
man,  witli  Let  Wal- 
c:ak.  in  Washington 


News:  Analysis  &  Commentary 


Q  &  A 


'I  DO  BELIEVE 

IN  THE  NEW  ECONOMY' 

President  Clinton  has  a  plan  to  spread  the  wealth 

On  the  eve  of  a  barn- 
storming tour  to  pro- 
mote his  new  Medi- 
care plan  and  unveil  an 
initiative  to  bring  the 
New  Economy  boom  to 
inner  cities  and  hard-hit 
rural  areas,  President 
Clinton  sat  down  with 
Wliite  House  Correspon- 
dent Riclmrd  S.  Dunham 
on  June  29.  For  a  more 
complete  text,  see  the  July 
12  issue  at  wmv.business- 
week.com. 

Q:  Do  you  think  the  New 
Economy  is  as  big  a  boon 
as  its  backers  claim? 
A:  I  do  believe  in  the 
New  Economy.  Technolo- 
gy is  rippling  through 
every  sector  of  economic 
activity  in  ways  that  have 
given  us  dramatic  in- 
creases in  productivity 
and  potential  for  growth 
without  inflation.  And  I 
think  most  models  have 
not  accurately  measured 

it.  Therefore,  the  most  opportunity  to  pay  off  debt  J  J 

important  thing  for  gov-      *  r  *  r     *> 

ernment  policy  is  to  be 
fiscally  responsible,  to  create  the  condi- 
tions where  people  can  prosper,  and 
then  to  do  things  that  will  accelerate 
the  trends  that  are  already  under  way. 


Q:  Some  corporations  have  invesU 
poor  areas,  but  others  are  sitting  o 
sidelines.  Wtuit  can  you  do  to  enco 
more  companies  to  take  the  plung 
A:  First,  make  sure  that  all  the  p 
who  make  investment  decisions  ui 
stand  that  there  are  very  gifted, 
hardworking,  very  creative  peopk 
there  in  these  communities.  Secom  ■ 
hope  to  build  bipartisan  support  for 


P 
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sage  of  the  New  Mai  • 
Initiative,  which  will 
it  more  attractive  for 
pie  to  invest  in  thes 
eas  by  giving  them  ;  \ 
credit  of  up  to  25% 
making  certain  investr 
eligible  for  loan  guara 
of  up  to  two-thirds 
total  investment. 
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SETTING  PRIORITIES  if  We  don't  want 
to  ignore  Medicare  and  Social 
Security  liabilities  or  the  enormous 


Q:  Can  the  economy  sustain  its  cur- 
rent high  growth  rate? 
A:  The  opportunities  are  stunning.  If 
we  can  adapt  the  world  trading  system 
on  the  theory  of  leaving  no  one  behind 
and  making  maximum  use  of  new  tech- 
nologies, I  think  this  thing  could  go  on 
indefinitely. 

Q:  What  is  Federal  Reserve  Board 
Chairman  Alan  Greenspan's  role  in  the 
new  cycle  of  prosperity? 
A:  Mr.  Greenspan  and  the  Fed  do  a 
perfectly  good  job,  and  we've  had  a 
good  partnership  by  recognizing  each 
other's  appropriate  roles.  No  one  be- 
lieves that  we  have  completely  re- 
pealed the  traditional  laws  of  econom- 


ics, that  we  have  completely  repealed 
any  tendency  toward  inflation,  or  that 
we've  completely  repealed  the  business 
cycles.  But  we've  dramatically  im- 
proved [our  chances  of  growth  with- 
out inflation]  through  this  technological 
revolution. 


Q:  What  about  another  Fed  term  for 

Greenspan? 

A:  I  haven't  talked  to  him  [about  that]. 

I  don't  even  know  if  he's  interested. 

Q:  Let's  go  back  to  the  economic  boom. 
Wfiy  hasnt  it  extended  to  run-down  in- 
ner cities  and  distressed  rural  areas? 
A:  The  business  community  is  not  fully 
aware  of  the  opportunities  it  actually 
has  to  make  money.  And  frankly,  [there 
are]  still  some  greater  risks  in  these 
areas,  which  we  ought  to  try  to  over- 
come by  putting  in  place . . .  much  more 
incentive  to  invest. 


Q:  The  Office  of  Mat 
ment  &  Budget  has 
leased  new  estimates 
show  the  surplus  ove 
next  decade  may  be 
bigger — by  about  $1 
lion — than  had  beeri 
pected  just  a  few  mc 
back.  Does  this  incr 
tlie  odds  that  you  and 
Republicans  can  ci 
budget  deal  on  entitle)  m\K 
reform  and  tax  cuts? 
A:  When  you  have 
money  than  you  tho 
you  were  .going  t( 
should  make  it  easie  a. 
have  an  omnibus  ag 
ment.  I  want  to  cau 
however,  that  what 
have  this  year  [is  r 
Everything  else,  we 
projecting.  [Still],  this  should  mal 
easier  to  make  an  agreement  on  S 
Security,  Medicare,  and  paying  down 
debt — and  still  have  funds  for  educa 
medical  research,  tax  cuts,  you  nam 


t 


Q:  So  all  these  things  are  poss 
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The 


now . . . 

A:  We  [still  must]  have  our  prioritw 
order.  We  don't  want  to  go  off  and  ] 
a  big  tax  cut  and  ignore  Medicare 
Social  Security  liabilities  or  the  e 
mous  opportunity  to  pay  off  the  < 
over  the  next  decade.  This  idea  sh 
have  appeal  to  Republicans  as  we 
Democrats.  And  I  still  believe  th 
big  portion  of  tax  cuts  ought  to  b 
rected  toward  helping  more  people 
toward  their  retirement.  My  pro 
deserves  some  consideration  from 
Republican  majority  because  I  t' 
good  social  policy,  and  it's  a  good 
increase  savings. 
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E  TUNDRA  IS  HOT, 

T  DETROIT  STAYS  COOL 

i-ta's  popular  new  pickup  isn't  fazing  the  Big  Three — yet 


iaron  Solomon,  a  secretary  who 
ws  north  of  Detroit,  has  always 
•een  a  loyal  buyer  of  hometown 
cts.  So  when  she  decided  to  trade 
•  1992  Oldsmobile  88  for  a  pickup 
she  test-drove  a  GMC  Sierra  and  a 
I  Ram.  What  did  she  buy?  A 
)0  Toyota  Tundra.  "It  drives  as 
IS  a  luxury  car,"  she  gushes.  "And 
ade  in  Indiana." 

ke  up,  Detroit.  It  may  have  taken 
a  Motor  Corp.  a  few  tries,  but  with 
w  Tundra — which  arrived  in  show- 
early 


ota  Motor  Sales  isa  in  Torrance,  Calif. 
"1  sure  would  like  to  have  more  pickups, 
and  there's  a  lot  of  cornfields  there  in 
Indiana." 

So  is  there  panic  in  Detroit?  Well, 
not  exactly.  Sure,  Big  Three  engineers 
are  dissecting  the  Tundra  like  a  frog  in 
biology  class.  And  yes,  Detroit  execu- 
tives speak  in  reverent  tones  of  Toy- 
ota's stellar  quality  and  the  Tundra's 
potential.  But  they're  also  quick  to  note 
Toyota's  past  pickup  failures  and  point 
to  its  paltry  plan  to  build  only  100,000 


in 
the  Japanese 
1  maker  seems 
have      finally 
into     the 
.ng  U.  S.  for- 
for  building 
fch-so-profitable 
s.    The    new 
etition     from 
ta     threatens 
last     bastion 
imestic  domi- 
i — and        the 
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How  Toyota  Stacks  Up 

:      TOYOTA 
i      TUNDRA 

V6  MODEL  STARTING  PRICE  \  $15,415 

FORD 
F-150 

$15,390 

CHEVROLET 
SILVERADO 

$15,995 

DODGE 
RAM 

$15,435 

V6  HORSEPOWER               j  3.4-liter/190 

4.2-liter/205 

4.3-liter/200 

3.9-liter/175 

V8  MODEL  STARTING  PRICE    $22,670* 

$16,640 

$19,110 

$18,190 

V8  HORSEPOWER               j  4.7-liter/245 

4.6-liter/220 

4.8-liter/270 

5.2-liter/230 

•Starting  V8  Tundra  is  four-door,  extended  cab 

DATA:  AUTO  MAKERS 

et  that  has  fattened  the  Big  Three's 
>m  lines.  "The  Japanese  are  now 
;  ling  where  Detroit  makes  its  mon- 
vams  Bumham  Securities  Inc.  auto 
st  David  B.  Healy. 
tING  START.  In  the  first  month,  Toy- 
old  7,800  Tundras — as  many  as  Toy- 
vas  able  to  sell  in  a  full  year  with 
Id  T100  pickup,  which  was  never 
/  enough  to  take  on  Detroit's  Big 

"li;f  els.  The  new  pickup  roared  off  the 
ing  line  so  fast  that  Toyota  Presi- 
I  Fujio  Cho  is  already  giving  a  "70% 
9%  probability"  that  the  caimaker 
build  a  new  U.  S.  plant,  most 
y  next  to  its  Princeton 
)  pickup  factory.  "My  job 

irraf  *  make  that  probability 

-    b,"  says  Don   Esmond 

•if   p  vice-president  of  Toy- 

i 


Tundras  annually.  Even  at  full  capacity, 
the  Indiana  plant  could  produce  only 
150,000  this  year,  analysts  say.  "Cer- 
tainly, they  are  offering  a  much  more 
competitive  product  now,"  says  Ford 
Div.  President  Jim  O'Connor.  "But  ulti- 
mately, customers  will  vote,  and  we  still 
feel  we'll  win  that  election." 

Are  Detroit  execs  underestimating 
the  challenge?  "They  are  still  not  as 
concerned  as  I'd  like  them  to  be,"  says 
auto  consultant  Wesley  R.  Brown  of 
Nextrend  in  Thousand  Oaks,  Calif.  Per- 


hapi    tlii  ii  o  forgetting  whal  i 

al     take:  General  Motor  .  I  ord,  and 
Daimler*  !hrj   ler    ell  '£■  million  lull 
pickup   a  year  in  the  ' '.  S.  and  haul  in 
the  hulk  of  their  profit*  from  those  big 
pickup.-  and  .-port  utility  vehicle-.  Ana 

estimate,  for  instance,  thai  Ford 
Motor  Co.  make-  $10,000  on  each  I 
ries  pickup  it  sells-  a  bracing  840,000  a 

year. 

What's  more,  Detroit  should  not  mis- 
take Tundra's  go-slow  launch  for  mod( 
ambition.-.   After  all,  the  auto  maker 
started  with  a  Kentucky  factory  capable 
of  building  150,000  Camry  sedans  in 
1988.  Today,  that  factory  makes  500,000 
vehicles — and  the  Camry  is  America's 
No.  1  car.  The  Tundra  is  following  that 
launch  model.  "Toyota  is  in  the  first  in- 
ning of  its  truck  strategy,"  says  Wasser- 
stein  Perella  analyst  Scott  Merlis. 
SUV  SPAWN.  The  Tundra  will  also  spawn 
a  sport-utilitv,  which  will  hit  the  road  in 
the    fall    of   2000. 
That  could  present 
an    even    greater 
threat  to  U.  S.  auto 
makers,  since 

chromed  hulks  such 
as     the      Lincoln 
Navigator  generate 
$15,000    in    profit 
per  vehicle.  Trans- 
ferring     Tundra's 
lauded  carlike  ride 
to  a  big  suv  could 
set  a  new  bench- 
mark. Warns  Bulin  Group  auto  consul- 
tant John  Wolkonowicz:  "That's  what 
Detroit  should  worry  about." 

For  now,  the  biggest  worriers  seem 
to  be  Toyota  dealers  who  are  desperate 
for  more  of  the  pickups.  Supplies  are 
so  short,  particularly  for  the  four-wheel- 
drive  version,  that  dealers  are  selling 
Tundras  at  $1,000  over  the  sticker  price. 
"We  can't  get  enough  of  'em,"  says 
Southfield  (Mich.)  Tovota  dealer  Martin 
"Hoot"  Mclnemey.  "It's  a  hot  S.  O.  B."  If 
the  Tundra  keeps  up  its  sales  pace.  De- 
troit will  no  doubt  think 
TOYOTA  tundra  0f  several   more   exple- 

tives-deleted to  call 
it,  too. 

By  Keith 

Xaughton       in 
Detroit 
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EXECUTIVE  SUITE 


A  BOARD  TOO  STRONG 
FOR  ITS  OWN  GOOD? 

Chairman  Rosen  and  his  team  run  the  show- 
making  the  CEO  search  more  difficult 


Compaq  Computer  Corp.'s  board  of 
directors  has  never  been  a  bunch  of 
shrinking  violets.  It  bounced  co- 
founder  Joseph  R.  "Rod"  Canion  when 
the  company  started  to  flag  in  1991  and 
did  the  same  thing  to  Chief  Executive 
Eckhard  Pfeiffer  in  April.  At  the  time, 
Chairman  Benjamin  M.  Rosen  installed 
himself  and  Directors  Frank  P.  Doyle 
and  R.  Ted  Enloe  III  as  a  temporary 
management  team — not  mere  caretak- 
ers. True  to  their  word,  the  trio  in  short 
order  restructured  distribution  and  re- 
organized operations.  Then,  on  June  29, 


they  sold  83%  of  Compaq's  AltaVista 
Co.  Internet  unit  to  Web  holding-com- 
pany CMGI  Inc.  for  $2.3  billion— indicat- 
ing a  new  twist  in  the  company's  Web 
plans. 

Problem  is,  Rosen  &  Co.  might  be 
doing  too  much— making  it  harder  to 
attract  a  top-flight  exec  for  the  vacant 
ceo  suite.  The  board's  first  choice,  Con- 
tinental Airlines  Inc.  President  Gregory 
D.  Brenneman,  dropped  out  of  the  run- 
ning on  June  28.  Brenneman  would  not 
comment,  but  a  source  familiar  with  the 
negotiations   says  talks  broke   down 


CMGI  GETS  ALTAVISTA- 
AND  A  NEW  STRATEGY 
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when  it  becan! 
parent    that 
wanted  to  stay 
man     and     "n 
puppeteer." 
didn't  sit  well 
the  airline  exe< 
the  source  say 
order  for  Com 
achieve      max 
shareholder 
they  need  to 
nize  there's  a  h1 
in  front  of  the: 
it's    Ben."    Co 
had  no  comme 

Compaq's 
search  was  goi 
difficult    no    m 
what.    First, 
are  only  a  hand 
computer  exec 
capable    of   tu 
around  such  a 
plicated   busin 
Compaq      com 
across  the  com 
market  and  is 
absorbing    Digital    Equipment 
There  are  easier  ways  for  seasone 
ecs  to  make  bigger  bucks  at  Int 
startups.  Another  hitch:  Compaq  is 
ing  for  a  ceo  at  the  same  time  as 
Hewlett-Packard  Co.,  which  has  th 
vantage  of  being  in  Silicon  ValleyJ 
Houston.  i 

The  board  can't  afford  to  let  its 
drag  on  much  longer:  Compaq  is  lo  i'.'  Ros 
momentum  fast.  Although  it's  still 
PC-market  leader— with  a  14.3%  si  | 
of  PCs  shipped  worldwide  in  the 
quarter — its  shipments  grew  only 
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It's  one  thing  to  be  a  brilliant  financial 
engineer  in  the  Internet  economy, 
and  another  to  run  a  Web  company. 
David  S.  Wetherell,  the  chairman  of 
trend-setting  Internet  incubator  cmgi 
Inc.,  is  about  to  find  out  just  how  dif- 
ferent they  are  now  that  he  is  buying 
Compaq  Computer  Corp.'s  AltaVista 
search  site. 

Until  now,  Wetherell  has  been  known 
primarily  for  his  knack  in  selecting 
promising  Internet  ventures  to  invest 
in.  That  has  made  cmgi  a  popular  stock 
for  those  who  want  to  do  their  Web  in- 
vesting by  proxy.  Compaq  endorsed 


Wetherell's  Web  savvy  by  taking  a 
16.4%  stake  in  cmgi  and  becoming  its 
largest  outside  shareholder. 

Still,  acquiring  AltaVista  is  the 
biggest  test  so  far  of  Wetherell's  strate- 
gy to  make  cmgi  into  a  premier  Inter- 
net operating  company.  Wetherell  says 
he  can  do  a  lot  more  with  AltaVista 
than  did  Compaq,  which  never  devel- 
oped an  effective  strategy  for  the  ser- 
vice. His  plan:  to  rev  up  what  is  now 
the  15th-largest  Web  portal  with  new 
content  and  services  drawn  from  CMGI 
companies,  including  Raging  Bull  Inc.,  a 
popular  financial  message  board,  and 


iCast,  a  wholly  owned  cmgi  sub, 
that's  developing  Webcasting  se 
AltaVista  will  also  be  at  the  1 
cmgi's  efforts  to  sell  customized 
to  companies  looking  to  quickly 
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a  year  earlier,  compared   with 
Dell  Computer,  whose  shipments 
68%.  "It's  a  massive  state  of  con- 
at  Compaq.  A  lot  of  accounts 
noving   over,"    crows    Dell    CEO 
tel  S.  Dell. 
*  -\M  spite  of  Compaq's  problems,  Rosen 
i*  >i\   imitted  to  forging  ahead  with  the 
r  plan  that  Pfeiffer  laid  out  a  year 
Rather  than  completely  adopting 
direct-sales  strategy,  he  declared 
ne  would  serve  customers 
\  in  stores,  or  over 

phone — 
hover  way 
:  -s  prefer. 
iq's  isen's  twist  is 
.-  a  rake  everything 
v  e  paq  does  hap- 
rsi,  :'aster.  Step  one 
:  hand  May  10,  when 
exect  paq  consolidated 
if  tm  .stribution  among 
eh  a  wholesalers  to 
iiisinl  the  amount  of  in- 
>ry  sitting  in  ware- 
es.  A  month  later,  it 
led  operations  into 
(  e  product  groups — 
umer  pes,  business 
and  large  computers — 'i 
responsible  for  forging 
•ofitable  business.  Most 
ntly  came  the  sale  of  its 
,-profile  AltaVista  search 
<  site  and  related  businesses. 
jut  why  sell  off  an  established  Net 
;|u|id?  Rosen  insists  the  deal  actually 
■esents  an  expansion  of  Compaq's 
met  ambitions.  In  exchange  for 
iVista,  it  gets  a  16%  share  in  CMGI 
a  strategic  relationship  with  a  com- 
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pany  thai  holds  stakes  in  more  than  U) 

leading   Web  companies.   "We  did   not 

sell  our  Internet  assets,"  says  Rosen. 
"We  found  it  made  more  sense  to  have 
a  significant  share  of  a  broad  portfolio  of 
Internet  properties  and  technologies, 
rather  than  100%  of  one  property." 

Most  Wall  Street  analysts  applaud 
the  AltaVista  deal,  figuring  that  Com- 
paq doesn't  need  to  control 
the  site  to  profit  from  its 
growth.  But  analysts  are 
growing     impatient     for 
signs  of  a  turnaround  and 
a  new  ceo.  "They  still 
need   to  get   their  cost 
structure  and  their  ser- 
vices sorted  out,"  says 
Daniel  Niles  of  Banc- 
Boston       Robertson 
Stephens.  The  compa- 
ny announced  on  June 
17  that  it  will  post  a 
loss  of  as  much  as 
$260  million  for  the 
June   quarter  be- 
cause   of   higher- 
than-expected 
costs  and  "inad- 
equate revenue 
growth."  Its  shares 
iw    trade    at    about 
—down  from  nearly  $50  in 
anuary. 
Fixing  that  dismal  fiscal  picture  and 
rebuilding  credibility  on  Wall  Street 
will  be  top  challenges  for  whomever 
Rosen  lands  as  ceo.  The  easy  part  of 
the  job  will  be  figuring  out  who's  the 
boss. 

By  Steve  Hamm  in  New  York  and 
bureau  reports 
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WETHERELL:  He  can  now 

be  a  hands-on  manager 

lish  a  Web  presence,  cmgi 
companies  can  provide 
Web-hosting,  advertising 
placement,  customer  pro- 
filing, and  other  services 
while  AltaVista  serves  as 
the  client's  window  to  the 
Web.  "It's  the  fastest 
growing  market  to  come, 
bigger  than  all  portals  to- 
day," says  Wetherell. 
TO  THE  RESCUE.  The  Al- 
taVista deal  also  helps 
11  dodge  a  potential  bullet.  Had 
consummated  a  major  acquisi- 
»  Oct.  31,  cmc. i  risked  being  clas- 
as  a  mutual  fund  by  the  Securi- 
Exchange  Commission.  Last 


year,  cmgi  crossed  an  sec  threshold 
when  more  than  40%  of  its  assets  were 
publicly  traded  securities  in  companies 
that  cmgi  does  not  control.  Since  mutu- 
al funds  aren't  allowed  to  exercise  in- 
fluence over  the  companies  they  invest 
in,  the  classification  would  effectively 
bind  Wetherell's  hands.  He  says  that 
was  not  a  motive  behind  the  deal,  but 
concedes  that  it  "is  a  nice  side-benefit." 

In  the  meantime,  to  refashion  cmgi, 
Wetherell  must  demonstrate  he  can 
really  draw  large  numbers  of  Web- 
heads  to  AltaVista.  "The  question  is, 
can  CMGI  really  turn  this  collection  of 
companies  into  a  network,  and  build  a 
lot  of  traffic?"  says  Keith  E.  Benjamin, 
an  analyst  with  BancBoston  Robertson 
Stephens.  That  is  the  peak  Wetherell 
hopes  to  climb  with  AltaVista. 

By  Paul  C.  Judge  in  Boston 
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THE  INTERNET 

GNET  GOES 
FOR  BROKE 

The  cyber  portal  is  plunging 
into  the  red  to  boost  its  brand 

For  five  quarters  running,  CNET  Inc. 
has  done  what  few  Internet  com- 
panies have  done:  shown  a  profit. 
But  now  Chairman  and  Chief  Execu- 
tive Halsey  M.  Minor  is  chucking  his 
conservative,  money-making  approach. 
On  June  30,  Minor  announced  that  he 
will  plunge  into  the  red  with  a  $100 
million  ad  campaign  aimed  at  making 
cnet's  name  as  synonymous  with  tech- 
nology as  espn  is  with  sports.  Says  Mi- 
nor: "This  is  a  bold  play  for  a  dominant 
position." 

In  putting  grow'th  ahead  of  profit, 
Minor  hopes  to  emulate  the  success  of 
other  Web  companies  such  as  Ama- 
zon.com Inc.  The  online  retailer  is  one  of 
the  top  companies  in  cyberspace  and 
the  darling  of  investors — even  though  it 
won't  make  a 
dime  until  2001  at 
the  earliest. 

But  cnet  is 
switching  strate- 
gies just  when 
Wall  Street  wants 
Web  companies  to 
turn  profits.  In- 
deed, CNET  shares 
rose  287% '  from 
Jan.  1  to  June  30 
while  other  Web 
stocks  fell,  in  part 
because  of  its 
profitability.  In  its 
most  recent  quar- 
ter, cnet  earned  ■ 
$3.2  million  on  $19.6  million  of  revenue. 
CNET  is  also  tops  in  its  category — a  por- 
tal dedicated  to  technology  news  and 
information.  In  May.  more  than  400,000 
more  individual  viewers  clicked  to  CNET 
than  to  rival  ZDNet,  says  researcher 
Media  Metrix. 

Minor  says  he  needs  to  do  better  to 
make  it  into  the  Web  elite.  Just  4%  of 
Internet  users  knew  cnet  in  a  recent 
brand  study,  vs.  14%  for  Amazon  and 
41%  for  Yahoo!  Inc.  The  reason  was 
clear:  CNET  spent  less  than  $400,000  on 
marketing  in  1998.  Now,  CNET  is  bet- 
ting $100  million  that  it  can  use  a  slick 
ad  campaign  to  elevate  itself  from  a 
nerd's  outpost  to  a  popular  site  for  all 
sorts  of  consumers.  Welcome  to  the  red- 
ink  pool. 

By  Linda  Himelstein 
in  San  Francisco 


MINOR  :  $100  million  to 
make  CNET  famous 
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INTEL  IS  TAKING 
NO  PRISONERS 

It's  slashing  prices  to  gain  share  and  blitzkrieg  the  competition 


Last  January,  Intel  Corp.  Executive 
Vice-President  Paul  S.  Otellini  de- 
clared the  chip  giant  was  "deadly 
serious"  about  grabbing  market  share  in 
cheap  PCs.  Maybe  he  should  have  used 
less  ominous  words:  Intel's  aggressive 
marketing  and  price  cuts  have  indeed 
delivered  big  share  gains,  but  the  im- 
pact on  its  rivals  has  been  so  severe 
that  some  are  now  struggling  to  sur- 
vive. For  antitrust  enforcers  who  con- 
tinue to  watch  over  Intel's  practices 
since  it  settled  a  Federal  Trade  Com- 
mission suit  last  March,  the  failure  of 
one  its  competitors  would  set  off  bells. 
When  Otellini  began  ■"■■^^^^^^ 
his  push,  though,  it 
was  Intel  that  was  on 
the  run.  At  the  end  of 
1998,  it  had  75%  of 
the  PC  processor  mar- 
ket, down  from  86% 
the  year  before, 
thanks  to  gains  by  ri- 
vals Advanced  Micro 
Devices  Inc.  and  Na- 
tional Semiconductor 
Corp.,  whose  low-cost 
knockoffs  of  Intel's 
Pentium  chips  were 
getting  a  huge  chunk 
of  the  hot  sub-$  1,000 
PC  business.  Although 
Intel  still  dominated 
the  chip  market  and 
had  a  lock  on  the  up- 
per— and  more  prof- 
itable— end  of  the 
business,  that  wasn't 
enough.  "Every  time 
Intel's  share  drops  be- 
low 80%,  a  big  red 
light  goes  off  in  the 
CEo's  office,"  says  ana- 
lyst Linley  Gwennap 
of  Cahners  MicroDe- 
sign  Resources. 

Intel  responded  by 
cutting  the  price  of  its  low-end  Celeron 
chips  in  half — some  now  sell  for  only 
$35 — and  courting  PC  makers  with  dis- 
counted packages  of  PC  parts.  Since 
February,  U.  S.  retail  sales  of  sub-$  1,000 
Celeron  PCs  have  surged  50%,  according 
to  PC  Data. 

Rivals,  meanwhile,  are  reeling.  On 


May  5,  National  dropped  out -of  the  PC 
processor  business,  saying  it  couldn't 
make  a  profit  in  it.  AMD  has  lost  10 
points  of  market  share  in  cheap  PCs.  It 
has  warned  Wall  Street  that  it  may  post 
a  $200  million  second-quarter  loss;  ana- 
lysts don't  expect  profits  before  next 
year.  "Three  price  reductions  by  Intel 
made  it  hard  to  compete,"  concedes  AMD 
ceo  W  Jerry  Sanders  III. 

Intel  has  used  the  same  aggressive 
pricing  to  grab  share  in  other  business- 
es. For  years,  it  chased  3Com  Corp., 
the  leading  supplier  of  network 
adapters — circuit  cards  used  for  con- 


Intel  Puts  On  The  Squeeze 

ADVANCED  MICRO  DEVICES  No  2  microprocessor 
maker  says  price  competition  from  Intel  will  lead 
to  $200  million  loss  in  second  quarter.  AMD's 
hopes  now  lie  with  a  new  top-of-the-line  chip. 

NATIONAL  SEMICONDUCTOR 

Two  years  after  buying  Intel 
rival  Cyrix  Corp., 
National  exited  the  PC 
processor  business  on 
May  5,  citing  price  pres- 
sures. Nobody  has  stepped 
up  to  buy  the  unit  so  far. 


iost  revenues. 


3COM  Competition  from  Intel 
has  made  network  cards — 
source  of  13%  of 
3Com's  sales — obso- 
lete. 3Com  has  not 
generated  suffi- 
cient growth  in 
other  units  fast 
enough  to  com- 
pensate for 


necting  PCs  to  networks.  But  since 
ruary,  Intel  has  turned  up  the  he;: 
it  matched  Intel's  price  cuts,  3Con 
revenue  from  its  network-card  bus 
shrink  by  $40  million  in  its  latest 
ter.  "Intel  is  killing  them,"  sa 
Cowen  Securities  Corp.  analyst  C 
pher  Stix.  The  next  nail:  Intel  hop] 
replace  network  cards  with  chips,  1 
it  has  the  upper  hand. 

Intel  can  be  superaggressive  on 
in  Celerons  and  network  cards  be 
it  generates  big  profits  on  other 
"Intel  isn't  making  money  on  Cele 
but  it  can  subsidize  scorched-earth 
ing  with  its  high-end  chips,"  say 
Cowen  analyst  Drew  Peck.  Nearly 
Intel's  expected  $7.7  billion  profit 
year  will  come  from  processors  usi 
computers  costing  $1,200  or  more. 
barely  LEGAL?  What  Intel  is  dor 
perfectly  legal — as  long  as  it  isn't 
ally  selling  products  below  cost.  Bu 
titrust  experts  say  Intel  could  run 
of  regulators  if  they  found  that  it: 
tions  were  meant  to  protect  a  mom 
through  predatory  pricing.  Intel  v 
comment  on  that  issue,  but  ceo 
R.  Barrett  says  his  company  is  m 
"competing  vigorously." 

Even  if  Intel  were  to  actually 
chips  below  cost — as  some  rivals 
say  it  must  be  doing — proving  th 
nearly  impossible  since  a  big  man 
turer  can  easily  shift  overhead  cost 
one  product  to  another.  The  ftc 
comment  on  Intel,  but  continues  to 
at  the  company's  practices. 

If  for  no  other  reason  than  to 

the  feds  at  bay,  Intel  needs  AMD,  3 

and  other  rivals  to  stick  around,  c 

is  racing  into  new  markets  sue 

cable  modems  and  home  network 

And  AMD  is  pinning  its  hopes  o 

new  high-performance  chip  ca 

Athlon.  But  with  AMD's  c 

dwindling,     and     3C 

predicting  lower  sales 

the  next  two  quarto 

Intel,  "may  have 

the   squeeze   or 

little  too  har 

says    Gwenn 

"If     AMD     c 

lapsed,  the 

would     sur 

react."  Maj 
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(Make  your  award  on  the  basis  of  profit,  not  revenue.) 
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When  you  have  Cognos  Enterprise  Business  Intelligence, 
you'll  come  up  with  the  right  answer  in  minutes,  because 
you'll  be  able  to  see  beyond  the  surface.  You'll  see  in  an 
instant  who's  contributing  the  most  to  the  bottom  line 
by  selling  high-margin  products — so  you  can  start 
rewarding  the  reps  who  are  making  the  biggest 
contribution  to  your  profit  line.  It's  just  one  way  you 
can    use   Business   Intelligence   from   Cognos   to    make 


better  decisions  every  day,  everywhere  within  your  enterprise. 
Only  Cognos  has  the  applications,  the  know-how,  the  track 
record,  and  the  support  services  to  put  Business  Intelligence 
to  work  throughout  your  enterprise.  To  find  out  how 
innovative  companies  around  the  world  have  already 
profited  Irom  our  Business  Intelligence  leadership,  ask 
for  our  free  book,  The  Multidimensional  Manager,  by 
calling  1-800-426-4667,  ext  2099. 


Better  Decisions  Every  Day 


www.cognos.com/incontrol 
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In  an  age  of  big-money 
ballparks,  it's  an  economic 
anachronism.  But  should  it 
be  replaced  or  rebuilt? 

Fenway  Park.  In  a  sport  that  wor- 
ships its  history,  the  name  brings 
back  rivers  of  recollections.  This  is 
the  park  where  the  young  Babe 
Ruth  broke  into  the  Bigs,  where  Ted 
Williams  defined  the  art  of  hitting,  and 
whose  intimacy  provided  the  inspiration 
for  Camden  Yards  and  other  parks  that 
aim  to  evoke  the  past.  How  fitting,  then, 
that  on  July  13,  the  last  All  Star  Game 
of  the  century  will  be  played  in  Fenway. 
But  how  ironic  that  even  as  they  pre- 
pare the  park  for  this  tribute,  the 
Boston  Red  Sox  are  launching  a  cam- 
paign to  tear  Fenway  down. 

The  Red  Sox  are  proposing  a  $545 
million  plan  to  build  a  larger  Fenway 
near  the  current  park — the  most  ex- 
pensive stadium  project  in  baseball  his- 
tory. And  it  would  set  the  stage  for 
Red  Sox  ceo  John  L.  Harrington  to  sell 
the  team,  now  owned  by  a  charitable 
trust  established  by  the  late  Jean  R. 
Yawkey,  widow  of  Thomas  A.  Yawkey, 
who  bought  the  Sox  for  about  $1  million 


in  1933.  With  a  new  stadium,  "the  Red 
Sox  could  sell  for  more  than  the  record 
$313  million  brought  by  the  Los  Angeles 
Dodgers,"  predicts  Marc  S.  Ganis,  pres- 
ident of  Sportscorp  Ltd.,  which  places 
values  on  sports  businesses. 

But  first,  the  Sox  must  defeat  Save 
Fenway  Park!,  a  group  of  fans,  preser- 
vationists, and  neighborhood  activists 
lobbying  to  keep  Boston  baseball  on  its 
hallowed  ground.  Second,  the  Sox  must 
figure  out  how  to  finance  the  new  field 
despite  strict  limits  on  public 
funding  set  by  Massachu- 
setts House  Speaker  Thomas 
M.  Finneran,  a  staunch  foe 
of  stadium  subsidies.  Fin- 
neran dismisses  familiar  ar- 
guments for  using  tax  mon- 
ey to  build  stadiums  as  "the 
ego-driven  bunk  of  billion- 
aire [owners]  and  their 
acolytes." 

Even  the  Save  Fenway! 
folks  recognize  the  limitations 
of  Fenway,  which  opened  in  finneran 
1912.  "It's  outdated  and  has  with  publ 
serious  structural  problems," 
says  Boston  Mayor  Thomas  M.  Menino. 
That's  putting  it  mildly.  The  place  is  so 
flood-prone  that  players  use  duckboards 
to  keep  their  feet  dry  between  the 
dugout  and  the  clubhouse.  And  fans  rou- 


tinely miss  an  inning  or  FEN 
more  just  trying  to  buy  a  33,000 
hot  dog,  due  to  the  se-(  seats  d<j 
verely  cramped  concession  cut  it 
stands. 

Moreover,  its  33,871  seats — the  sr 
est  park  in  the  majors — make  Fenj 
an  economic  anachronism.  Although] 
Sox  compensate  by  charging  the  higl 
ticket  prices,  Fenway  still  generates  [ 
than  six  other  state-of-the-art  parks, 
as  Jacobs  Field  in  Cleveland.  And 
six  more  such  parks  ur 
construction,  failure  to| 
Fenway  "will  relegate 
Red  Sox  to  being  a  medid 
team  for  the  next  gen^ 
tion,"  warns  Ganis. 
PALE  IMITATION?    The 
ballpark  the  Sox  see  as 
solution  would  recreate  si 
famous  Fenway  quirksl 
the  Green  Monster  wall 
shallow  left  field.  Meanwl 
with  44,000  seats,  nearly 
luxury    suites,    5,000 
seats,  and  vastly  expand 
"  concessions,  the  new  Fl 
way  would  be  on  a  par  with  baseb^ 
most  lucrative  stadiums. 

But  while  the  new  park  "might  Id 
like  Fenway,  it  wouldn't  be  Fenwa 
argues  Charles  Hagenah,  architect 
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News:  Analysis  &  Commentary 


Save  Fenway  Park!  His  elaborate  reno- 
vation plan  would  create  the  same 
44,000  seats  and  extra  luxury  seating. 
"The  goal  is  to  ensure  the  Red  Sox  the 
same  amount  of  revenue,"  says  Ha- 
genah.  To  do  that,  he  concedes,  much  of 
the  park  "would  be  brand  new."  Still, 
baseball  would  be  played  on  the  exact 
same  held.  "Fans  would  still  see  this  as 
Fenway  Park,"  says  Hagenah. 

But  the  Red  Sox  say  extensive  stud- 
ies show  the  idea  is  impractical.  One 
reason  is  that  they  would  somehow  have 
to  continue  to  play  during  four  years 
of  construction.  With  many  seats  un- 
available, huge  revenues  would  be  lost. 
PATRIOT  GAMES.  So  far,  the  Sox  are  win- 
ning the  debate,  but  they  still  have  to 
figure  out  how  to  pay  the  bill.  While 
the  club  is  skirting  the  financing  issue, 
Finneran  isn't.  "We  don't  oblige  tax- 
payers to  build  office  towers  or  gas  sta- 
tions or  other  private  facilities,"  he  ar- 
gues. "It  is  only  in  this  odd  facet  of  our 
economy — pro  sports — where  the  own- 
ers expect  taxpayers  will  build  their 
buildings  for  them." 

Finneran  says  he'll  apply  the  "same 
principles"  to  the  Red  Sox  that  he  did  to 
the  New  England  Patriots.  Last  year, 
with  Finneran  clutching  Massachusetts' 
purse  strings,  the  Pats  cut  a  $375  million 
deal  to  move  to  Hartford.  The  deal  fell 
through,  and  now  the  Pats  are  back — but 
they're  getting  just  $70  million  from 
Massachusetts  for  infrastructure  im- 
provements near  their  Foxboro  stadium. 

The  most  the  Sox  can  hope  for  is 
public  help  with  $200  million  in  costs 
beyond  the  park,  including  land  acquisi- 
tion and  infrastructure.  But  the  Sox  will 
have  to  finance  the  $350  million  stadium 
themselves,  which  is  "more  than  any 
team  has  ever  funded,"  says  Ganis.  He 
figures  $100  million  could  be  raised 
through  the  presale  of  luxury  seats  and 
concessions.  But  that  would  still  require 
borrowing  $250  million.  At  today's  rates, 
that  would  mean  an  annual  payment  of 
around  $25  million,  says  Ganis.  If  the 
new  stadium  generates  some  $35  million 
a  year  in  additional  revenues  for  the 
Sox,  the  team  would  clear  just  $8  mil- 
lion to  $10  million  a  year.  "That's  far 
less  than  Baltimore,  Cleveland,  or  Col- 
orado" has  gotten  from  their  new  parks, 
says  Ganis,  "but  it  may  be  the  best  the 
Red  Sox  can  hope  for  in  Massachusetts." 

Rather  than  a  celebration,  then,  per- 
haps the  All  Star  Game  should  be  seen 
as  the  beginning  of  the  funeral  for  Fen- 
way. The  park's  heritage  may  be  price- 
less. But  in  today's  game,  a  new  stadi- 
um is  worth  a  lot  more  than  even  the 
most  nostalgic  shrine. 

By  William  C.  Symonds  in  Boston 
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PEARSONS 
WILY  DEALMAKER 

Eyeing  the  Web,  Scardino  may 
have  more  in  store 


With  the  sale   of  Pearson  PLC's 
13.2%  stake  in  the  Lazard  group 
on  June  24,  Marjorie  Scardino 
capped  off  a  deal-making  spree  that  has 
dramatically  reshaped  the  British  media 
company  in  the  2/±  years  since  she  be- 
came ceo.  Extricating  Pearson  from  its 
tangled  relationship  with  Lazard  has 
long  been  a  priority 
for  Scardino,  and  she 
managed  to  make  it  a 
profitable   maneuver, 
too.    One    Lazard 
banker  conceded  that 
the   approximately 
$650  million  price  was 
more    than    Michel 
David-Weill,    La- 
zard's  head,  had  hoped 
to    pay;    David-Weill 
has  characterized  it  as 
fair. 

Since  taking  charge 
in  January,  1997,  of 
the  publishing  giant 
that  owns  the  Finan- 
cial Times  and  Pen- 
guin Publishing,  Scar- 
dino has  sold  $3.2 
billion  worth  of  non- 
core  assets  and  spent 
more  than  $5  billion 
buying  media  and 
publishing  properties. 
And  the  52-year-old 
American-born    exec 

doesn't  seem  to  be  stockprice  has  jumped  65% 

done  yet.  In  a  phone 
conversation  from  California,  where  she 
is  visiting  digital-publishing  subsidiaries, 
she  said  it  would  be  a  "big  mistake"  to 
stop  fine-tuning  Pearson's  portfolio. 

Her  next  big  objective:  push  Pear- 
son onto  the  Web.  "When  you  are  out 
here  in  California,  you  realize  how  much 
is  going  on,"  she  says.  "You  have  to 
make  bets  on  what  will  be  enduring 
and  what  is  complete  B.  S." 

Meanwhile,  Scardino  is  spending 
heavily  to  boost  the  Financial  Times'1 
circulation  beyond  the  current  80,000 
in  the  U.  S.  The  FT  already  owns  lead- 
ing business  papers  in  Spain,  Portugal, 
and  France,  and  newspaper  ventures 
in  Germany  and  Russia.  Its  non-British 


circulation    rose    37%    last    yea| 
210,000. 

Scardino  is  high  on  Spanish-land 
media.  So  she  is  strengthening  ties! 
Telefonica,  the  former  Spanish  tell 
monopoly  that  wants  to  dominate  f 
timedia  in  the  Hispanic  world.  Pe[ 
has  just  agreed  to  supply  game  s| 
and  dramas  from  its  television-pr| 
tion  division  to  Telefonica's  TV  static 
Spain  and  Latin  America. 

When  Scardino  took  over,  Pear 
stock  was  in  the  doldrums,  and 
lysts  and  potential  raiders  were  cj 
lating  the  company's  breakup  vl 
Not  anymore.  By  doing  much  o{ 
breaking  up  herself,  Scardino  has 
ally  managed  to  keep  Pearson  toge 
Before  Lazard,  her  biggest  salel 
been  Tussauds  Gi 


CEO  SCARDINO 


Results  aren't  in  yet  on 
many  of  her  moves,  but  the 


the  wax  museuml 
amusements  conJ 
for  $563  millioJ 
1998. 

Along  with  ra 
fire  asset  sales,  Sc 
no  has  been  buj 
Her  biggest  sph 
Last  year's  $4.6  bij 
acquisition  of  the 
cation  assets  of  Si| 
&  Schuster  from 
com  Inc.  has  cemej 
Pearson's  position 
major  textbook 
lisher.    She   has 
staked  out  a  cled 
position  in  televii 
by  buying  All 
can  CommunicatiJ 
the  producer  of 
watch      and       gl\ 
shows    such   as 
Price  Is  Right. 

In  other  moves, 
has     installed 
management  at  Pd 
son,  including  sev^ 
Americans     in 
slots.  Earnings  rose  19%  in  1998,1 
$622  million,  on  sales  of  $3.8  billf 
helping  boost  the  stock  price  by 
in  just  under  2%  years.  Ad  reveni 
and  stronger  textbook  sales  have  bJ 
key  sources  of  growth.  "She  has  madj 
look  easy,"  says  Louise  Barton,  a  me 
analyst  at  London  broker  Investec  HI 
derson  Crosthwaite.  "She  convinces  j| 
about  everyone  she  talks  to." 

It  is  too  soon  to  tell  how  all  of  Sc 
no's  bets  will  fare:  Global,  multilangu^ 
media  is  a  tricky  business.  But 
Scardino  credit:  She's  transformed  Pe| 
son  from  a  target  to  a  player. 

By  Stanley  R& 
in  Lon 
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Luckily,  there  are  Cliffs  Notes: 

The  Van  Kampen  Comstock  Fund  is  "one  of  the  category's  most  attractive  options." 

—  Morningstar  Mutual  Funds  1 2/6/98 

The  Van  Kampen  Equity  Income  Fund  "has  hit  on  some  of  the  past  decade's  best  buys." 

—  Morningstar  Mutual  Funds  1 1/21/98 

The  Van  Kampen  American  Value  Fund  "...it's  hard  to  argue  with  (the  success  of  the  Fund's  management)  thus  far." 

—  Morningstar  Mutual  Funds  2/5/99 
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risk,  including  fluctuation  or  loss  of  principal.  The  investment  return  and  principal  value  will  fluctuate  with  changes  in  market  conditions.  Shares,  when  redeemed, 
may  be  worth  more  or  less  than  their  original  cost.  Before  investing  in  any  Van  Kampen  Fund,  obtain  a  prospectus  from  your  investment  representative  and  read 
it  carefully  Please  consult  a  current  Fund  prospectus  for  a  complete  explanation  of  the  risks,  charges,  and  expenses  involved  in  the  Fund  Distributed  by 
Van  Kampen  Funds  Inc.  ©1999  Van  Kampen  Funds  Inc.  Morningstar  quotes  used  with  permission  from  Morningstar  Mutual  Funds.  Cliffs  Notes  is  a  trademark 
of  IDG  Books  Worldwide.  Inc.  All  rights  reserved.  Reproduced  here  by  permission.  American  Value  Fund  (inception  10/18/93)  posted  average  annual  total 
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COMMENTARY 

By  Mike  France 


CLASS  ACTIONS:  FINE-TUNE  THE  LAW,  DON'T  TRASH  IT 


I 

|  Iter  a  decade  of  controversy,  sei- 
Hence  has  rendered  its  verdict  on 
Hthe  dangers  of  breast  implants: 
1 1  June  21,  the  Institute  of  Medi- 
|  le  of  the  National  Academy  of  Sci- 
ces  declared  that  silicone  implants 
n't  cause  serious  disease.  That 
pgns  the  $7  billion  that  Dow 
lemical  Corp.,  3M,  and  others 
elled  out  in  settlement  ransom 
is  apparently  for  nothing. 
Would-be  tort  reformers  have  enl- 
aced the  IOM  report  as  an  indict- 
ent  of  plaintiffs'  lawyers  every- 
here.  Just  as  the  implant 
ses  were  bogus,  they  argue, 
are  most  of  the  other  suits 
•ought  by  contingency-fee  at- 
rneys.  Now,  they're  renewing 
dls  for  major  changes  in  the 
imerican  legal  system,  such  as 
te  adoption  of  rules  forcing 
sers  of  lawsuits  to  pay  Win- 
ers' expenses. 

EEDED  TOOL.  No  question,  the 
reast-implant  debacle  raises 
■ious  questions  about  the 
'.  S.  justice  system.  And  no- 
ody  argues  that  lawyers 
lould  be  able  to  use  question- 
ble  science  to  launch  a  class 


rarities  &  Exchange  Commission. 

A  199N  seniinai-  sponsored  by  the 
Defense  Research  Institute  on  hew 
to  create  a  "litigation-resistant  prod- 
uct" was  a  graphic  illustration  of  the 
power  of  the  plaintiffs'  bar.  Speaker 
James  J.  Seifert,  an  in-house  counsel 
at  lawn  mower  manufacturer  Toro 
Co.,  warned  listeners  that  if  rivals 
instituted  a  safety  improvement, 
they  needed  to  convince  a  jury  that 
they  had  followed  suit  within  one 
year.  "It  pays  to  be  a  safety  leader," 
Seifert  said.  Other  speakers  dis- 

KEEPING  COMPANIES 
ON  THEIR  TOES 

DALKON  SHIELD  After  a  series 
of  punitive-damage  awards, 
A.H.  Robins  recalled  the  harmful 
birth-control  device. 

KIDS'  PRODUCTS  Dangerous  cribs 
and  flammable  pajamas  have  been 
taken  off  the  market  largely 
because  of  tort  suits. 


TYLENOL  After  a  big  personal-injury  verdict, 
the  FDA  required  warnings  about  the  dangers 


see  that  a  marginal  increase  in  the 
safety  of  all  consumer  products  could 
dwarf  the  money  wasted  on  implant 
cases. 

As  for  securities-fraud  suits,  the 
huge  settlements  extracted  from 
Waste  Management  Inc.,  Prudential 
Insurance  Co.,  and  others  play  a  key 
role  in  deterring  companies  from 
questionable  practices.  With  the 
number  of  people  investing  directly 
in  stocks  increasing — and  the  staff  of 
the  Securities  &  Exchange  Commis- 
sion decreasing — the  plain- 
tiffs' bar  "has  a  very  impor- 
tant place  in  the  scheme  of 
things,"  says  University  of 
Texas  Law  School  securi- 
ties expert  Henry  Hu. 
"One  of  the  reasons  the 
U.  S.  market  is  so  much 
cleaner  than  anybody 
else's  is  because  of  these 
private  actions." 

Certainly,  tort  lawyers 
are  hardly  the  selfless 
advocates  of  helpless  vic- 
tims they  often  pretend 
to  be.  Many  are  motivated 
mostly  by  money.  But  their  pur- 
suit of  economic  self-interest 


uuVT/u         7    *     of  consuming  Tylenol  with  alcohol.  ^^^uu^^ 

behalf  of  thousands  of      ___- may  not  be  an  entu-ely  bad 


I 


ction  on 

laintiffs  just  to  threaten  com- 

anies  with  the  possibility  of 

lultibillion-dollal*  verdicts.  But 

he  way  to  fix  this  problem 

i  by  fine-tuning  the 

ules  for  mass  litiga- 

ion,  not  by  rein- 

'enting  tort  law. 

Harsh  re- 
ornis  like  "los- 
ir  pay 

vould  render 
mpossible  much 
)f  the  good  work 
Plaintiffs'  attorneys 
lo.  Remember:  Tort 
suits  have  led  manufac- 
turers to  recall  dangerous  or 
lefective  birth-control  devices,  car 
■its,  and  children's  pajamas. 
rhey  also  play  a  role  in  spurring 
Companies  to  make  better  prod- 
ucts. And  by  going  after  companies 
that  mislead  investors,  plaintiffs' 
lawyers  act  as  an  important        dalkon 
adjunct  to  the  understaffed  Se-    shield 


AUTOMOBILES  Windshields,  gas  tanks, and 
other  car  components  have  been  redesigned 
largely  because  of  product-liability  suits. 

FINANCE  Securities  suits 
against  Prudential  Insur- 
ance, Waste  Management, 
and  others  have  raised  stan- 
dards for  corporate  behavior. 


cussed  how  manufactur- 
ers can  do  a  "human  fac- 
tors" analysis  of  the 
unforeseeable  ways  people 
may  misuse  a  new  product 
and  the  latest  research  on 
what  language  to  use  in  warn- 
ing labels. 
If  only  a  fraction  of  the 
lawyers  at  the  New  Orleans  sem- 
inar get  their  companies  to  heed 
this  advice,  the  long-term  sav- 
ings in  injuries,  and  perhaps 
even  lives,  will  be  enormous. 
While  no  definitive  studies 
have  been  done,  it's  easy  to 


thing — any  more  than  it  is  for 
execs. 

NEW  RULINGS.  The  breast-im- 
plant mess  happened  for  two 
reasons:  It's  too  easy  to  take 
advantage  of  junk  science  and 
too  easy  to  certify  huge  class 
actions.  Slowly  but  surely,  these 
issues  are  being  addressed.  In 
March,  the  Supreme  Court  gave 
judges  new  power  to  block  question- 
able scientific  testimony  in  Kumho 
Tire  Co.  vs.  Carmichael.  And  in 
June,  it  capped  a  series  of  federal  de- 
cisions clamping  down  on  class-action 
abuses  with  Ortiz  vs.  Fibreboard 
Corp.,  which  makes  it  harder  to  win 
approval  for  class-action  settlements. 
These  rulings  might  have  halted  the 
breast-implant  suits  in  the  first  place. 
Let's  give  them  a  chance  to  work  be- 
fore we  perform  radical  surgery  on 
the  tort  system. 

Fro  tier  is  BUSINESS  WEEK'S  legal 

affairs  editor. 
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SBC-AMERITECH 
GETS  A  BOOST 

SBC     COMMUNICATIONS     AND 

Ameritech  have  moved  closer 
to  the  altar.  On  June  29,  the 
two  Baby  Bells  agreed  to  un- 
precedented conditions  to  win 
Federal  Communications 
Commission  approval  for 
their  $62  billion  merger. 

To  allay  regulators'  wor- 
ries that  the  merger  of  the 
two  telecom  giants  would  sti- 
fle rather  than  promote  local 
phone  competition,  the  com- 
panies agreed  to  speed  up 
plans  to  compete  in  30  mar- 
kets outside  their  home  re- 
gions within  30  months.  If 
they  fail  to  do  so,  they  face 
penalties  of  up  to  $40  million 
per  market.  The  companies 
also  agreed  to  make  their 
home  markets  more  open  to 


CLOSING   BELL 


COFFEE  CLUTCH? 

What's  cooking  at  Williams- 
Sonoma?  On  June  25,  shares 
of  the  emporium,  known  for 
big  blenders  and  pricey  pots 
and  pans,  jumped  17%,  to 
$34,  after  investors  heard 
buyout  rumors.  The  reported 
suitor:  Starbucks,  which  ana- 
lysts said  might  want  to  blend 
Williams-Sonoma's  E-com- 
merce  with  its  own.  Williams- 
Sonoma  says  it  isn't  for  sale. 
Starbucks  declined  comment. 
But  William  Blair's  David  Ricci 
says  the  rumor  may  prompt  a 
bid:  "It  wouldn't  surprise  me 
if  other  companies  now  make 
a  pass." 
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competition  by 'committing  to 
lease  capacity  on  their  net- 
works at  deep  discounts. 
With  these  conditions  in 
place,  the  fcc  is  likely  to  ap- 
prove the  huge  telecom  deal 
this  fall. 


WANT  TO  BANK 
AT  WAL-MART? 

ARE    BANKS    ABOUT    TO    GET 

Wal-Marted?  In  yet  another 
effort  to  expand  its  reach 
among  consumers,  Wal-Mart 
Stores,  the  world's  largest  re- 
tailer, is  tip-toeing  into  finan- 
cial services.  Known  for  dom- 
inating just  about  any  market 
it  enters,  Wal-Mart  wants  to 
buy  Federal  BankCentre,  a 
one-office  thrift  with  $26  mil- 
lion in  assets  located  outside 
Tulsa.  Although  Wal-Mart  al- 
ready leases  space  to  about 
450  banks  in  600  supercenters, 
the  company  wants  the  flexi- 
bility to  offer  financial  services 
under  its  own  name  in  the  fu- 
ture, either  in  stores  or  on- 
line. Wal-Mart  expects  to  open 
five  branches  next  year  in  un- 
determined locations. 


A  BROKEN  DREAM 
FOR  DREAMWORKS 

ENDING  A  FOUR-YEAR  DRAMA, 

DreamWorks  appears  ready 
to  abandon  plans  to  build 
Hollywood's  first  new  studio 
in  60  years.  The  film  compa- 
ny has  been  unable  to  get  fi- 
nancing for  the  $250  million 
studio  complex  it  wanted  to 
build  on  47  acres  in  Playa 
Vista,  Calif.  Los  Angeles 
billionaire  Gary  Winnick 
and  afl-cio  pension-backed 
Union  Labor  Life  Insurance 
had  intended  to  lend  Dream- 
works $200  million.  But  ne- 
gotiations bogged  down  over 
lending  covenants.  Dream- 
works, which  is  likely  to  for- 
mally pull  out  in  the  next 
month,  is  already  planning 
to  expand  its  current  Glen- 
dale,  Calif.,  animation  studio 
to  accommodate  its  adminis- 
trative staff. 


HEADLINER:   FRANK   NEWMAN 


In  1996,  Frank  Newman 
took  over  Bankers  Trust — 
and  a  difficult  turnaround. 
He  had  to  restore  bt's 
reputation  after  a  de- 
rivatives scandal, 
reduce  its  risk 
profile,  and  try 
to  produce  the 
high  returns  that 
marked  the  bank 
in  its  go-go  days. 
On  June  30,  less 
than  a  month  after 
completing  the  sale  of  bt  to 
Deutsche  Bank,  Newman 
stepped  down — much  of  his 
mission  still  unaccomplished. 

Newman  did  boost  bt's 
investment  banking,  buying 
Alex.  Brown.  But  bt's  expo- 
sure in  emerging  markets 
led  to  a  $488  million  loss  in 
last  year's  third  quarter,  af- 
ter which  bt  agreed  to  sell 


i*ft 


out  to  Deutsche  for  $9  b 
lion.  "Newman  came  intc 
situation  where  he  woulc 
have  had  to  work  mir: 
cles,"  says  bankm] 
consultant  Bert 
Ely.  "Inevitab 
bt  would  hav 
been  acquirec 
by  somebody. 
Newman's 
position  at 
Deutsche  weak- 
ened after  bt  admi 
ted  using  unclaimed  fun 
to  fatten  profits.  The  tra 
fers  predated  Newman,  1 
Deutsche  seemed  troubL 
by  bt's  guilty  plea.  Don't 
cry  for  Newman,  57.  The 
former  Deputy  Treasury 
Secretary  leaves  with  a 
pay  package  of  at  least 
$69  million. 

By  Gary  Silverm 


THE  SEC  STANDS  THE 
NYSE  IN  THE  CORNER 

the  new  york  stock  Ex- 
change got  its  knuckles 
rapped  for  the  first  time  ever 
by  the  Securities  &  Exchange 
Commission  on  June  29.  The 
SEC  found  that  the  Big  Board 
failed  to  enforce  securities 
regulations  on  a  group  of 
floor  brokers  who  were 
charged  in  1998  with  illegal 
trading  which  netted  $11  mil- 
lion in  illicit  profits;  several 
later  pled  guilty  to  the 
charges.  The  sec  ordered  the 
nyse  to  beef  up  its  surveil- 
lance and  compliance  mea- 
sures on  brokers. 

ONE  LESS  THING 
TO  FEAR  FROM  Y2K 

BUSINESS — ESPECIALLY  HIGH- 

tech  companies — scored  a  leg- 
islative victory  June  29  when 
the  White  House  and  Repub- 
lican congressional  leaders 
struck  a  compromise  deal  for 


legislation  to  limit  laws 
arising  from  the'Y2K  com 
er  bug.  The  bill,  which 
opposed  by  consumer  gro 
and  trial  lawyers,  gives  c 
panies  90  days  to  fix  br< 
downs  before  they  can 
sued.  The  Clinton  Admi 
tration  agreed  to  concess 
that  cap  punitive  damages 
companies  employing  fe 
than    50    workers,    reqi 
most  class  actions  to  be  ti 
in  federal  courts,  and  li 
companies'  liability  to  tl 
share  of  any  Y2K  damage 

ET  CETERA . . . 


■  ibm  is  in  talks   to 
Sequent  Computer  Syste 
to  bolster  its  server  busin* 

■  The  sec  is  looking  ii 
Microsoft's   accounting 
financial  reserves. 

■  Beset  by  a  copper  gl 
Phelps  Dodge  will  cut  1,( 
jobs  and  trim  production. 

■  Justice    has   begun 
antitrust   probe   into   t 
undersea  cable  business. 


46  BUSINESS  WEEK  /  JULY  12.  1999 


New  PC  power 
for  the  Net. 
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The  new  Pentium'"  m  processor. 

More  power  for  your  network,  the  internet  and  beyond. 


i«. 


del 


Ji^v 


It's  a  wired  world.  That's  why  you 
need  the  new  Intel®  processor  designed 
for  the  Net:  the  Pentium*  III  processor. 
It  gives  you  more  power  to  run  today's 
Net-based  applications.  And  more  power 
on  the  client  can  mean  less  stress  on  the  Net.  The 
Pentium  III  processor  also  helps  you  keep  track  of  your 


in 


pentium*// 


networked  resources.  And,  working  in  concert  with  a 
Pentium"  III  Xeon "  processor-based  server,  you  have  a 
powerful  combination  for  your  connected  business.  To 
learn  more  about  the  Pentium  III  processor, 
visit  us  on  the  Web,  where  you'll  also 
find  information  on  Intel8  products  and 
year  2000.' 


intel 


•  www.intel.com/Pentiumlll 


The  Computer  Inside 


>ecial  Report 
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INTRODUCTION 

The  Net  reshuffles 
the  rankings 


RANKINGS  BY 
COUNTRY 


ALPHABETICAL 
INDEX 


EMERGING  MARKETS 

Investors  regain  their 
enthusiasm 


EMERGING-MARKET 
TABLES 
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>»  AT&T  Corporate  Calling  Card. 


7: 15  a.m. 

Just  in  time  for  my  breakfast  meeting, 
finished  my  conference  call, 

e-mailed  the  revised  schedule, 
checked  my  messages, 

and  ordered  that  software  upgrade. 

Good  thing  I  brought  my 

ATGT  Corporate  Calling  Card. 


working] 


For  the  most  up-to-date  AT&T  Direct1" 
Access  Numbers  and  to  download 
AT&T  Laptop  Access  Software  that 
provides  easy  access  to  LANs  and 
the  internet,  visit  our  web  site  at: 


For  Easy  Calling  Worldwide: 

1.  Dial  the  AT&T  Direct*  Service  access  number 
for  the  country  you  are  dialing  from. 

2.  Dial  the  phone  number  you  are  calling. 

3.  Dial  your  AT&T  Corporate  Calling  Card  number. 


AT&T  Direct*  Access  Numbers 


Australia 

Germany 

1-800-551-155  or 

0-800-2255-288 

1-800-881-011 

Hong  Kong 

Brazil 

800-96-1111 

000-8010 

Italy  •  ♦ 

China,  PRCx 

172-1011 

108-11 

Japan  ■  » 

France 

005-39-111  or 

0800-99-00-11 

0066-55-111 

United  Kingdom  x 

0800-89-0011, 
0500-89-00 11.  or 
0800-013-0011 


Country-to-country  rates  consist  of  the  cost  of  a  call  to  the  U.S.  plus 
an  additional  charge  based  on  the  country  you  are  calling.  For  access 
numbers  not  listed  above,  ask  any  operator  for  AT&T  Direct  Service. 
■  Public  phones  require  local  coin  payment  through  call  duration. 
•  Public  phones  require  coin  or  card  deposit.  *  May  not  be  available 
from  every  phone/pay  phone.  ♦  Includes  Vatican  City, 


AT&T  net  .working' 
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THE  BUSINESS  WEEK  GLOBAL  1000 


GALL  IT 
THE  NET  EFFECT 

The  biggest  influence  on  this  year's  ranking?  The  Interne 


p1'1'- 


11 

top  dec! 


How  much  has  the  Net  changed 
things?  Only  a  decade  ago, 
Japanese  banks,  a  Swiss  confec- 
tioner, and  even  a  Philadelphia 
utility  company  were  vastly 
more  popular  with  investors  than  Micro- 
soft Corp.  With  a  market  value  of  just 
$3.3  billion,  William  H.  Gates  III  was 
running  a  middle-of-the-pack  outfit  that 
ranked  just  539th  on  business  week's 
Global  1000  list  by  market  capitalization 
in  1989.  Microsoft  figured  lower  in  in- 
vestors' minds  than  retailer  F.  W  Wool- 
worth. 

Today,  after  riding  the 
personal-computer  wave 
right  on  into  the  Internet 
boom,  Microsoft  has  vault- 
ed to  No.  1  in  our  annual 
rankings.  Only  three  years 
after  breaking  into  the 
Top  10,  Gates's  software 
giant  has  raced  at  fiber- 
optic speed  ahead  of  such 
stalwarts  as  GE,  IBM,  and 
Exxon.  At  $407.22  billion, 
its  market  value  is  simply 
"eye-popping,"  says  Ham- 
brecht  &  Quist  analyst 
Christopher  J.  Galvin. 

Microsoft's  95%  surge 
in  value  over  12  months 
demonstrates  how  enam- 
ored investors  are  of  the 
emerging  digital  economy. 
Just  as  the  Internet  and 
other  aspects  of  the  digital 
world — computers,  cell 
phones,  digital  broadcast- 
ing, consumer  electron- 
ics— have  recast  the  way 
business  is  done  and  the 
way  people  live,  so  they 
have  sharply  influenced 
the  makeup  of  this  year's 
list. 

Whether  they  are  U.  S. 
upstarts  such  as  Ama- 
zon.com (No.  254)  or  eBay 


(No.  220)  or  offshore  communications 
powerhouses  like  British  Telecommuni- 
cations (No.  26)  and  Japan's  ntt  Mobile 
Communications  Network  (No.  27),  com- 
panies whose  fortunes  are  linked  to  the 
digital  world — and  especially  the  Net — 
have  almost  instantly  become  market 
stars.  "As  the  Internet  takes  hold,  it's 
creating  a  paradigm  shift,'  says  America 
Online  Inc.  Chief  Executive  Stephen  M. 
Case,  whose  company  has  soared  from 
No.  229  on  the  BW  list  last  year  to 
No.  20.  The  long-promised  convergence  of 


How  the  Giants  Stack  Up 

SALES 

(BILLIONS  OF  US  DOLLARS) 

PROFITS 

(BILLIONS  OF  U.S.  DOLLARS) 

1  GENERAL  MOTORS 

$158.51 

1 

GENERAL  ELECTRIC 

$9.30 

2   DAIMLERCHRYSLER 

154.62 

2 

EXXON 

6.37 

3  FORD  MOTOR 

144.42 

3 

IBM 

6.33 

4  WAL-MART  STORES 

137.63 

4 

INTEL 

6.07 

5  MITSUBISHI  CORP. 

129.94 

5 

FORD  MOTOR 

5.94 

6  EXXON 

115.42 

6 

CITIGROUP 

5.81 

7  MITSUI  &  CO. 

114.78 

7 

DAIMLERCHRYSLER 

5.81 

8  TOYOTA  MOTOR 

104.68 

8 

BANK  OF  AMERICA 

5.61 

9  GENERAL  ELECTRIC 

100.47 

9 

PHILIP  MORRIS 

5.37 
5.25 

10  ROYAL  DUTCH/SHELL  GROUP 

93.69 

10 

MERCK 

SHARE-PRICE  GAIN 

(PERCENTAGE  CHANGE  FROM  1998  IN  U.S.  DOLLARS) 

RETURN  ON  EQUITY 

(PERCENTAGE) 

1  AMERITRADE  HOLDING 

1142% 

1 
2 

BRITISH  AMERICAN  TOBACCO 

497.4% 

2  CMGI 

834 

UNISYS 

344.7 

3  E*TRADE  GROUP 

723 

3 

GENERAL  MILLS 

270.0 

4  AMAZON.COM 

708 

4 

QUAKER  OATS 

262.9 

5  METROMEDIA  FIBER  NETWORK 

690 

5 

VODAFONE  GROUP 

198.8 

6  REALNETWORKS 

513 

6 

RENTOKIL  INITIAL 

185.2 
148.2 

7  AMERICA  ONLINE 

473 

7 

IMPERIAL  CHEMICAL  INDUS. 

8  YAHOO! 

441 

8 

AVON  PRODUCTS 

145.5 

9  CHARLES  SCHWAB 

377 
351 

9 

REUTERS  GROUP 

130.6 

10  ECHOSTAR  COMMUNICATIONS 

10 

ADIDAS-SALOMON 

126.6 
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DATA:  MORGAN  STANLEY  CAPITAL  INTERNATIONAL  INC..  BUSINESS  WEEK 


telecommunications  and  computers 
adds,  is  "happening  on  Internet  tim 
True  enough:  The  tech  revolution 
tinues.  The  big  question  is  how  lonjfcdSft 
vestor  enthusiasm  for  all  things  di 
will  continue  to  power  the  huge  g 
in  market  value  evident  on  this  y< 
list.  Already,  U.  S.  stocks  directly  hi 
to  the  Net  craze  have  lost  40%  or  r  lAmerii 
of  their  value  since  April.  So  there',  |(m 
guarantee  the  big  winners  of  this  y<  mid 
Global  1000  will  dominate  next  ye 
list.  Any  examination  of  the  Global 
since  1989  shows  that 
vestors  have  shifted  t  pk< 
money  from  countrj  tetlcti 
country  and  from  se< 
to  sector  based  on  a 
of  corporate  performs 
and  often  unjustified 
pectations.  "Stock  marlfcanief 
are  just  simply  not  ra 
nal,"  says  Hugh  John 
chief  investment  office 
the  First  Albany  C<  t 
brokerage  firm. 

Still,    companies 
consistently  perform  \ 
in  the   Global   1000 
over  time  are  those  wc  m: 
watching.  For  now,  An  yeat* 
icans  are  leading  the  w  m  j; 
Using  data  compiled    yj§ 
Geneva-based       Morj  -  i 
Stanley  Capital  Inter  <  [lM 
tional  Inc.,  the  Global  l1  t begi 
ranks    companies    in 
countries  by  market  a  .,  , 
talization  as  of  May  31.  |j  /, 
investors  have  lifted  li. 
fortunes  of  such  U.  S.  N 
related  outfits  as  leac 
Microsoft,  Intel  (No.  8, 
from  No.  10  last  year), 
telecom  manufacturer 
co    Systems    (No.  9, 
from  No.  30),  they've 
mented    U.  S.    corpora  : 
leadership.  American  co 
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l  have  Been  their  Btock  prices  rise 

:;y , ,  and  they  now  accounl  tea 
•  world's  publicly  invested  capital 
be  sure,  other  factors  besides  digi- 
■mology  influence  the  list.  Curren- 
:ays  a  role,  since  the  Global  L000 
I  market  value  in  dollar  terms.  The 
;  this  year  also  reflect  Europe's  con- 
ig  market  slump.  Germany's  market, 
Stance,  has  fallen  victim  to  govorn- 
disarray,  a  lackluster  economy,  and 
tup  decline  of  the  much-ballyhooed 
.  Tbgether,  Continental  and  British 
janies  total  just  814  this  year,  down 
■om  1998.  By  contrast,  the  long-suf- 
g  Japanese  companies  have  made 
;  modest  gains.  As  a  group,  .Japanese 
wiies  gained  35%  in  market  value  in 
r  terms  last  year  and  took  135  spots 
ie  list,  up  from  116.  Leader  Nippon 
jraph  &  Telephone  Corp.  gained  20% 
iiare  value,  even  though  it  dropped 
notches  to  No.  13. 

IISH  STAR.  This  year,  the  advance  of 

Internet  cuts  across  these  national 

notions.  Of  the  top  50  companies  on 

BW  list,  19  are  either  directly  dri- 

by  the  fortunes  of  the  medium  (as 

i  America  Online)  or  indirectly  bene- 

g  (as  with  26th-ranked  British  Tele- 

munications  PLC,  up  from  No.  40).  BT, 

instance,  is  building  a  network  that 

s   the   world's    100  biggest   cities. 

ere  is  no  doubt  that  the  Internet  is 

■'if  ing  a  lot  of  our  growth,"  says  Alfred 

■kett,  chief  executive  of  the  company's 

Worldwide  division.  Investors  have 

»  bid  up  stocks  that  could  be  Net 

zs  even  as  they've  walked  away  from 

r  players  in  the  markets.  Finland's 

lpanies  as  a  group  managed  just  a 

share  price  gain  overall,  while  Net- 

ndly  cell-phone  maker  Nokia  more 

n  doubled  its  valuation  and  climbed 

n  No.  87  to  No.  38. 

or  the  digital  economy's  leaders, 

intaining  high  growth  will  certainly 

tougher  with  each  peak  climbed.  Not- 

that  revenue  growth  at  Microsoft 

slowed  from  46%  in  199(5  to  just  26% 

year,  for  instance,  Chief  Operating 

icer  Robert  J.  Herbold  says  'It  is  un- 

fely  Microsoft  [can]  deliver  the  growth 

es  that  we  have  in  the  past."  Per- 

>s.  Hut  other  Internet  companies  are 

.t  beginning  their  climb  upward.  And 

■  drive  to  be  the  next  Microsoft  will 

ike  for  an  exciting  race. 

By  Joseph   Weber  in   Toronto,  with 

therine  Yang  in  Washington,  Mike 

teller  in  Sin/  Malm.  Kerry  Capell  in 
lulon,  iiiiiI  bureau  report* 
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For  more  on  the  Global  1000,  including 

additional  tables  and  Q&As  with  AOLs 

iteve  Case  and  others,  see  the  July  12  issue 

at  www.businessweek.com 


The  Top  100  Companies 

This  year  saw  strong  gains  by  U.S.  high-tech  outfits,  with  Microsoft  the  new  No.  1, 
Intel  going  from  No.  10  to  No.  8,  and  IBM  and  Cisco  Systems  hitting  the  Tbp  10 


RANK 

1999  1998 

1  2  MICROSOFT 

2  1    GENERAL  ELECTRIC 

3  13   IBM 

4  5   EXXON 

5  3   ROYAL  DUTCH/SHELL 

6  9  WAL-MART  STORES 

7  16  AT&T 

8  10   INTEL 

9  30  CISCO  SYSTEMS 

10  26   BP  AMOCO 

11  4  COCA-COLA 

12  6   MERCK 

13  8  NTT 

14  71   MCI  WORLDCOM 

15  36   CITIGROUP 

16  19   LUCENT  TECHNOLOGIES 

17  25  AIG 

18  7   PFIZER 

19  14   BRISTOL-MYERS  SQUIBB 

20  229  AMERICA  ONLINE 

21  20  JOHNSON  &  JOHNSON 

22  12  PROCTER  &  GAMBLE 

23  32   DEUTSCHE  TELEKOM 

24  33   BANK  OF  AMERICA 

25  22  BERKSHIRE  HATHAWAY 


MARKET  VALUE 


RANK 

Billions  of  U  S  dollars        1999  1998 


MARKET  VALUE 

Billions  '/  . ',  ".  v 


U.S.  407.22 
U.S.  333.05 
U.S.  214.81 
U.S.  193.92 
Neth./Britain  191.32 

U.S.  189.55 

U.S.  186.14 

U.S.  180.24 

U.S.  174.09 

Britain  173.87 

U.S.  168.99 
U.S.  159.80 
Japan  156.77 
U.S.  152.24 
U.S.  150.94 

U.S.  150.34 

U.S.  141.62 

U.S.  138.37 

U.S.  136.53 

U.S.  129.07 

U.S.  124.64 
U.S.  124.05 
Germany  115.02 
U.S.  112.87 
U.S.  109.37 


51  27  NESTLE 

52  117  TYCO  INTERNATIONAL 

53  90  ASTRA2ENECA 

54  47  FANNIE  MAE 

55  46  FORD  MOTOR 

56  55  ABBOTT  LABORATORIES 

57  98  BANK  ONE 

58  67  TELECOM  ITALIA 

59  48  SCHERING-PLOUGH 

60  124  WELLS  FARGO 

61  29  ALLIANZ 

62  128  TELSTRA 

63  24  UNILEVER 

64  81  UBS 


Switzerland  71.58 

US  71.33 

Britain  70.89 

U.S.  69.57 

U.S.  69.17 

U.S.  68.70 

U.S.  66.80 

Italy  66.45 

U.S.  66.35 

U.S.  66.11 

Germany  66.06 

Australia  63.89 

NethyBritain  63.77 

Switzerland  63.41 


26  40  BRITISH  TELECOMMUNICATIONS  Britain  107.14 

27  NR  NTT  DOCOMO  Japan  106.14 

28  15  ROCHE  HOLDING  Switzerland  103.72 

29  11  N0VARTIS  Switzerland  101.63 

30  17  GLAXO  WELLCOME  Britain  101.53 

31  34  SBC  COMMUNICATIONS  U.S.  100.32 

32  18  TOYOTA  MOTOR  Japan    99.83 

33  42  HEWLETT-PACKARD  U.S.    95.73 

34  39  HSBCH0L0INGS  Britain    93.69 

35  21  PHILIP  MORRIS  U.S.    93.55 


65  68  BANK  OF  TOKYO-MITSUBISHI        Japan  61.80 

66  58  GTE  U.S.  61.11 

67  53   CHASE  MANHATTAN  U.S.  61.10 

68  65   CHEVRON  U.S.  60.46 

69  31   WALT  DISNEY  U.S.  59.72 

70  108  V0DAF0NE  GROUP  Britain  58.97 

71  143  AIRT0UCH  COMMUNICATIONS  U.S.  57.80 

72  41   GILLETTE  U.S.  56.47 

73  72   MORGAN  STANLEY  DEAN  WITTER       U.S.  55.06 

74  70  AMERICAN  EXPRESS  U.S.  54.52 

75  92  MANNESMANN  Germany  53.67 

U.S.  52.75 

Sweden  52.57 

U.S.  52.39 

U.S.  52.28 

Spain  51.15 

Netherlands  50.76 

U.S.  50.64 

Italy  50.48 

Canada  49.85 

U.S.  49.85 


76  64  WARNER-LAMBERT 

77  60  LM.  ERICSSON 

78  51  PEPSICO 

79  79  MCDONALD'S 

80  78  TELEFONICA 

81  43  INGGR0EP 

82  198  EMC 

83  57  ENI 

84  106  NORTEL  NETWORKS 

85  118  MOTOROLA 


36 

44 

BELLSOUTH 

U.S. 

89.38 

86    NR 

ZURICH  FINANCIAL  SVCS. 

Britain/Switz. 

49.05 

37 

63 

DELL  COMPUTER 

U.S. 

87.34 

87  121 

SPRINT  F0N  GROUP 

U.S. 

48.49 

38 

87 

NOKIA 

Finland 

87.20 

88    52 

CREDIT  SUISSE  GROUP 

Switzerland 

48.11 

39 

66 

OAIMLERCHRYSLER 

Germany 

86.87 

89    74 

AEG0N 

Netherlands 

47.87 

40 

35 

BELL  ATLANTIC 

U.S. 

84.99 

90  175 

MEDIA0NE  GROUP 

U.S. 

46.21 

41 

54 

HOME  DEPOT 

U.S. 

83.64 

91  273 

SUN  MICROSYSTEMS 

U.S. 

46.08 

42 

76 

TIME  WARNER 

U.S. 

81.19 

92    83 

BARCLAYS  BANK 

Britain 

45.83 

43 

59 

FRANCE  TELECOM 

France 

79.93 

93    69 

GENERAL  MOTORS 

U.S. 

44.82 

44 

49 

MOBIL 

U.S. 

79.29 

94    62 

FIRST  UNION 

U.S. 

44.70 

45 

37 

ELI  LILLY 

U.S. 

78.67 

95    80 

TIM 

Italy 

43.84 

46 

45 

AMERICAN  HOME  PRODUCTS 

U.S. 

75.95 

96  205 

TEXAS  INSTRUMENTS 

U.S. 

42.87 

47 

23 

DUP0NT 

U.S. 

73.74 

97  489 

CHARLES  SCHWAB 

U.S. 

42.87 

48 

50 

SMITHKLINE  BEECHAM 

Britain 

72.92 

98  149 

MEDTRONIC 

U.S. 

41.57 

49 

73 

AMERITECH 

U.S. 

72.33 

99    94 

AXA 

France 

41.36 

50 

28 

LLOYDS  TSB  GROUP 

Britain 

71.95 

100  110  L'OREAL 

France 

41.24 
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THE  BUSINESS  WEEK  GLOBAL  1000 


Country  by  Country 


GLOSSARY 


MARKET  VALUE:  Share  price  on 
May  31,  1999,  multiplied  by 
latest  available  number  of 
shares  outstanding,  translated 
into  U.S.  dollars  at  May  month- 
end  exchange  rates.  Market  val- 
ue may  include  several  classes 
of  stock;  price  and  yield  data 
are  based  on  the  company's 
most  widely  held  issue. 

SHARE  PRICE  AND  ANNUAL 
CHANGE:  Closing  per-share 


price  on  May  31,  1999,  in 
U.S.  dollars.  Annual  percent 
change  from  May  29,  1998,  to 
May  31,  1999,  both  in  U.S. 
dollars  and  in  each  company's 
local  currency. 

PRICE/BOOK  VALUE  RATIO:  The 

ratio  of  May  closing  price  to 
latest  available  net  worth  per 
share  or  common  shareholders' 
equity  investment. 

PRICE/EARNINGS  RATIO:  The 

ratio  of  May  31  closing  price  to 


latest  12-months'  earnings  per 
share. 

YIELD:  Latest  12-months'  divi- 
dends per  share  as  a  percent  of 
May  closing  price. 
SALES:  Net  sales  reported  by 
company,  translated  at  May  31 
exchange  rates;  revenues  for 
banks  and  other  financial  insti- 
tutions are  not  included 
because  they  are  not  compara- 
ble to  those  of  industrial 
companies. 
PROFITS:  Latest  aftertax  earn- 


ings available  to  common 
shareholders,  translated  at 


31  currency  exchange  rates   flRf cow 


profits  are  from  companies' 
continuing  operations  before 
extraordinary  or  special  ite 
Sales,  profits,  and  assets  ar 
1998  fiscal  year  unless  not 
RETURN  ON  EQUITY:  Latest 

months'  earnings  per  share 
percent  of  most  recent  boot 
value  per  share. 
INDUSTRY  CODE:  For  key  to 

two-digit  code,  see  page  78 


Data  for  individual  companies:  Morgan  Stanley  Capital  International  Inc.,  unless  otherwise  indicated.  For  further  information  on  MSCI  data,  contact  Morgan  Stanley  Dean  Witter  at 
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762-5790  (New  York)  or  0171-425-6660  (London).  Country  composites  and  rank 
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ngs  calc 
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Additional  data  by  Standard  &  Poor's  Compustat 

a  division 

ABBEY 

(MEM 

COUNTRY 
RANK 

GLOBAL 
1000 
RANK 

MARKET 

VALUE 

U.S. 

(MIL 

PRICE 

PER  SHARE 

U.S.$ 

%  CHANGE 

FROM  1998 

(U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 
% 

SALES 
U.S. 

SMIL. 

PROFITS 
U.S. 
SMIL. 

ASSETS 
U.S. 

SMIL 

'  TOM 
RETURN            lB 

ON 
EQUITY    INDl     lb 

%          CI    HUB 

GLOBAL  COMPOSITE 

19699334 

176 

6 

9 

4.8 

26 

2.1 

9634530  602377 

39425356 

19.1 

KEUTEf 
!  TESCO 

AUSTRALIA 

llbll 

,MYAL 

COUNTRY  COMPOSITE 

233581 

9 

20 

16 

3.1 

29 

2.6 

73321 

11051 

633840 

13.4 

i  GRANA 

1 
2 
3 
4 

TELSTRA 

NEWS  CORP. 

NATIONAL  AUSTRALIA  BANK 

BROKEN  HILL  PROPRIETARY 

62 
144 
190 
283 

63890 
29602 
24287 
17396 

5 

8 

17 

10 

63 
32 

19 
17 

58 
28 
15 
13 

8.9 
1.7 

2.3 
2.8 

31 
31 
13 
33 

1.8 
0.2 
4.2 
3.2 

10911 

12293 

NA 

13746 

1949 

1168 

1629 

845 

17172 

35347 

163299 

24057 

29.0   '    5  ill 

5.7      •  lira 
18.4       i  \m 

84        l  IMSf 

5 
6 

7 
8 

COMMONWEALTH  BANK  OF  AUSTRALIA 

WESTPAC  BANKING 

AMP  LTD. 

AUSTRALIA  &  NEW  ZEALAND  BANKING  GROUP 

317 
355 
395 
408 

15253 
12970 
11674 
11415 

16 
7 

11 

7 

39 
5 

NA 
3 

34 
1 

NA 
0 

3.5 
2.4 
2.1 
2.3 

20 
15 
18 

14 

4.3 
4.2 

1.1 
4.8 

NA 
NA 
NA 
NA 

707 
871 
666 
762 

84690 
89086   , 
73235 
97131 

17.7  6  IW 
16.0       6  1 BRITI 

11.8  e  !ST»H 

l6-3   6L 

9 
10 
11 
12 

CABLE  &  WIRELESS  OPTUS 
LEND  LEASE 
COLES  MYER 
BRAMBLES  INDUSTRIES 

629 
699 
722 
736 

7272 
6382 
6054 
5939 

2 
13 

5 
26 

NA 
19 
17 
30 

NA 
15 
13 
26 

2.4 
3.0 
3.5 
5.5 

101 
25 
22 
30 

0.0 
2.9 
3.0 
1.9 

1903 

1816 

13356 

2604 

-26 
236 

244 

184 

4207 
4206 
4653 
2566 

2.4        5 
12.0       6 
16.0       5 
18.5       5 

llffl 
i  Ml 
i  CABL 

IW 
IK 
1  BOOT 

1SKN 

nits 
ibkii 

13 
14 
15 
16 

FOSTER'S  BREWING  GROUP 
W00DSI0E  PETROLEUM 
COCA-COLA  AMATIL 
WMC 

844 
962 
968 
983 

4984 
4217 
4173 
4077 

3 
6 

4 
4 

31 

10 
-7 

14 

26 

6 

-10 

10 

3.0 
4.2 
1.5 
1.4 

26 
22 
32 
38 

2.6 
2.4 
2.4 
1.8 

1984 

614 

2812 

1757d 

179 
195 
131 
172d 

2867 
2857 
5504 
5870 

11.6        4 

19.6        1 

4.9       4 

3.6       2 

17 

RIO  TINTO  LTD.  (6) 

NR 

3996 

14 

15 

11 

2.7 

17 

3.9 

9524 

1140 

17093 

15.9       2 

AUSTRIA 

Iff; 

COUNTRY  COMPOSITE 

9796 

91 

-16 

-12 

3.2 

6 

1.0 

1558 

-66 

125579 

7.1 

in 

1  BAA 

1 
2 

BANK  AUSTRIA 

VERBUND  OESTERREICHISCHE  ELEKT. 

751 
990 

5751 
4045 

51 
131 

-44 
12 

-41 
17 

1.5 
4.9 

20 
-9 

2.1 
0.0 

NA 
1558 

389a 
-455 

118869a 
6710 

7.1c     6 

NEG        1. 

BELGIUM 

llili 

COUNTRY  COMPOSITE 

130015 

147 

-1 

4 

3.6 

26 

2.4 

59005 

7025 

788668 

14.8 

1  Nil 

ira 

1 
2 
3 
4 

FORTIS  (B)  (4) 

KBC  BANCASSURANCE  HOLDING 

ELECTRABEL 

PETROFINA 

NR 
276 

293 
364 

22689 
17958 
16923 
12710 

32 

60 

311 

542 

0 

-14 

24 

32 

5 
-9 

31 
39 

3.3 
3.3 
2.9 
3.1 

20 
22 
20 
26 

2.7 
1.9 
4.2 
2.2 

NA 

NA 

6188 

17781 

1652 
830 
865 

491 

353460 
154055 
12732a 
10048 

16.3       6: 
15.2       6 
14.9c     i; 
11.8       1 

ISC 

ill 
Ml 

5 
6 

7 
8 

ALMANIJ                                                                     373 
TRACTEBEL                                                                 428 
GROUPE  UCB                                                              697 
CREDIT  COMMUNAL  HOLDING/DEXIA  BELGIUM  (9)      NR 

12511 

10988 

6407 

5922 

64 
129 

44 
155 

-22 

-2 

-8 

3 

-18 

3 

-3 

9 

2.4 
3.0 
8.0 
■2.3 

13 

23 

39 

.  18 

1.6 
2.3 
0.9 
2.4 

NA 

11547 

1716 

NA 

934 
473 
165 
647 

3792a 
20239a 

1490a 
207881 

18.1c     6; 
12.9c     i; 
20.6c      4! 
12.7       6 

B  PE 

in 

'Based  on  nonconsolidated  results,  a)  Based  on  1997  data,  b)  Based  on  1999  data,  c)  Difference  between  earnings  and  book  value  between  12  and  18  months,  d)  Results  are  for  18  month 
e)  Results  are  for  9  months,  f)  Results  are  for  5  months.  tCompany  was  acquired  after  May  31,  1999.  1)  Global  ranking  calculated  for  Royal  Dutch/Shell  Group  by  combining  market  value  o 
the  Netherlands'  Royal  Dutch  Petroleum  and  Britain's  Shell  Transport  &  Trading.  2)  Global  ranking  calculated  for  Unilever  by  combining  market  value  of  the  Netherlands'  Unilever  NV  and 
Britain's  Unilevei  PLC.  3)  Global  ranking  calculated  for  Zurich  Financial  Services  Group  by  combining  market  value  of  Switzerland's  Zurich  Allied  and  Britain's  Allied  Zurich.  4)  Global  rankin 
calculated  for  Fortis  by  combining  market  value  of  Belgium's  Fortis  (B)  and  the  Netherlands'  Fortis  (NL).  5)  Global  ranking  calculated  for  ABB  Asea  Brown  Boveri  by  combining  market  value 
Sweden's  ABB  AB  and  Switzerland's  ABB  AG.  6)  Global  ranking  calculated  for  Rio  Tinto  by  combining  market  value  of  Britain's  Rio  Tinto  PLC  and  Australia's  Rio  Tmto  Ltd.  7)  Global  ranking 
calculated  for  Reed  Elsevier  by  combining  market  value  of  Britain's  Reed  International  and  the  Netherlands'  Elsevier.  8)  Global  ranking  calculated  for  MentaNordbanken  by  combining  marke 
value  of  Sweden's  Nordbanken  and  Finland's  Merita.  9)  Global  ranking  calculated  for  Dexia  by  combining  market  value  of  Belgium's  Dexia  Credit  Communal/Dexia  Belgium  and  France's  Dexi 
France.  10)  Data  for  this  company  provided  by  Standard  &  Poor's  Compustat,  a  division  of  The  McGraw-Hill  Companies.  NA=Not  available.  NEG=Negative  return.  NM=Not  meaningful 
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1000 

RANK 

MARK! 1 
VAIUI    PRICE 

E'ER  SHARE 
{MIL    USt 

%  CHANGE 
FROM 
()  (LOCAL) 

BOOK 

VAIUI 
RAIIO 

RAW) 

% 

(MIL 

assus 

CM 
ECWI1*  HUBERT 
%    CODE 

SOLVAY 

790 

3493 

-11 

1.8 

14 

3.2 

///) 

393 

B I  Ma 

12. 7e 

22 

SOCIETE  EUROPEENNE  DES  SATELLITES 

820 

5282 

142 

NA 

NA 

9.3 

29 

1.7 

184 

51 

OELHAIZE-LE  LION 

927 

4454 

86 

25 

31 

5.1 

29 

1.4 

13466 

154 

4680a 

17.6c 

54 

ELECTRAFINA 

933 

4411 

111 

-19 

-15 

1.3 

48 

3.4 

NA 

111 

4794a 

2.7c 

11 

GROUPE  BRUXELLES  LAMBERT 

957 

4268 

175 

-21 

16 

1.4 

37 

3.2 

NA 

127 

5706a 

3.7c 

71 

ITAIN 

'NTRY  COMPOSITE 

1964924 

12 

4 

6 

2.8 

21 

2.6 

885014 

81038  4132773 

33.8 

BP  AMOCO 

10 

173870 

18 

22 

24 

4.2 

50 

2.2 

68304 

3998 

84500 

8.3 

11 

BRITISH  TELECOMMUNICATIONS 

26 

107142 

17 

60 

63 

6.2 

30 

2.0 

27180b 

3585b 

37332 

20.6c 

55 

GLAXO  WELLCOME 

30 

101535 

28 

5 

6 

23.5 

35 

2.1 

12799 

2867 

14984 

66.7 

45 

HSBC  HOLDINGS 

34 

93690 

33 

28 

30 

3.2 

21 

2.7 

NA 

4175 

467068 

14.8 

61 

SMITHKLINE  BEECHAM 

48 

72922 

13 

19 

21 

26.0 

39 

1.4 

12957 

1791 

14455 

67.5 

45 

SHELL  TRANSPORT  &  TRADING  (1) 

NR 

72018 

7 

-2 

0 

21.1 

NM 

3.0 

93692 

350 

110068 

2.0 

11 

LLOYDS  TS8  GROUP 

50 

71953 

13 

-9 

-7 

6.0 

21 

2.7 

NA 

3399 

231357 

28.7 

61 

ASTRAZENECA 

53 

70891 

40 

-2 

0 

7.2 

30 

1.7 

16645 

2334 

17030 

23.9 

ct 

1  VODAFONE GROUP 

70 

58972 

19 

74 

77 

129.9 

65 

0.5 

3961 

671 

4012 

198.8 

55 

'  BARCLAYS  BANK 

92 

45828 

30 

14 

16 

3.8 

21 

2.3 

NA 

2198 

376214a 

18.2c 

61 

8)  !c 

NATIONAL  WESTMINSTER  BANK 

110 

38754 

23 

26 

28 

3.0 

18 

2.5 

NA 

2150 

286619 

16.6 

61 

DIAGEO 

119 

36018 

11 

-7 

-5 

5.1 

22 

2.8 

19285 

2025 

27662 

22.9 

43 

1  HALIFAX 

134 

31453 

13 

-14 

-13 

2.8 

17 

2.5 

NA 

1877 

201115 

16.2 

61 

Itei  i! 

■  CABLE  &  WIRELESS 

145 

29593 

12 

9 

11 

5.7 

23 

1.8 

12736b 

1287b 

20921 

24.9c 

55 

mm 

i  ABBEY  NATIONAL 

151 

29315 

21 

16 

18 

3.6 

17 

2.7 

NA 

1717 

285024 

21.1 

61 

i  GENERAL  ELECTRIC  CO. 

176 

25828 

9 

16 

18 

6.2 

23 

2.1 

17798 

1100 

9316 

26.4 

34 

'  PRUDENTIAL 

178 

25728 

13 

-1 

1 

4.9 

18 

2.6 

18094 

1411 

190149 

27.2 

63 

I  UNILEVER  PLC  (2) 

NR 

25624 

9 

-19 

-18 

11.2 

19 

2.2 

43438 

3157 

34502 

60.2 

44 

"  t 

)  BG 

212 

21743 

6 

7 

9 

1.4 

17 

2.5 

7173 

1177 

30840 

8.3 

12 

)  ALLIED  ZURICH  (3) 

NR 

20064 

13 

NA 

NA 

2.0 

58 

1.6 

25398 

802 

214651 

3.5 

63 

i 

1  REUTERS  GROUP 

238 

19704 

14 

21 

23 

37.3 

29 

1.7 

4861 

699 

4265 

130.6 

52 

1 

I   TESCO 

248 

19271 

3 

0 

1 

3.1 

19 

2.3 

27509b 

1019b 

11925 

16.3c 

54 

3  CGU 

250 

19142 

15 

-19 

-18 

1.4 

22 

3.9 

14064 

835 

169726 

6.2 

63 

i    ROYAL  BANK  OF  SCOTLAND  GROUP 

258 

18790 

21 

26 

28 

5.5 

17 

1.9 

NA 

1005 

127741 

32.7 

61 

i 

5  GRANADA  GROUP 

259 

18759 

20 

9 

11 

7.8 

22 

1.3 

6463 

845 

9276 

35.8 

53 

3  MARKS  &  SPENCER 

274 

18081 

6 

-29 

-28 

2.2 

25 

3.7 

13185b 

726b 

12262 

8.9c 

54 

7  INVENSYS 

282 

17434 

5 

-27 

-26 

6.3 

17 

1.5 

5884 

504 

6453 

36.6 

35 

B  BANK  OF  SCOTLAND 

286 

17276 

14 

21 

23 

4.2 

21 

1.3 

NA 

833b 

95868b 

20.3 

61 

9  KINGFISHER 

291 

17104 

13 

42 

45 

4.7 

26 

1.7 

11957b 

648b 

9833b 

18.1 

54 

0  ORANGE 

297 

16598 

14 

84 

88 

-28.6 

-108 

0.0 

1944 

-157 

2797 

NA 

55 

1  BRITISH  SKY  BROADCASTING  GROUP 

303 

16354 

10 

35 

38 

-34.0 

59 

1.0 

2299 

400 

1358 

NA 

51 

2  STANDARD  CHARTERED 

310 

15845 

15 

22 

24 

3.6 

21 

2.2 

NA 

726 

75643a 

17.4c 

61 

3  RIO  TINTO  PLC  (6) 

NR 

15532 

15 

18 

20 

3.1 

19 

3.5 

8917 

1068 

15574 

16.3 

24 

4  LEGAL  &  GENERAL  GROUP 

321 

14938 

3 

6 

8 

3.5 

35 

2.0 

5021 

428 

125996 

10.0 

63 

5  BRITISH  AMERICAN  TOBACCO 

328 

14379 

9 

NA 

NA 

140.1 

28 

4.2 

27858 

555 

11947 

497.4 

43 

6  CABLE  &  WIRELESS  COMMUNS. 

333 

14159 

10 

24 

26 

5.6 

53 

0.0 

4202b 

277b 

8322 

10.6c 

55 

7  CADBURY  SCHWEPPES 

339 

13816 

7 

-11 

-10 

4.7 

21 

2.2 

6583 

641 

7364 

21.8 

43 

8  NORWICH  UNION 

342 

13649 

7 

-2 

0 

1.5 

16 

2.9 

8678 

874 

95948 

9.4 

63 

19  BOOTS 

386 

11943 

13 

-13 

-11 

4.6 

19 

2.8 

8051 

621 

4996 

23.6 

54 

10  GKN 

388 

11897 

17 

12 

14 

7.3 

23 

1.6 

5942 

521 

4172 

32.3 

38 

M  BASS 

392 

11754 

15 

-20 

-18 

2.9 

16 

3.3 

7389 

763 

11178 

17.9 

53 

12  BRITISH  AEROSPACE 

398 

11648 

7 

-25 

-24 

4.2 

14 

1.6 

11290 

824 

14509 

29.6 

31 

~~ 

13  ROYAL  8.  SUN  ALLIANCE  INSURANCE  GROUP 

399 

11637 

8 

-22 

-21 

1.0 

21 

5.0 

15588 

617 

103857 

4.9 

63 

14  PEARSON 

400 

11630 

19 

4 

6 

6.9 

28 

1.8 

3840 

398 

8524 

24.4 

51 

15  RENTOKIL  INITIAL 

401 

11610 

4 

-42 

-41 

38.3 

21 

1.5 

4615 

561 

2825 

185.2 

52 

16  J.  SAINSBURY 

402 

11605 

6 

-23 

-22 

1.8 

13 

3.7 

24844 

797 

14628 

13.0 

54 

17  BAA 

410 

11380 

11 

-10 

-8 

1.9 

20 

2.1 

2692 

595 

10312 

9.4 

52 

■ 

18  GREAT  UNIVERSAL  STORES 

436 

10739 

11 

-25 

-23 

2.9 

19 

3.0 

5391 

626 

7475 

15.5 

54 

49  WOOLWICH 

447 

10496 

7 

24 

26 

3.5 

20 

2.5 

NA 

541 

51161a 

18.0c 

61 

50  RAILTRACK  GROUP 

449 

10406 

21 

6 

7 

2.5 

15 

2.1 

4125b 

681b 

9446 

16.1c 

52 

51  SCOTTISH  POWER 

451 

10323 

9 

-4 

-3 

3.8 

13 

4.2 

5198b 

808b 

8941 

29.8c 

12 

52  ALLIED  DOMECQ 

468 

10030 

10 

-4 

-2 

3.1 

15 

5.1 

6907 

696 

7989 

21.1 

43 

53  NATIONAL  GRID  GROUP 

469 

10023 

7 

11 

12 

7.0 

19 

3.1 

2428b 

521b 

5487 

36.8c 

12 

54  NATIONAL  POWER 

488 

9652 

8 

-16 

-15 

3.0 

13 

5.9 

4824b 

758b 

10373 

23.9c 

12 

55  PENINSULAR  &  ORIENTAL  STEAM  NAVIGATION 

499 

9398 

15 

6 

8 

2.2 

19 

3.5 

9478 

498 

10329 

11.6 

58 

56  TELEWEST  COMMUNICATIONS 

516 

9201 

4 

174 

179 

6.7 

-14 

0.0 

864 

-501 

6025 

NEG 

55 

- 

57  WHITBREAD 

538 

8764 

18 

10 

12 

2.1 

19 

2.5 

4756b 

460b 

6772b 

11.0 

53 

58  ALLIANCE  &  LEICESTER 

545 

8642 

15 

9 

11 

2.9 

17 

2.7 

NA 

510 

44215 

17.2 

61 

59  ASDA  GROUP 

546 

8639 

3 

-4 

-3 

2.4 

17 

2.0 

12215 

491 

6178 

14.0 

54 

60  BOC  GROUP 

555 

8373 

17 

8 

10 

2.8 

21 

2.9 

5282 

415 

7126 

13.5 

22 

61  REED  INTERNATIONAL  (7) 

NR 

8319 

7 

-21 

-20 

4.9 

17 

3.3 

5116 

915 

9235 

28.4 

51 

62  SCOTTISH  &  SOUTHERN  ENERGY 

557 

8302 

9 

3 

5 

2.5 

14 

3.6 

1659 

262 

3166 

18.1 

12 

63  CENTRICA 

571 

8102 

2 

26 

28 

5.8 

29 

2.0 

11994 

279 

6394 

19.8 

12 

64  IMPERIAL  CHEMICAL  INDUSTRIES 

578 

8025 

11 

-42 

-41 

37.4 

25 

4.7 

14888 

354 

14482 

148.2 

22 

1 
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COUNTRY 
RANK 


GLOBAL 
1000 
RANK 


MARKET 

PRICE/ 

RETURN 

VALUE 

PRICE         %  CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

U.S. 

PER  SHARE     FROM  1998 

VALUE 

P/E 

YIELD 

U.S. 

U.S. 

U.S. 

EQUITY     !J 

SMIL. 

U.S.  $      (U.S.  $)  (LOCAL) 

RATIO 

RATIO 

% 

$  MIL 

$  MIL. 

$  MIL. 

% 

65  HAYS 

66  LAND  SECURITIES 

67  SUN  LIFE  &  PROVINCIAL  HOLDINGS 

68  DIXONS  GROUP 

69  BRITISH  AIRWAYS 

70  SCOTTISH  &  NEWCASTLE  BREWERIES 

71  POWERGEN 

72  COMPASS  GROUP 

73  BILLITON 

74  31  GROUP 

75  UNITED  UTILITIES 

76  HILTON  GROUP 

77  BRITISH  ENERGY 

78  ROLLS-ROYCE 

79  WPP  GROUP 

80  SCHRODERS 

81  AMVESCAP 

82  ASSOCIATED  BRITISH  FOODS 

83  HANSON 

84  IMPERIAL  TOBACCO  GROUP 

85  EMI  GROUP 

86  DAILY  MAIL  &  GENERAL  TRUST 

87  THAMES  WATER 

88  SECURICOR 

89  EMAP 

90  UNITED  NEWS  &  MEDIA 

91  SEVERN  TRENT 

92  CARLTON  COMMUNICATIONS 

93  BLUE  CIRCLE  INDUSTRIES 

94  MISYS 

95  BRITISH  LAND 

96  STAGECOACH  HOLDINGS 

97  RECKITT  &  COLMAN 

98  SMITHS  INDUSTRIES 

99  NYCOMED  AMERSHAM 

100  WOLSELEY 

101  SAFEWAY  PLC 

102  NEXT 

103  SAGE  GROUP 

104  GALLAHER  GROUP 


584 
589 
598 
599 

613 
636 
648 
655 

669 
671 
678 
685 

694 
705 
709 
715 

718 
727 
740 
744 

774 
775 
779 
303 

821 
833 
848 
858 


7988  9  2  4  24.9 

7936  14  -9  -7  1.0 

7747  8  -17  -16  2.4 

7728  18  87  91  7.7 

7562  7  -32  -31  1.4 

7204  12  -17  -16  2.1 

7049  11  -14  -12  2.8 

6866  10  -2  0  -4.9 


6710 
6707 
6624 
6524 

6434 
6278 
6205 
6137 

6123 
6026 
5909 
5862 

5556 
5554 
5549 
5399 

5267 
5127 

4959 
4870 


3 

11 

12 

4 


25 

9 

-11 

-22 


27 

11 

-9 

-21 


1.5 
1-2 
2.0 
2.2 


32 
23 
22 
29 

23 

14 
13 
34 

17 

38 

8 

15 


1.3 
3.3 
2.9 
1.2 

4.0 
3.3 
4.7 
0.9 

3.4 
1.6 
5.9 
2.8 


2484 

NA 

6906 

4447 

14293b 
5375 
3758 
6533 

5446 
NA 
3650b 
7504 


229 
346b 
274 
254 

330b 

520 

402 

184 

481 
177b 
802b 
341 


1444 
11368 
67589 

2664 

18117 
6499 
5366 
1819 

8663 
8376 
9952 
5206 


78.8 
4.2c 
10.8 
26.3 

6.1c 
14.7 
21.4 

NA 

8.7 

3.2c 

24.3c 

14.7 


9 

-3 

-1 

2.5 

19 

2.9 

3314b 

322b 

10428 

13.1c    1 

4 

-12 

-10 

2.3 

16 

2.5 

7208 

406 

7665 

14.9 

8 

26 

29- 

-147.3 

26 

0.5 

12826 

225 

3173a 

NA 

21 

-29 

-28 

3.3 

23 

1.3 

NA 

269 

21786 

14.4 

9 

-15 

-13 

11.5 

21 

1.4 

NA 

250 

2583 

54.5 

8 

-18 

-16 

1.3 

14 

2.5 

6737 

425 

6435 

8.7  ' 

9 

54 

57 

2.4 

16 

2.3 

2926 

362 

7200 

14.7 

11 

48 

50 

-2.2 

14 

3.5 

6459 

370 

1727 

NA 

7 
56 
16 

9 

21 

10 

15 

8 


-16 
18 

-4 
19 

3 

-26 

-9 

-1 


-15  -5.3  24 

20  31.5  29 
-2  1.6  9 

21  13.7  57 


5  10.7 

-25  3.7 

-8  1.4 

1  6.3 


28 

15 
10 
17 


3.6 

0.8 
4.3 
0.3 

1.2 
3.6 
4.5 
2.9 


3805b 

2188 

2125b 

1915 

1239 
3065 
2006 
2943 


231b 

193 

615b 

94 

152 
330 
496 
333 


3387 
1820 
6818 
1133 

1327 
3725 
6847 
2349 


NA 
109.4 
17.0c 
23.9 

38.8 
24.2 
13.8 
38.2 


865 

4828 

6 

-3 

-2 

2.4 

14 

3.9 

3241 

344 

4860 

17.1 

866 

4806 

8 

-31 

-29 

-8.3 

33 

0.6 

718 

106 

295 

NA 

909 

4575 

9 

-19 

-18 

1.0 

34 

1.8 

NA 

131 

8949 

2.9 

911 

4560 

3 

-25 

-24 

5.0 

19 

1.3 

2215 

186 

3096 

26.9 

913 

4553 

11 

-45 

-44 

3.0 

14 

3.7 

3531 

315 

4309 

20.4 

918 

4521 

15 

-8 

-7 

12.6 

18 

2.2 

1922 

238 

1278 

70.3 

920 

4500 

7 

22 

24 

13.6 

22 

1.2 

2122 

201 

2469 

61.0 

925 

4476 

8 

13 

15 

3.0 

14 

2.6 

7631 

300 

3843 

21.2 

935 

4374 

4 

-32 

-31 

1.4 

12 

5.6 

12042b 

390b 

6565 

12.2c 

942 

4355 

12 

29 

31 

5.0 

22 

2.6 

1987b 

193b 

1368b' 

22.7 

953 

4279 

35 

43 

46- 

-195.5 

62 

0.2 

307 

52 

177 

NA 

954 

4274 

6 

23 

25 

-5.3 

12 

5.2 

6822 

349 

3561 

NA 

105    WILLIAMS  PLC 

955 

4271 

6 

-17 

-16- 

144.9 

16 

4.6 

3923 

280 

2800 

NA 

mil 

106    BRITISH  STEEL 

963 

4209 

2 

-14 

-13 

0.6 

12 

7.6 

11138 

362 

12374 

4.6 

1 

::> 

107    CANARY  WHARF  GROUP 

969 

4171 

6 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

NA 

t 

till 

108    PROVIDENT  FINANCIAL 

1000 

3966 

15 

-5 

-4 

8.6 

23 

2.4 

NA 

168 

1451a 

37.1c 

r" 

■ 

CANADA 

HP 

COUNTRY  COMPOSITE 

284351 

34 

1 

2 

2.8 

27 

1.9 

139773 

12771 

1026738 

12.6 

UN 

1    NORTELNETWORKS 

84 

49852 

75 

17 

18 

4.5 

39 

0.4 

17575 

1065 

19732 

11.6 

3 

2   BCE  (BELL  CANADA  ENTERPRISES) 

147 

29536 

46 

-1 

1 

3.6 

26 

2.4 

18591 

1084 

21719 

13.8 

5 

3   SEAGRAM 

221 

21211 

53 

21 

23 

1.7 

41 

1.2 

14668 

498 

35545 

4.2 

4 

"9 

4  THOMSON 

268 

18433 

30 

6 

8 

2.7 

37 

2.2 

6269 

511 

12447 

7.5 

5 

'Hi 

5   TORONTO-DOMINION  BANK 

307 

16046 

54 

20 

22 

3.1 

22 

1.7 

NA 

759 

123133 

14.2 

6 

'.'Ii 

6   ROYAL  BANK  OF  CANADA 

324 

14580 

46 

-24 

-23 

2.2 

13 

2.7 

NA 

1235 

185819 

16.9 

6 

7   BANK  OF  NOVA  SCOTIA 

433 

10816 

22 

-18 

-17 

1.8 

12 

2.6 

NA 

944 

158182 

15.1 

6 

8   BOMBARDIER 

439 

10608 

16 

21 

23 

4.9 

28 

1.0 

7788b 

375b 

9665b 

17.4 
14.1 

-5 

9    BANK  OF  MONTREAL 

456 

10231 

39 

-32 

-31 

1.7 

12 

3.3 

NA 

914 

150735 

61 

10   CANADIAN  IMPERIAL  BANK  OF  COMMERCE 

463 

10115 

25 

-28 

-27 

1.6 

16 

3.3 

NA 

715 

183135 

10.1 

11    IMASCO 

478 

9899 

23 

22 

24 

3.9 

20 

2.4 

5813 

502 

34890 

20.0 

71    '■ 

12  IMPERIAL  OIL 

13  CANADIAN  PACIFIC 

568 

8152 

19 

2 

4 

2.9 

22 

2.7 

6096 

375 

6812a 

12.9c 

606 

7666 

23 

-21 

-19 

1.4 

15 

1.7 

6874 

543 

13320 

9.4 

71 

14   LOBLAW 

634 

7230 

26 

20 

22 

6.4 

35 

0.5 

8463 

177 

2718a 

18.3c 

54 

15    BARRICKGOLD 

674 

6674 

17 

-12 

-11 

1.8 

21 

1.2 

1287 

301 

4655 

8.6 

81 

16   TRANSCANADA  PIPELINES 

696 

6410 

14 

-27 

-26 

•  1.8 

.  17 

5.5 

11667 

437 

17310 

10.6 

12 

h 

17    ALCAN  ALUMINIUM 

703 

6292 

29 

0 

2 

1.2 

21 

0.5 

7789 

399 

9901 

5.8 

24 

18    CANADIAN  NATIONAL  RAILWAY 

713 

6170 

64 

9 

10 

2.1 

15 

1.3 

2791 

385 

7357 

14.1 

571 

19    BCT.TELUS  COMMUNICATIONS 

762 

5668 

24 

NA 

NA 

2.0 

14 

3.9 

3909 

408 

5365 

13.7 

55 

20    SHELL  CANADA 

783 

5522 

19 

11 

12 

2.4 

21 

2.6 

3013 

293 

3936 

11.7 

21    GEORGE  WESTON 

801 

5411 

41 

14 

16 

3.3 

12 

0.7 

9972 

454 

6119 

27.9 

54 
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MARKU 

GlOBAl 

VAlUf 

PRO 

- 

ON 

1000 

PfRSMARf   IP'  . 

VAlUf 

M 

RANK 

(MIL 

US  $   [US  tlUUCAII 

RATIO 

RATIO 

% 

(Mil 

% 

2   NEWBRIDGE  NETWORKS 

839 

5019 

28 

-1 

1 

5.9 

34 

0.0 

1097 

116 

1332 

34 

3  MAGNA  INTERNATIONAL 

894 

4648 

60 

1.4 

16 

1  / 

33961 

1371 

6165 

',/ 

4  SUNCOR ENERGY 

981 

4105 

37 

5 

/ 

4.0 

40 

1.2 

1422 

///') 

9.9 

11 

5  ALBERTA  ENERGY 

988 

4056 

29 

31 

33 

?  1 

130 

0.0 

1293 

17 

1968 

1.6 

11 

ENMARK 

UNTRY  COMPOSITE 

42275  4112 

-12 

-7 

12.4 

52 

1.3 

7298 

1603 

85435 

20.1 

1  TELE  DANMARK 

426 

11034 

102 

9 

14 

3.9 

20 

2.6 

4779 

564 

6443 

19.9 

55 

2  DAMPSKIBSSELSKABET  SVENBORG 

527 

9012  12093 

-8 

-3 

24.6 

103 

0.4 

NA 

74a 

567a 

23.7 

58 

3  DAMPSKIBSSELSKABET  AF  1912 

537 

8808 

3156 

-11 

-6 

28.9 

101 

0.3 

NA 

71a 

509a 

28.5 

58 

4  N0V0-NORDISK 

603 

7691 

102 

-35 

-32 

3.3 

24 

1.1 

2519 

339 

3845 

14.0 

45 

3  DEN  DANSKE  BANK 

756 

5739 

108 

-13 

-9 

1.5 

10 

2.3 

NA 

556 

74071a 

14.4c 

61 

NLAND 

UNTRY  COMPOSITE 

125788 

24 

25 

32 

5.8 

30 

2.4 

44109 

4247 

153219 

17.5 

1  NOKIA 

38 

87202 

72 

118 

130 

18.5 

44 

0.7 

13897 

1753 

10464 

42.3 

34 

2  SONERA  GROUP 

332 

14193 

20 

NA 

NA 

10.0 

52 

0.5 

1692 

262 

2934 

19.1 

55 

)  STORAENSO 

602 

7698 

10 

-9 

-4 

1.5 

42 

3.7 

10939 

199 

16074 

3.5 

23 
23 

»  UPM-KYMMENE 

605 

7680 

29 

0 

5 

1.6 

8 

3.9 

8723 

1073 

11940 

20.2 

5  MERITA  (8) 

NR 

4833 

6 

-8 

-3 

2.5 

18 

3.2 

NA 

733 

100151 

14.1 

61 

3  FORTUM 

965 

4182 

5 

NA 

NA 

1.0 

18 

2.5 

8858 

227 

11656 

5.8 

12 

tANCE 

UNTRY  COMPOSITE 

756399 

154 

7 

13 

4.1 

29 

2.1 

543206 

26498 

2612023 

12.4 

1  FRANCE  TELECOM 

43 

79925 

78 

39 

47 

4.5 

33 

2.0 

25704 

2398 

48136 

13.5 

55 

!  AXA 

99 

41359 

117 

3 

8 

3.1 

26 

2.3 

NA 

1596 

401324 

11.8 

63 

3  L'OREAL 

100 

41244 

610 

23 

29 

8.3 

55 

0.7 

11991 

749 

10991 

15.1 

45 

I  VIVENDI 

104 

39699 

74 

12 

18 

3.8 

31 

2.0 

33097 

1169 

51081 

12.2 

52 

i    ELF  AQUITAINE 

106 

39340 

143 

3 

8 

3.3 

31 

2.5 

33633 

1274 

38343 

10.5 

11 

i  CARREFOUR 

137 

30868 

132 

30 

37 

7.6 

48 

1.0 

28583 

642 

18128 

15.8 

54 

!    SANOFI-SYNTHELABO 

138 

30529 

42 

43 

50 

8.4 

57 

NA 

6105 

541 

6757 

14.8 

45 

3  TOTAL 

141 

30199 

123 

-1 

4 

3.0 

33 

2.5 

25376 

924 

24158 

9.2 

11 

)  SUEZ  LYONNAISE  DES  EAUX 

182 

25247 

168 

-2 

3 

2.8 

24 

2.5 

32704 

1048 

75594 

11.8 

52 

)  LVMH  MOET  HENNESSY  LOUIS  VUITTON 

186 

24968 

281 

34 

41 

4.0 

46 

1.9 

7233 

548 

16694 

8.8 

46 

1  ALCATEL 

191 

23831 

120 

-44 

-41 

2.2 

33 

2.6 

22174 

731 

30911 

6.8 

34 

>    GROUPEDANONE 

218 

21503 

278 

3 

8 

3.1 

33 

1.7 

13489 

624 

15687 

9.5 

44 

3  PINAULT-PRINTEMPS-REOOUTE 

224 

20844 

177 

8 

13 

6.9 

39 

1.3 

17222 

530 

13152 

17.4 

54 

4  SOCIETE  GENERALE 

261 

18734 

183 

-7 

-3 

1.9 

14 

3.2 

NA 

1119 

399967 

13.2 

61 

3  BANQUE  NATIONALE  DE  PARIS 

264 

18582 

85 

0 

5 

1.7 

13 

2.8 

NA 

,  1162 

338751 

13.2 

61 

i  PARIBAS 

279 

17879 

111 

8 

14 

2.0 

15 

3.5 

NA 

1045 

259188 

13.7 

61 

1    RHONE-POULENC 

281 

17476 

47 

-15 

-11 

2.7 

26 

2.0 

13799 

672 

25360 

10.1 

45 

3  STMICROELECTRONICS 

296 

16602 

117 

45 

52 

4.7 

39 

0.6 

4248 

411 

5446a 

12.1c 

35 

)  COMPAGNIE  DE  SAINT-GOBAIN 

326 

14510 

161 

-19 

-14 

1.6 

13 

3.1 

18585 

1144 

23133 

12.6 

21 

)  LAIR  LIQUIOE 

359 

12894 

155 

-11 

-7 

3.1 

24 

2.4 

6348 

538 

8868a 

12.9c 

22 

1  PROMODES  GROUP 

370 

12597 

658 

35 

42 

7.3 

41 

0.7 

20459 

305 

10933 

17.7 

54 

>  CAP  GEMINI 

450 

10324 

148 

-1 

4 

4.9 

52 

0.9 

4124 

197 

3847 

9.4 

52 

3  CREDIT  LYONNAIS 

475 

9933 

36 

9 

14 

0.9 

32 

0.0 

NA 

172 

217828 

2.6 

61 

I  LAFARGE 

490 

9642 

94 

-8 

-3 

2.1 

20 

3.1 

10222 

486 

16643 

10.4 

21 

5  GROUPE  CASTORAMA 

503 

9346 

245 

39 

46 

8.6 

108 

1.2 

3216 

86 

2895 

8.0 

54 

3  SCHNEIDER  ELECTRIC 

507 

9307 

59 

-30 

-26 

2.4 

21 

3.0 

7952 

426 

8622 

11.2 

34 

T  RENAULT 

520 

9128 

38 

-27 

-24 

1.1 

6 

3.1 

38781 

1407 

39759 

17.6 

42 

1  AGF 

523 

9067 

49 

-20 

-16 

1.7 

17 

3.6 

13964 

525 

78755a 

9.9c 

63 

)  CANAL  PLUS 

526 

9017 

287 

58 

66 

6.0 

-97 

1.7 

2581 

-93 

5474 

NEG 

51 

)  ACCOR 

533 

8857 

245 

-11 

-6 

3.0 

29 

2.6 

5863 

310 

9827 

10.3 

53 

1  CREDIT  COMMERCIAL  DE  FRANCE 

569 

8138 

112 

47 

54 

2.7 

25 

2.0 

NA 

333 

65461 

11.1 

61 

2  CASINO,  GUICHARD-PERRACHON 

579 

8012 

93 

31 

38 

4.4 

38 

2.1 

14762 

225 

8043 

11.5 

54 

i  PEUGEOT 

615 

7516 

150 

-23 

-19 

0.9 

15 

1.6 

35204 

505 

37440 

5.7 

42 

4  BOUYGUES 

649 

7003 

266 

47 

55 

5.5 

83 

1.5 

15422 

84 

13429 

6.6 

32 

j  VALEO 

677 

6628 

80 

-15 

-10 

3.2 

24 

2.0 

6277 

271 

6015 

12.9 

37 

3  ALSTOM 

683 

6574 

31 

NA 

NA 

NA 

21 

2.5 

14672b 

316b 

NA 

NA 

34 

1    CHRISTIAN  DIOR 

700 

6375 

141 

2 

7 

1.6 

19 

2.8 

7436 

345 

22340 

8.9 

46 

i   MICHELIN 

734 

5946 

43 

-30 

-27 

1.5 

11 

2.3 

13021 

559 

13385 

14.0 

37 

3  LEGRAND 

747 

5797 

207 

-25 

-21 

4.8 

29 

1.2 

2270 

202 

3224 

16.9 

34 

3  DEXIA  FRANCE  (9) 

NR 

5629 

140 

3 

9 

2.1 

16 

3.4 

NA 

647 

207881 

12.9 

61 

1  THOMSON  CSF 

787 

5510 

33 

-19 

-15 

2.4 

-23 

2.6 

6439 

-242 

10407 

NEG 

31 

2  SODEXHO  ALLIANCE 

793 

5444 

163 

-12 

-7 

4.6 

62 

1.3 

6530 

87 

5628 

7.4 

52 

I   TF1 

856 

4892 

233 

65 

74 

12.0 

43 

2.3 

1734 

114 

1552 

27.9 

51 

I  LAGARDERE 

869 

4791 

40 

-9 

-5 

2.5 

16 

3.1 

11151 

292 

10276 

15.1 

71 

>  GROUPE  SIDEL 

885 

4690 

139 

71 

80 

16.8 

62 

1.0 

835 

75 

692 

27.0 

38 
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THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 


MARKET  PRICE/ 

GLOBAL           VALUE  PRICE         %  CHANGE  BOOK 

1000              U.S.  PER  SHARE     FROM  1998  VALUE       P/E 

RANK             $  MIL.  U.S.$      (U.S.  $)  (LOCAL)  RATIO      RATIO 


YIELD 
% 


RETURN 

SALES 

PROFITS 

ASSETS 

ON 

US. 

U.S. 

U.S. 

EQUITY 

SMIL 

SMIL. 

SMIL. 

% 

GERMANY 

0 

...  :f 

COUNTRY  COMPOSITE 

fc 

820103 

187 

-14 

-10 

4.4 

25 

2.4 

806395 

31399 

3023750 

19.4    | 

>'    • 

1    DEUTSCHE  TELEKOM 

23 

115023 

42 

56 

64 

4.9 

45 

2.2 

37250 

1763 

82743 

10.8    B 

Etm 

2    OAIMLERCHRYSLER 

39 

86874 

87 

-12 

-7 

2.5 

15 

4.0 

154615 

5807 

159738 

16.9 

3   ALLIANZ 

61 

66064 

270 

-15 

-10 

6.3 

35 

0.6 

48187 

1897 

202737a 

18.2c  1 

pi 

4    MANNESMANN 

75 

53665 

138 

41 

48 

9.6 

69 

0.7 

19882 

502 

18093 

13.9 
9.1 

5    SIEMENS 

109 

38879 

68 

5 

10 

2.6 

29 

1.7 

62756 

1280 

59732 

6    SAP 

113 

37740 

340 

-34 

-31 

24.1 

72 

0.7 

3209a 

492a 

2703a 

33.5 

7    DEUTSCHE  BANK 

131 

32184 

53 

-38 

-34 

1.5 

16 

3.2 

NA 

1752 

653459 

9.4 

H! 

8    MUNCHENER  RUECK. 

143 

29815 

169 

-25 

-21 

7.6 

33 

0.4 

21587 

486 

121162 

23.2     1 

liiiM 

HUH 

9   VEBA 

154 

28629 

57 

-13 

-9 

2.5 

22 

2.8 

40559 

1248 

44915 

10.9 

HW 

IDF 

10    BAYER 

156 

28409 

39 

-19 

-14 

2.3 

17 

3.9 

29264 

1683 

30508 

13.7 

11    VOLKSWAGEN 

173 

26276 

63 

-23 

-19 

2.8 

12 

1.8 

71579 

1182 

62573 

22.4 

pn 

12    HOECHST 

174 

26145 

44 

-11 

-6 

3.1 

31 

2.6 

23303 

1010 

29806 

10.1 

Mtftl 

13    BASF 

189 

24327 

39 

-16 

-11 

1.9 

15 

4.3 

30499 

1772 

27846 

13.1 

iftll 

14    RWE 

196 

23177 

44 

-17 

-13 

5.6 

23 

3.0 

32730 

765 

45605 

24.3 

15    HYPOVEREINSBANK 

202 

22244 

54 

-36 

-33 

1.9 

22 

2.3 

NA 

981 

480481 

8.3 

lUKI 

16    DRESDNERBANK 

272 

18195 

35 

-37 

-34 

1.9 

18 

3.3 

NA 

991 

356035a 

10.4o   1 

111 

17    METRO 

280 

17814 

63 

4 

9 

4.4 

36 

2.4 

48897 

306 

13551a 

12.3c    1 

I IM 

18    BMW 

302 

16386 

637 

-38 

-34 

2.6 

30 

2.4 

33663 

481 

31952 

8.6 

m 

19   COMMERZBANK 

341 

13759 

28 

-32 

-28 

1.3 

15 

4.1 

NA 

930 

340192 

8.9 

20   VIAG 

382 

12043 

452 

-19 

-15 

2.8 

19 

2.7 

26192 

620 

31076 

15.1 

w 

21    THYSSENKRUPP 

479 

9894 

19 

-26 

-22 

1.6 

6 

5.6 

23214 

1014 

24208 

NA 

w 

22    ERGO  VERSICHERUNGSGRUPPE 

505 

9329 

124 

-31 

-27 

4.1 

27 

1.1 

10471 

309 

69451 

14.9 

111 

23    HENKEL 

518 

9155 

59 

-25 

-21 

3.4 

26 

2.0 

11376 

350 

9521 

12.7 

11 

24   PREUSSAG 

542 

8700 

52 

46 

53 

4.8 

31 

1.8 

18743 

288 

8804 

15.3 

11 

25    DEUTSCHE  LUFTHANSA 

583 

7991 

21 

-16 

-12 

2.6 

10 

4.0 

12079 

763 

12818 

24.4 

HI 

26   SCHERING 

641 

7140 

106 

-10 

-5 

3.6 

28 

1.9 

3426 

255 

4765 

12.7 

% 

27   MERCK  KGAA 

746 

5812 

34 

-13 

-8 

3.7 

17 

3.6 

4327 

333 

5806 

21.1 

SON 

28   DEGUSSA-HUELS 

748 

5797 

37 

NA 

NA 

2.4 

NA 

NA 

NA 

NA 
168 

9301 

NA 

Vil 

29    BEIERSDORF 

784 

5519 

66 

7 

13 

5.6 

36 

1.4 

3491 

2284 

15.6 

ill, 

30   AACHENER  UND  MUENCHENER  BETEILIGUNG 

795 

5458 

106 

-8 

-3 

2.7 

21 

1.4 

NA 

621 

52687 

12.5 

ii! 

31    VEW 

813 

5339 

267 

-18 

-14 

5.6 

25 

2.9 

4573a 

163a 

7721a 

22.8 

HI 

32   LINDE 

854 

4900 

583 

-21 

-17 

2.1 

19 

2.9 

5726 

254 

4997 

10.8 

I 

33    HEIDELBERGER  DRUCKMASCHINEN 

905 

4614 

54 

-25 

-22 

3.0 

15 

3.3 

3666 

267 

3529 

19.5 

SI! 

34   ADIDAS-SALOMON 

937 

4369 

96 

-45 

-43 

9.9 

8 

1.3 

5283 

214 

3343 

126.6 

It 

35    MAN 

950 

4296 

31 

-22 

-18 

2.3 

15 

2.8 

13220 

305 

8052 

15.5 

11 

36   PORSCHE 

974 

4143 

2367 

-14 

-9 

10.1 

24 

0.8 

2627 

148 

1555 

41.6           Id 

HONG  KONG 

: 

COUNTRY  COMPOSITE 

185555 

5 

38 

38 

2.1 

31 

3.1 

29426 

9340 

210091 

10.5 

Ill 

1    HUTCHISON  WHAMPOA 

128 

32361 

8 

60 

60 

3.0 

29 

2.0 

6626 

1123 

24947 

io.3     ;  m 

2    HONG  KONG  TELECOMMUNICATIONS 

164 

27604 

2 

28 

28 

5.8 

19 

4.8 

4179b 

1484b 

6986 

31.0c     |   L 

3    HANG  SENG  BANK 

232 

20216 

11 

42 

42 

3.6 

23 

4.2 

NA 

875 

54197 

15.8     (  mE 

4   SUN  HUNG  KAI  PROPERTIES 

239 

19659 

8 

70 

70 

1.3 

25 

1.7 

2994 

936 

21694 

5.3       (   |„ 

5    CHEUNG  KONG  HOLDINGS 

256 

18887 

8 

52 

52 

1.7 

24 

1.8 

1530 

788 

14579 

7.2     e  ni 

6    CLP  HOLDINGS 

389 

11840 

5 

15 

15 

2.3 

14 

4.3 

3098 

1049 

7110 

16.2        j   |, 

7    HENDERSON  LAND  DEVELOPMENT 

536 

8816 

5 

45 

45 

1.4 

35 

3.8 

NA 

635 

12149 

4-1       <n 

8    SWIRE  PACIFIC 

639 

7165 

5 

25 

25 

0.9 

32 

2.4 

2179 

227 

11651 

2.8       7 

II 

9   HONG  KONG  &  CHINA  GAS 

672 

6691 

1 

19 

20 

3.2 

20 

3.2 

700 

342 

2474a 

16.4c      ] 

IN 

10   HONGKONG  ELECTRIC  HOLDINGS 

691 

6448 

3 

9 

9 

2.4 

10 

5.8 

1194 

640 

5037 

23.3        1 

i  | 

11    WHARF  (HOLDINGS) 

731 

6008 

3 

104 

104 

0.6 

24 

3.8 

1286 

248 

15313a 

2.4c     e 

12    CITIC  PACIFIC 

794 

5459 

3 

5 

6 

1.0 

15 

3.5 

1766 

362 

8822 

6.7       7 

11 

13   NEW  WORLD  DEVELOPMENT 

797 

5452 

3 

9 

9 

0.8 

69 

2.4 

NA 

276 

13427 

1.1        i 

. 

14   CATHAY  PACIFIC  AIRWAYS 

896 

4648 

1 

101 

101 

1.5 

110 

0.9 

3442 

42 

8783 

1.3       £ 

; 

15    CHEUNG  KONG  INFRASTRUCTURE  HOLDINGS 

949 

4302 

2 

-14 

-14 

1.8 

13 

2.6 

431a 

311a 

2923a 

14.3        ] 

:; 

IRELAND 

s 

COUNTRY  COMPOSITE 

34750 

26 

1 

7 

3.6 

19 

1.3 

5927 

2041 

120700 

20.3 

22.7       e 

i 
■ 

1    ALLIED  IRISH  BANKS 

405 

11477 

13 

0 

7 

3.9 

17 

2.2 

NA 

659 

54759 

2    BANK  OF  IRELAND 

491 

9605 

19 

-2 

5 

3.3 

12 

2.1 

NA 

803b 

56642b 

27.3       t 

3    ELAN 

646 

7061 

54 

-12 

-12 

3.1 

26 

0.0 

677 

259 

3799 

11.7       A 

. 

4    CRH 

681 

6608 

17 

19 

27 

4.1 

21 

1.1 

5250 

319 

5500 

19.6       2 

ITALY 

! 

COUNTRY  COMPOSITE 

380470 

7 

-5 

11 

5.3 

31 

1.7 

188896 

13414 

1031240 

16.8 

\ 

1    TELECOM  ITALIA 

58 

66446 

10 

38 

45 

4.8 

37 

1.5 

24487 

2063 

46840 

13.0       £ 

■ 

2   ENI 

83 

50483 

6 

-11 

-5 

3.4 

21 

2.6 

29555 

2424 

46571a 

16.4c      1 

3   TIM 

95 

43839 

6 

-2 

4 

38.0 

33 

1.3 

6409 

1360 

4332a 

116.8c      £ 

4   ASSICURAZIONI  GENERALI 

117 

36556 

36 

11 

17 

4.6 

39 

0.6 

31491 

933 

88346a 

11.6c     6 

! 
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—  w 

fl 

1000 
HANK 

MARKI1 

VAIIK 

J  Mil 

mm 

FROM 

(US  J)(I(JCA1I 

VAI  Ul 
RANG 

P/t 

RATIO 

III  1  b 

S  Mil 

J  Mil 

coum  MDUSTRV 

J 

UNICREDITO  ITALIANO 

194 

23255 

5 

14 

3.5 

V, 

1.3 

NA 

4',/ 

62964 

7.8 

61 

»ri 

SAN  PAOLO-IMI 

251 

19129 

14 

14 

9 

2.0 

20 

3.6 

NA 

948 

187147a 

10.0c 

61 

7 

FIAT  GROUP 

322 

14901 

3 

27 

-23 

1.4 

28 

2.0 

4/396 

648 

*,///4 

49 

42 

8 

BANCA  INTESA 

330 

14342 

5 

18 

-13 

3.0 

22 

0.8 

NA 

609 

159636 

134 

61 

9 

BANCA  COMMERCIALE  ITALIANA 

358 

12903 

7 

22 

29 

2.8 

21 

2.1 

NA 

482 

109708a 

10.4c 

61 

0 

MEOIASET 

473 

9944 

8 

30 

38 

5.1 

33 

1.8 

1968 

297 

3113a 

15.3c 

51 

1 

ISTITUTO  NAZIONALE  DELLE  ASSICURAZIONI 

501 

9370 

2 

11 

-6 

2.1 

19 

2.1 

5245 

496 

30155 

11.2 

63 

2 

OLIVETTI 

504 

9338 

3 

110 

122 

7.9 

65 

0.0 

3845 

134 

4845a 

12.1c 

55 

3 

CONCESSIONI  E  COSTRUZIONI  AUTOSTRADE 

540 

8721 

7 

76 

86 

5.2 

35 

1.7 

1929 

246 

6240a 

14.6c 

52 

4 

ALLEANZA  ASSICURAZIONI 

541 

8717 

11 

-12 

-7 

8.3 

43 

1.0 

1740 

212 

12162a 

19.3c 

63 

5 

BANCA  01  ROMA 

596 

7789 

1 

-29 

-25 

1.5 

35 

0.9 

NA 

224 

111799a 

4.2c 

6] 

6 

SEAT  PAGINE  GIALLE 

670 

6709 

1 

132 

146 

6.7 

48 

2.0 

975 

157 

1777 

13.9 

52 

7 

MEDIOBANCA 

693 

6447 

11 

-17 

-12 

2.0 

36 

1.1 

NA 

178 

24710 

5.6 

61 

8 

RAS 

759 

5704 

10 

-38 

-34 

1.7 

22 

2.2 

8402 

273 

28470a 

7.9c 

63 

9 

EDISON 

771 

5582 

9 

-9 

-3 

3.5 

25 

1.4 

1444 

220 

3256 

13.6 

12 

0 

PIRELLI 

780 

5548 

3 

-14 

-10 

2.4 

20 

2.7 

5722 

288 

6319a 

12.2c 

37 

1 

BANCA  FIDEURAM 

827 

5196 

6 

-9 

-4 

7.8 

33 

1.6 

NA 

159 

4213 

24.0 

61 

2 

MONTEDISON 

857 

4891 

1 

-36 

-33 

1.2 

14 

3.1 

13395 

353 

17242 

8.1 

71 

3 

ALITALIA 

891 

4659 

3 

-34 

-30 

4.1 

21 

1.4 

4894 

220 

3622a 

19.4c 

56 

kPAN 


|  UNTRY  COMPOSITE 

1904866 

879 

29 

13 

2.7 

37 

0.8 

1947066 

-4392  7183157 

6.9 

1  NIPPON  TELEGRAPH  &  TELEPHONE 

13 

156775 

9853 

20 

6 

4.0 

32 

0.4 

79970b 

4948b 

124170 

12.6c 

55 

2  NTT  DOCOMO 

27 

106142  55421 

NA 

NA 

NA 

NA 

0.0 

25617b 

1682b 

18833 

NA 

55 

3  TOYOTA  MOTOR 

32 

99826 

27 

7 

-6 

2.0 

34 

0.7 

104684b 

2924b 

113751 

6.0c 

42 

•  4  BANK  OF  TOKYO-MITSUBISHI 

65 

61805 

13 

29 

13 

3.1 

-87 

0.5 

NA 

-713b 

755974 

NEG 

61 

5  HONDA  MOTOR 

103 

39842 

41 

20 

6 

3.0 

16 

0.4 

51152b 

2505b 

39536 

19.0c 

42 

6  TAKEDA  CHEMICAL  INDUSTRIES 

107 

39281 

44 

71 

50 

5.7 

52 

0.5 

6935b 

753b 

10642 

10.9c 

45 

7  SONY 

112 

37844 

92 

9 

-4 

2.5 

26 

0.5 

55787b 

1470b 

52572 

9.8c 

41 

8  MATSUSHITA  ELECTRIC  INDUSTRIAL 

115 

36998 

18 

15 

1 

1.2 

333 

0.6 

62728b 

111b 

70311 

0.4c 

41 

9  SUMITOMO  BANK 

116 

36621 

12 

25 

10 

2.7 

-8 

0.4 

NA 

-4671b 

528507 

NEG 

61 

0  SEVEN-ELEVEN  JAPAN 

118 

36210 

87 

36 

19 

10.4 

71 

0.4 

14374 

501 

4844 

14.7c 

54 

1  FUJITSU 

136 

30984 

17 

44 

26 

3.2 

-278 

0.5 

43048b 

-112b 

42063 

NEG 

33 

2  TOKYO  ELECTRIC  POWER 

150 

29324 

22 

13 

0 

2.3 

37 

1.9 

41792b 

800b 

117795 

6.2c 

12 

3  SANWABANK 

158 

28332 

10 

11 

-2 

2.0 

-7 

0.6 

NA 

-3864b 

450905 

NEG 

61 

4  ITO-YOKADO 

185 

24982 

60 

21 

6 

3.2 

46 

0.5 

26848b 

547b 

16210 

7.1c 

54 

5  HITACHI  LTD. 

187 

24610 

7 

12 

-2 

0.9 

-9 

0.6 

65520b 

-2782b 

83033 

NEG 

34 

6  DAI-ICHI  KANGYO  BANK 

203 

22241 

7 

14 

0 

1.5 

-6 

0.7 

NA 

-3656b 

473196 

NEG 

61 

7  CANON 

206 

22081 

25 

7 

-6 

2.3 

25 

0.6 

23205 

,   900 

22338 

9.5 

33 

8  EAST  JAPAN  RAILWAY 

215 

21676 

5419 

14 

0 

3.5 

120 

0.8 

20392b 

180b 

60608 

2.9c 

57 

S 

9  BRIDGESTONE 

217 

21580 

25 

12 

-2 

3.3 

25 

0.5 

18364 

859 

15799 

13.2 

37 

0  FUJI  BANK 

222 

21193 

6 

25 

10 

1.0 

-5 

0.9 

NA 

-3465b 

475660b 

NEG 

61 

1  JAPAN  TOBACCO 

235 

20034  10017 

45 

27 

1.8 

33 

0.6 

31857b 

613b 

16903 

5.5c 

43 

■ 

2  NOMURA  SECURITIES 

237 

19743 

10 

-8 

-19 

1.6 

-6 

0.8 

NA 

-3264b 

190401 

NEG 

62 

3  KANSAI  ELECTRIC  POWER 

240 

19646 

20 

26 

11 

1.9 

46 

2.0 

21323b 

431b 

56959 

4.2c 

12 

4  TOSHIBA 

241 

19611 

6 

45 

27 

2.0 

-172 

0.8 

43516b 

-114b 

49773 

NEG 

34 

5  NTT  DATA 

255 

18908 

6741 

68 

48 

10.1 

141 

0.1 

5831b 

134b 

7395 

7.1c 

52 

6  INDUSTRIAL  BANK  OF  JAPAN 

266 

18508 

7 

14 

0 

1.6 

-12 

0.8 

NA 

-1488b 

404202 

NEG 

61 

7  FUJI  PHOTO  FILM 

267 

18465 

36 

6 

-7 

1.5 

31 

0.5 

11805b 

587  b 

17402b 

4.9 

46 

8  NEC 

278 

17901 

11 

8 

-5 

2.0 

52 

0.8 

40241 

339 

40838 

3.9 

34 

9  NINTENDO 

294 

16866 

119 

27 

12 

3.2 

25 

0.9 

4387 

687 

6968 

13.2 

46 

0  KAO 

295 

16831 

27 

81 

59 

4.8 

74 

0.5 

7449 

201 

6394 

6.5 

44 

1  TOKIO  MARINE  &  FIRE 

298 

16541 

11 

13 

-1 

3.1 

65 

0.7 

15561 

277 

44315 

4.7c 

63 

2  DENSO 

299 

16540 

18 

8 

-5 

1.9 

34 

0.7 

14441b 

484b 

14330 

5.5c 

37 

3  ROHM 

315 

15412 

131 

26 

11 

4.7 

36 

0.1 

2698b 

429b 

4385 

13.0c 

35 

4  NIPPON  STEEL 

334 

14140 

2 

22 

8 

2.0 

293 

1.0 

25260 

49 

38349 

0.7 

25 

5  SAKURABANK 

346 

13410 

3 

11 

-3 

0.9 

-3 

1.8 

NA 

-3935b 

420245 

NEG 

61 

6  TOKAI  BANK 

352 

13126 

6 

5 

-7 

1.4 

-6 

1.0 

NA 

-2354b 

275077 

NEG 

61 

3 

7  MURATAMFG. 

353 

13096 

55 

88 

65 

3.1 

55 

0.3 

3014b 

237b 

5611 

5.5c 

35 

8  ASAHIBANK 

361 

12789 

5 

22 

7 

1.4 

-12 

1.1 

NA 

-870 

239555 

NEG 

61 

9  SHARP 

367 

12625 

11 

49 

31 

1.6 

332 

0.9 

14332b 

38b 

17112 

0.5c 

41 

0  MITSUBISHI  HEAVY  INDUSTRIES 

369 

12601 

4 

7 

-6 

1.1 

25 

2.2 

25421 

498 

38851 

4.4 

38 

i  II 

tl  CHUBU  ELECTRIC  POWER 

372 

12514 

17 

14 

0 

1.6 

37 

2.4 

17857b 

338b 

51444 

4.4c 

12 

J  2  MITSUBISHI  ESTATE 

374 

12491 

10 

9 

-4 

3.4 

48 

0.7 

4505 

261 

17269 

7.0 

64 

|  3  SHIN-ETSU  CHEMICAL 

376 

12489 

30 

64 

44 

2.9 

35 

0.2 

5278b 

356b 

8898 

8.4c 

22 

4  YAMANOUCHI  PHARMACEUTICAL 

380 

12161 

35 

59 

40 

2.9 

31 

0.5 

3475b 

394b 

6623 

9.2c 

45 

[  5  MATSUSHITA  COMMUNICATION  INDUSTRIAL 

383 

12034 

64 

127 

100 

5.5 

55 

0.2 

7316b 

220b 

4196 

10.1c 

34 

1  6  KIRIN  BREWERY 

387 

11913 

12 

24 

9 

2.0 

54 

0.9 

12129 

222 

11849 

3.7 

43 

I  7  CENTRAL  JAPAN  RAILWAY 

393 

11734 

5238 

43 

26 

3.0 

131 

0.8 

10134b 

89b 

49987 

2.3c 

57 

8  MITSUBISHI  TRUST  &  BANKING 

397 

11655 

9 

1 

-11 

1.8 

-9 

0.7 

NA 

-1337b 

155715 

NEG 

61 
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49 

ACOM 

407 

11437 

78 

76 

55 

4.8 

25 

0.5 

NA 

464b* 

11792* 

19.3c  E 

50 

DAI  NIPPON  PRINTING 

413. 

11231 

15 

-10 

-21 

1.5 

45 

1.0 

10509b 

250b 

11911 

3.4c  E 

51 

TDK 

417 

11187 

84 

7 

-6 

2.6 

30 

0.6 

5552b 

378b 

5935 

8.8c  3 

52 

TAISHO  PHARMACEUTICAL 

425 

11063 

32 

66 

46 

3.6 

46 

0.5 

1904b 

243b 

3683* 

NA    | 

53 

NISSAN  MOTOR 

432 

10853 

4 

42 

25 

1.0 

-48 

0.0 

54025b 

-228b 

64730 

NEG     1 

54 

SECOM 

438 

10665 

92 

61 

42 

4.6 

68 

0.6 

2600 

156 

3940 

6.7    K 

55 

SANKYO 

443 

10529 

23 

-5 

-16 

2.6 

20 

0.9 

5065 

521 

6894 

12.6 

56 

DDI 

444 

10512 

4623 

61 

41 

5.6 

75 

0.3 

10235b 

140b 

10647 

7.5c 

57 

FANUC 

459 

10206 

43 

16 

2 

2.2 

29 

0.5 

1856b 

354b 

4878b 

7.7 

58 

MITSUI  &  CO. 

462 

10142 

6 

25 

10 

1.8 

41 

1.0 

114783b 

245b 

60296 

4.2c 

59 

KYOCERA 

467 

10079 

53 

9 

-5 

1.6 

43 

0.9 

5955b 

232b 

8413 

3.7c 

60 

TOKYO  ELECTRON 

486 

9678 

55 

75 

53 

4.5 

627 

0.2 

2577b 

15b 

4053 

0.7c 

61 

SEIBU  RAILWAY 

497 

9446 

22 

-28 

-36 

26.4 

65 

0.2 

3981 

145 

9254 

40.7 

62 

MITSUBISHI  CORP. 

502 

9367 

6 

-1 

-13 

1.1 

35 

1.1 

129937 

391 

78183 

3.2 

63 

SHIZUOKA  BANK 

553 

8385 

11 

-2 

-14 

2.2 

62 

0.5 

NA 

136b 

63119* 

NA 

64 

OSAKA  GAS 

562 

8212 

3 

52 

34 

2.7 

46 

1.3 

6826b 

177b 

9700 

5.7c 

65 

WEST  JAPAN  RAILWAY 

565 

8161 

4081 

9 

-4 

3.0 

-110 

1.0 

9935b 

-74b 

21613 

NEG 

66 

TOPPAN  PRINTING 

574 

8074 

12 

6 

-7 

1.5 

37 

1.1 

10017b 

219b 

10679 

4.0o 

67 

KINKI  NIPPON  RAILWAY 

587 

7983 

5 

2 

-10 

4.5 

310 

0.8 

7519 

26 

13198 

1.4 

68 

SUMITOMO  ELECTRIC  INDUSTRIES 

588 

7946 

11 

4 

-8 

1.8 

48 

0.8 

10518b 

167b 

11733 

3.8c 

69 

SONY  MUSIC  ENTERTAINMENT 

591 

7932 

73 

82 

60 

3.7 

30 

0.4 

1861b 

262b 

2686 

12.0c 

70 

RICOH 

592 

7870 

11 

5 

-7 

2.0 

31 

0.8 

11741b 

252b 

13634 

6.5c 

71 

TOHOKU  ELECTRIC  POWER 

594 

7804 

16 

15 

1 

1.5 

27 

2.7 

12480b 

292b 

32702 

5.5c 

72 

SEKISUI  HOUSE 

600 

7723 

11 

46 

28 

1.2 

58 

1.4 

10794b 

188b 

13426 

2.0c 

73 

ADVANTEST 

601 

7716 

78 

26 

11 

5.1 

50 

0.4 

1164b 

155b 

2454 

10.1c 

74 

ASAHI  CHEMICAL  INDUSTRY 

604 

7687 

5 

54 

35 

2.1 

54 

0.9 

9621b 

143  b 

9909 

3.8c 

75 

ASAHI  GLASS 

614 

7526 

6 

19 

4 

1.5 

180 

1.2 

10518b 

42b 

14866 

0.8c 

76 

SUMITOMO  CORP. 

616 

7473 

7 

33 

17 

1.6 

-40 

0.9 

93561b 

-185b 

46933 

NEG 
NEG 

77 

DAIWA  SECURITIES  GROUP 

622 

7381 

6 

46 

28 

1.2 

-7 

0.7 

NA 

-1050b 

83193 

78 

MATSUSHITA  ELECTRIC  WORKS 

631 

7263 

10 

20 

5 

1.7 

54 

1.0 

9299 

135 

9706 

3.2 

79 

KYUSHU  ELECTRIC  POWER 

632 

7261 

15 

4 

-9 

1.3 

34 

2.7 

11742b 

212b 

34198 

3.9c 

80 

TOKYO  GAS 

637 

7175 

3 

23 

8 

2.1 

51 

1.6 

8286 

142 

14128 

4.1 

81 

YAMATO  TRANSPORT 

644 

7071 

16 

42 

25 

3.0 

49 

0.7 

6303b 

142b 

4754 

6.1c 

82 

MITSUBISHI  ELECTRIC 

647 

7052 

3 

39 

22 

1.4 

-8 

0.0 

31211 

-870 

34796 

NEG 

83 

NIKKO  SECURITIES 

651 

6987 

4 

37 

20 

1.3 

-5 

0.6 

NA 

-1457b 

75179 

NEG 

84 

AJINOMOTO 
SUZUKI  MOTOR 

652 
653 

6905 
6905 

11 
14 

27 

11 

2.2 

64 

0.8 

6688b 

109b 

6803 

3.4c 

85 

75 

54 

2.1 

35 

0.4 

11953b 

200b 

8517 

6.0c 

86 

MITSUI  FUDOSAN 

664 

6738 

8 

3 

-10 

1.6 

-26 

0.5 

9514 

-259 

25508 

NEG 

87 

TORAY  INDUSTRIES 

673 

6674 

5 

-4 

-16 

1.7 

100 

1.2 

8211b 

67b 

11719  , 

1.6c 

88 

SUMITOMO  CHEMICAL 

684 

6538 

4 

50- 

32 

2.7 

40 

1.0 

7617b 

165b 

11297 

6.8c 

89 

ASAHI  BREWERIES 

692 

6448 

13 

3 

-9 

2.0 

NM 

0.7 

11143 

5 

12472 

0.2 

90 

SANYO  ELECTRIC 

706 

6254 

3 

15 

1 

1.0 

-29 

1.3 

14928b 

-213b 

21691 

NEG 

91 

JAPAN  TELECOM 

712 

6170  13794 

32 

16 

2.8 

125 

0.4 

3515b 

50b 

4602 

2.3c 

92 

PROMISE 

717 

6128 

51 

22 

7 

2.5 

18 

1.0 

NA 

334b 

9861 

13.7c 

93 

KAWASAKI  STEEL 

719 

6114 

2 

17 

3 

2.0 

-7 

1.3 

8986b 

-935b 

16190b 

NEG 

94 

SHISEIDO 

724 

6039 

14 

25 

10 

1.8 

71 

0.8 

4962b 

85b 

5143 

2.5c 

95 

JUSCO 

726 

6029 

19 

7 

-6 

2.3 

41 

1.0 

20280b 

149b 

13166 

5.6c 

96 

NIPPON  EXPRESS 

732 

5998 

6 

2 

-11 

2.3 

29 

1.2 

13465b 

206b 

9166 

7.8c 

97 

SMC 

739 

5910 

89 

10 

-3 

3.5 

46 

0.4 

1355 

128 

3156 

7.6c     . 

98 

KOMATSU 

745 

5815 

6 

43 

26 

1.4 

76 

1.1 

9065 

158 

12822 

1.8       . 

99 

SUMITOMO  TRUST  &  BANKING 

753 

5734 

4 

-20 

-30 

1.0 

-5 

1.4 

NA 

-1123b 

126157 

NEG       ( 

100 

MAZDA  MOTOR 

757 

5711 

5 

40 

23 

2.1 

18 

0.7 

16914b 

318b 

11958 

11.4c 

1 

101 

NIPPON  MITSUBISHI  OIL 

758 

5706 

4 

25 

10 

0.9 

51 

1.5 

21562 

94 

23431 

1.8 

I 

102 

MITSUBISHI  CHEMICAL 

763 

5648 

3 

51 

33 

1.5 

-25 

0.6 

12562b 

-226b 

16937 

NEG 

). 

103 

CHUGOKU  ELECTRIC  POWER 

764 

5636 

15 

8 

-5 

1.4 

23 

2.7 

8531b 

241b 

25185 

6.2c 

1 

104 

HOYA 

765 

5635 

49 

54 

35 

4.5 

38 

0.5 

1653b 

146b 

1964 

ii.7c    : 

V 

105 

KEYENCE 

767 

5623 

149 

24 

9 

4.8 

52 

0.1 

535b 

108b 

1308 

9.2c     : 

J! 

106 

DAIWA  HOUSE  INDUSTRY 

770 

5613 

11 

38 

21 

1.2 

34 

1.3 

8784 

167 

8318 

3.4     : 

\. 

107 

MARUI 

781 

5539 

15 

-2 

-14 

1.6 

41 

1.2 

4501 

136 

6169 

4.0        i 

> 

108 

OJI  PAPER 

786 

5515 

5 

26 

11 

1.5 

-54 

1.2 

9935b 

-102b 

14742 

NEG       ; 

)i 

109 

EISAI 

791 

5476 

18 

39 

22 

2.2 

42 

1.0 

2339b 

130b 

3805b 

5.1       ' 

II 

110 

JAPAN  AIRLINES 

793 

5463 

3 

20 

5 

3.6 

-11 

0.8 

12985 

-517 

16772 

NEG       i 

^e 

111 

ORIX 

806 

5374 

83 

27 

12 

2.1 

28 

0.2 

NA 

210b 

45768 

7.3c     ( 

>2 

112 

FUJISAWA  PHARMACEUTICAL 

835 

5080 

16 

69 

48 

2.6 

70 

0.5 

2277b 

73b 

4184 

3.8c     t 

15 

113 

YASUDA  FIRE  &  MARINE  INSURANCE 

840 

5010 

6 

31 

15 

2.3 

43 

1.0 

7785 

117 

30799 

5.4       ( 

,3 

114 

TOYOOA  AUTOMATIC  LOOM  WORKS 

846 

4966 

18 

1 

-11 

2.0 

.59 

0.8 

4589b 

85b 

4869 

3.4c     : 

18 

115 

NICHIEI 

852 

4940 

75 

11 

-2 

2.9 

18 

0.8 

NA 

272b 

4604 

15.7c      ( 

a 

116 

TERUMO 

853 

4934 

23 

55 

36 

4.6 

41 

0.3 

1319b 

122b 

1799 

11.3c      i 

is 

117 

NIPPON  YUSEN 

867 

4802 

4 

14 

0 

2.3 

47 

0.8 

8867b 

102b 

11947 

5.0c      ! 

)8 

118 

NIKON 

868 

4793 

13 

79 

57 

3.4 

70 

0.2 

3056 

68 

4165 

4.9     : 

5 

119 

BENESSE 

893 

4650 

87 

147 

117 

4.3 

35 

0.5 

2134b 

132b 

2277 

12.2c      I 

>2 

120 

SUMITOMO  METAL  INDUSTRIES 

904 

4623 

1 

-18 

-28 

0.9 

-8 

0.0 

11060b 

-570b 

20472 

NEG       i 

5 
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RETURN 
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907 

4595 

5 

12 

-1 

1.6 

30 

1.4 

8523 

151 

10065 

5.3 

91& 

4530 

17 

43 

25 

2.8 

42 

0.6 

1259b* 

108b* 

2006* 

6.6c 

924 

4481 

36 

63 

44 

2.4 

22 

0.6 

996* 

201* 

2498* 

10.9 

928 

4445 

20 

69 

49 

1.2 

37 

0.3 

5849 

121 

5942 

3.3 

931 

4434 

7 

18 

4 

2.0 

48 

0.9 

4434b* 

93b* 

23524* 

4.2c 

932 

4418 

3 

-17 

-27 

4.6 

-100 

0.0 

8867 

-44 

11350 

NEG 

936 

4373 

345 

15 

1 

2.9 

22 

0.3 

2660 

199 

2782 

13.1 

952 

4291 

5 

80 

58 

1.5 

-5 

0.0 

30707 

-836 

27674 

NEG 

958 

4259 

15 

15 

1 

.1.6 

25 

1.0 

2359b 

168b 

3877b 

6.4 

966 

4181 

55 

55 

36 

1.4 

-264 

0.8 

3331b 

-16b 

7593b 

NEG 

971 

4155 

3 

22 

7 

1.4 

34 

1.7 

8019b 

124b 

10767 

4.3c 

972 

4153 

19 

48 

30 

1.5 

-78 

0.6 

4889 

-53 

5727 

NEG 

975 

4142 

15 

6 

-7 

1.4 

30 

2.8 

4675b 

138b 

12232 

4.8c 

984 

4076 

42 

13 

-1 

5.0 

32 

0.7 

1217b 

127b 

1714 

15.5c 

997 

3989 

5 

97 

74 

1.5 

41 

1.0 

5593 

96 

10659 

3.7 

121  NIPPON  PAPER  INDUSTRIES 

122  BANYU  PHARMACEUTICAL 

123  ONO  PHARMACEUTICAL 

124  TOYO  SEIKAN  KAISHA 

125  SUMITOMO  MARINE  &  FIRE  INSURANCE 

126  ALL  NIPPON  AIRWAYS 

127  NIPPON  TELEVISION  NETWORK 

128  MITSUBISHI  MOTORS 

129  OAIIC HI  PHARMACEUTICAL 

130  KDD 

131  KUBOTA 

132  TOSTEM 

133  SHIKOKU  ELECTRIC  POWER 

134  FAMILYMART 

135  MITSUI  CHEMICALS 


NETHERLANDS 

COUNTRY  COMPOSITE 

498991 

48 

-A 

10 

8.8 

50 

1.6 

262087 

16855    1597596 

27.0 

NR  119300  56  -2 

2  ING  GROEP  81  50763  53  -22 

3  AEGON  89  47866  82  2 

4  UNILEVER  NV  (2)  NR  38148  67 

5  ABN  AMRO  HOLDING  133  31733  22 

6  ROYAL  PHILIPS  ELECTRONICS  139  30410  90 

7  KONINKLIJKE  KPN  201  22711  48 

8  KONINKLIJKE  AHOLD  207  22008  35 

9  EQUANT  226  20716  83  NA 

10  HEINEKEN  290  17136  55  42 

11  FORTIS  (NL)  (4)  NR  13041  33  8 

12  TNT  POST  GROEP  381  12132  26  NA 

13  AKZO  NOBEL  390  11827  41  -21  -17 

14  WOLTERS  KLUWER  406  11445  41  18   24 

15  ELSEVIER  (7)  NR  8632  13  -17  -13 

16  VERENIGDE  NEDERLANDSE  ULTGEVERSBEDRIJVE   575  8067  42  24   30 

17  DORDTSCHE  PETROLEUM  643  7093  47  -14 

18  HEINEKEN  HOLDING  701  6366  40  20 

19  ASM  LITHOGRAPHY  HOLDING  714  6169  45  9 

20  RANDSTAD  HOLDING  863  4841  42  -25 

21  KONINKLIJKE  NUMICO  906  4602  36  2 

22  GUCCI  GROUP  998  3983  66  45 


3 

-18 
8 
-17  -13 

-9  -5 

-9  -4 

40  47 

11  17 

NA 
49 
14 
NA 


3.5 

1.7 

5.8 

13.6 


428 
18 
36 
22 


2.9  17 

2.2  83 

3.7  32 

13.6  39 


24.7 
7.2 

3.4 
6.3 


-6 
37 
21 

31 


6.2  16 

10.8  35 

5.5  21 

13.4  33 


-10 
26 

14 

-21 

7 

53 


11.9 
5.3 

11.8 

12.6 

19.9 

8.9 


35 
27 
95 

31 
29 
20 


2.7 
2.4 
1.3 
2.0 

2.7 
1.2 
2.2 
1.2 

0.0 
0.6 
2.0 
1.5 

2.5 
1.0 
3.2 

1.1 

3.3 
0.8 
0.0 

1.3 
1.3 
0.6 


93692 

NA 

12045 

42169 

NA 

31763 

8385 

27619 

724 

6541 

NA 

7726 

13017 
2856 
5116 
2531 

NAa 

NA 

813 

4405 
1645 
1043  b 


350  110068 

2783  411840 

1300  136815 

3063  31793 

1822  450589 

387  29359 
717  14213 
702  11916 

-35  1111 

464  5535 

1652  352454 

388  5421 


771 
322 
915 
242 

199a 

232 

65 

159 
160 
195b 


12473 
4946 
9235 
3973 

578a 

1229* 

978 

1399 
974 
697 


0.8 
9.2 

16.1 
61.1 

16.5 

2.6 

11.6 

35.2 

NEG 
19.4 
16.3 
20.0 

39.9 
30.6 
26.5 

40.2 

34.5 
19.4 
12.4 

41.4 
69.3 
43.6c 


NEW  ZEALAND 


COUNTRY  COMPOSITE 

1    TELECOM  CORP.  OF  NEW  ZEALAND 


620 


7406         4       -8      -8     12.8       16       5.8  1835  468  2872       80.7 

7406  4        -8       -8     12.8       16       5.8  1835b  468b         2872b      80.7 


NORWAY 


COUNTRY  COMPOSITE 
1    NORSK  HYDRO 


522 


9074 

9074 


40 

40 


-13 

-13 


1.7 

1.7 


18 

18 


2.4 

2.4 


12335 

12335 


509 

509 


14390         9.2 

14390  9.2 


PORTUGAL 


COUNTRY  COMPOSITE 

1  ELECTRICIDADE  DE  PORTUGAL  (EDP) 

2  PORTUGAL  TELECOM 

3  BANCO  COMERCIAL  PORTUGUES  (BCP) 


25023 


30  -21  -16   3.2   19   2.8 


421 

551 
804 


11106  19 
8520  45 
5396   27 


-30 

-15 
-17 


-26 
-10 
-13 


1.9 
4.1 
3.7 


21 

17 
18 


3.9 
2.3 
2.2 


6197  1287  55989  17.8 

3139  545  12927  9.1        11 

3058  460  9675  24.1        5| 

NA  282  33387  20.3 


SINGAPORE 


COUNTRY  COMPOSITE 

76890 

8 

65 

71 

2.9 

41 

1.0 

7901 

2617 

167929 

9.2 

1    SINGAPORE  TELECOMMUNICATIONS 

181 

25446 

2 

18 

22 

6.4 

23 

1.3 

2863 

1093 

6773 

28.2 

5| 

2    SINGAPORE  AIRLINES 

420 

11146 

9 

56 

61 

1.6 

19 

1.2 

4517b 

599b 

9964b 

8.5 

5J 

3    DEVELOPMENT  BANK  OF  SINGAPORE 

472 

9949 

10 

72 

77 

'2.1 

■  75 

0.7 

NA 

129 

57344 

2.8 

6 

4   OCBC  OVERSEAS  CHINESE  BANK 

496 

9477 

8 

95 

102 

2.4 

38 

0.9 

NA 

246 

32293 

6.3 

6 

5    UNITED  OVERSEAS  BANK 

687 

6515 

7 

67 

73 

2.0 

31 

1.2 

NA 

213 

29241 

6.6 

61 

6   SINGAPORE  PRESS  HOLDINGS 

832 

5135 

14 

69 

74 

4.2 

32 

1.3 

521 

161 

1925 

13.0 

51 

7    CITY  DEVELOPMENTS 

899 

4641 

6 

60 

65 

2.6 

65 

0.6 

NA 

72 

5320 

4.0 

H 

8    OVERSEAS  UNION  BANK 

908 

4582 

5 

85 

90 

1.9 

44 

1.0 

NA 

105 

25069 

4.4 

61 

fill    RliqiNFS";   WFPK    /    IIIIY    19      1  QQQ 


What  does  work  mean  to  you? 


i 


Is  it  more  than  a  job? 

Should  it  challenge  you? 

Frustrate  you? 

Be  a  continuation  of 

your  education? 

Be  financially  rewarding? 

Be  the  most  rewarding  thing 

you've  ever  done— period? 

Should  it  open  a  window 

to  things  you've  never 

thought  about? 

Should  it  happen  at  a  place 

with  a  mission? 

Should  that  place  be  IBM? 

Yes. 


www.ibm.com/whywork 
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THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 


MARKET 

PRICE/ 

GLOBAL 

VALUE 

PRICE    %  CHANGE 

BOOK 

1000 

U.S. 

PER  SHARE  FROM  1998 

VALUE 

P/F 

RANK 

$MIL 

U.S.  $  (U.S.  $)  (LOCAL) 

RATIO 

RATIO 

YIELD 
% 


SALES 
U.S. 
$  MIL 


PROFITS 
U.S. 
$  MIL 


RETURN 
ASSETS  ON 

U.S.  EQUITY 

$  MIL.  % 


SPAIN 


COUNTRY  COMPOSITE 

204419 

32 

-2 

3 

3.5 

24 

2.1 

54481 

7838 

612261 

14.8 

1 

TELEFONICA 

80 

51151 

48 

12 

18 

3.6 

36 

0.0 

18214 

1364 

51653 

10.0 

2 

BANCO  SANTANDER  CENTRAL  HISPANO 

111 

38230 

21 

-15 

-11 

3.8 

28 

2.8 

NA 

1303 

246032 

13.7 

3 

BANCO  BILBAO  VIZCAYA 

142 

30138 

15 

-13 

-9 

4.7 

28 

1.6 

NA 

1026 

139580 

17.2 

4 

ENDESA 

230 

20432 

21 

-11 

-6 

2.4 

18 

2.6 

7129 

1144 

27389a 

13.8c  1 

5 

REPSOL 

305 

16256 

18 

-3 

3 

2.7 

18 

2.5 

19803 

912 

17919 

15.0 

6 

IBERDROLA 

349 

13257 

15 

-11 

-6 

1.7 

19 

3.3 

4326 

694 

17508a 

9.0c  1 

7 

GAS  NATURAL  SDG 

394 

•  11705 

78 

15 

21 

4.6 

30 

0.7 

2798 

366 

6916 

15.1 

8 

ARGENTARIA,  CORP.  BANCARIA  DE  ESPANA 

414 

11225 

23 

7 

13 

3.2 

23 

2.2 

NA 

459 

72849 

13.7 

9 

BANCO  POPULAR  ESPANOL 

585 

7988 

72 

-8 

-3 

6.2 

19 

2.8 

NA 

424 

25191 

33.4 

10 

UNION  ELECTRICA  FENOSA 

992 

4036 

13 

7 

12 

1.7 

22 

2.7 

2210a 

146a 

7223a 

7.5c  I 

SWEDEN 

COUNTRY  COMPOSITE 

174314 

20 

-5 

4 

4.7 

-12 

2.3 

117777 

8694 

528846 

17.1 

1 

L.M.  ERICSSON 

77 

52568 

27 

-6 

4 

7.7 

37 

0.9 

21416 

1514 

19445 

20.5   1 

2 

HENNES  &  MAURITZ 

260 

18738 

23 

61 

77 

21.3 

71 

0.5 

2617 

266 

1330 

30.2 

3 

ABB  AB  (5) 

NR 

12688 

14 

-16 

-8 

4.9 

20 

1.9 

30872 

1305 

32383 

24.1 

4 

VOLVO 

422 

11091 

25 

-21 

-13 

1.5 

11 

2.8 

24726 

1003 

23737 

13.2 

5 

SKANDIA  FORSAKRING 

543 

8676 

17 

16 

28 

5.5 

-584 

0.6 

1690 

144 

33753a 

NEG 

6 

SVENSKA  HANOELSBANKEN 

549 

8525 

36 

-14 

-6 

2.3 

13 

2.6 

NA 

700 

107577 

17.9 

7 

INVESTOR 

566 

8156 

11 

-22 

-15 

1.9 

16 

3.0 

NA 

402 

6661 

12.1 

8 

NORDBANKEN  HOLDING  (8) 

NR 

7774 

6 

-14 

-5 

2.7 

19 

3.1 

NA 

720 

106130 

14.2 
19.5 

9 

FOERENINGSSPARBANKEN 

619 

7436 

21 

-30 

-23 

2.4 

12 

3.9 

NA 

540 

83598 

10 

SKANDINAVISKA  ENSKILDA  BANKEN 

642 

7104 

12 

-28 

-20 

2.2 

16 

3.4 

NA 

502 

80081 

13.5 

11 

ELECTROLUX 

650 

6994 

19 

-4 

5 

2.6 

17 

1.8 

13647 

376 

9671 

14.9 

12 

SANDVIK 

777 

5550 

21 

-29 

-22 

2.8 

25 

3.8 

4923 

243 

4831 

11.3 

13 

SCANIA 

834 

5115 

26 

4 

14 

4.9 

17 

2.9 

5262 

261 

4439a 

28.8c 

14 

SECURITAS 

880 

4719 

15 

52 

67 

8.0 

78 

0.7 

1592 

61 

1794 

10.3 

15 

SVENSKA  CELLULOSA  AKTIEBOLAGET 

887 

4676 

24 

-14 

-6 

1.5 

13 

3.2 

7115 

392 

9100 

11.2 

16 

ATLAS  COPCO 

919 

4503 

25 

-15 

-6 

2.7 

19 

2.1 

3918 

265 

4316 

14.4 

SWITZERLAND 

COUNTRY  COMPOSITE 

557262 

1739 

-11 

-8 

4.3 

28 

1.3 

218310 

21991 

1553250 

17.5 

1 

ROCHE  HOLDING 

28 

103719  17481 

6 

9 

11.0 

52 

0.3 

16164 

2879 

36625 

21.0 

2 

NOVARTIS 

29 

101626 

1484 

-13 

-10 

6.2 

27 

1.1 

20437a 

3415a 

33970a 

22.5 

3 

NESTLE 

51 

71577 

1824 

-15 

-12 

5.1 

25 

1.4 

47026 

2812 

36994 

19.9 

4 

UBS 

64 

63407 

295 

-12 

-10 

3.0 

29 

2.2 

NA 

1986 

618808 

10.2 

5 

CREDIT  SUISSE  GROUP 

88 

48112 

181 

-18 

-15 

3.3 

24 

1.8 

NA 

2011 

427631 

13.7 

6 

ZURICH  ALLIED  (3) 

NR 

28988 

597 

-4 

-1 

2.5 

63 

1.5 

25398 

802 

214651 

3.9 

7 

SWISS  RE 

165 

27571 

1927 

-17 

-14 

3.7 

17 

1.6 

10709 

1639 

57876 

21.7 

8 

SWISSCOM 

170 

26659 

362 

NA 

NA 

7.6 

18 

2.0 

6857 

1359 

11106 

42.0 

9 

ABB  AG  (5) 

NR 

13097 

1416 

-17 

-14 

5.0 

20 

1.9 

30872 

1305 

32383 

24.3 

10 

COMPAGNIE  FINANCIER!  RICHEMONT 

509 

9260 

1619 

13 

17 

2.5 

15 

1.1 

7475 

619 

11706 

16.2 

11 

HOLDERBANK  FINANCIERE  GLARUS 

512 

9225 

1203 

-6 

-3 

2.0 

19 

1.1 

7385 

447 

12044 

10.1 

12 

ADECCO 

528 

8986 

530 

29 

33 

6.9 

31 

0.9 

10028 

266 

3756a 

22.1c 

13 

ALUSUISSE-LONZA  GROUP 

621 

7387 

1175 

-12 

-9 

3.6 

21 

1.4 

6296 

347 

5586 

17.1 

14 

RENTENANSTALT 

623 

7353 

626 

-23 

-20 

NA 

41 

0.9 

10984 

179 

NA 

NA   ( 

15 

CLARIANT 

675 

6654 

457 

-30 

-28 

4.0 

20 

1.3 

6250 

340 

6318 

20.2   : 

16 

ARES-SERONO 

789 

5498 

1468 

-10 

-7 

7.4 

57 

0.4 

918 

76 

1546 

13.1 

17 

CIBA  SPEZIALITAETENCHEMIE  HOLDING 

850 

4944 

74 

-48 

-46 

2.3 

18 

1.8 

5521 

267 

8091 

12.4  ; 

18 

SWATCH  GROUP 

889 

4669 

680 

-21 

-19 

2.7 

15 

1.0 

1947a 

218a 

2381a 

17.8   ' 

19 

BALOISE  HOLDING 

951 

4296 

733 

-8 

-5 

1.3 

18 

1.7 

4043 

240 

28613 

7.0   i 

20 

PHARMA  VISION  2000 

960 

4236 

655 

2 

5 

1.9 

NA 

0.0 

NA 

784* 

3166* 

NA   tl 

UNITED  STATES 

COUNTRY  COMPOSITE 

11273083 

203 

39 

39 

7.3 

36 

1.3 

4222612 

346149  13765011 

21.8 

1  MICROSOFT 

1 

407223 

81 

90 

90 

25.5 

58 

0.0 

14484 

4490 

22357 

43.9   9 

2  GENERAL  ELECTRIC 

2 

333050 

102 

22 

22 

8.6 

35 

1.4 

100469 

9296 

355935 

24.6  i 

3  INTERNATIONAL  BUSINESS  MACHINES 

3 

214810 

116 

97 

97 

11.2 

32 

0.4 

81667 

6328 

86100 

35.1   3 

4  EXXON 

4 

193919 

80 

13 

13 

4.4 

35 

2.1 
0.5 

115417 

6370 

92630 

12.6   J 

5  WAL-MART  STORES 

6 

189549 

43 

55 

55 

9.0 

40 

137634b 

4430b 

49996b 

22.3   a 

6  AT&T 

7 

186144 

56 

37 

37 

5.7 

30 

1.6 

53223 

5109 

59550 

18.8   3 

7  INTEL 

8 

180244 

54 

51 

51 

7.7 

27 

0.2 

26273 

6068 

31471 

28.8   3 

8  CISCO  SYSTEMS 

9 

1 74094 

109 

116 

116 

24.0 

74 

0.0 

8459 

1879 

8917 

32.5   3 

9  COCA-COLA 

11 

168990 

69 

-13 

-13 

20.1 

50 

0.9 

18813 

3533 

19145 

40.6   4 

10  MERCK 

12 

159797 

68 

16 

16 

12.5 

30 

1.6 

26898 

5248 

31853 

41.9  4 

11  MCI  WORLDCOM 

14 

152242 

86 

90 

90 

3.4 

79 

0.0 

16496 

1101 

86401 

4.3   9 

12  CITIGROUP 

15 

150936 

66 

8 

8 

3.7 

27 

1.1 

NA 

5807 

668641 

13.9   a 

We  have  our  ways.  Fly  Like  an  Eagle7. 


Men  are 
from  Mars. 
Women  are 
from  Venus. 

Even  in 
I  Argentina. 


Some  things  just  transcend 
cultures.  Like  Global  Delivery 
Services™  from  the  United  States 
Postal  Service.  Whether  you're 
generating  orders  and 
subscriptions  or  fulfilling 
them,  we  have  the  ways 
to  help  you  do  business 
internationally.  And  keep  all 
kinds  of  relationships  going. 
For  more  information,  call 

1-800-THE-USPS,  ext.GD2108 

UNITED  STATES 


POSTAL  SERVICE 


www.uspsglobal.com 
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U.S.  $  {U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 

RATIO 

YIELD 
% 

SALES 
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% 

13 

LUCENT  TECHNOLOGIES 

16 

150338 

57 

60 

60 

27.1 

100 

0.1 

30147 

970 

26720 

27.1  1 

14 

AMERICAN  INTERNATIONAL  GROUP  (10) 

17  ' 

141616 

114 

38 

38 

4.6 

31 

0.2 

33239 

3766 

194393 

14.9 

15 

PFIZER 

18 

138370 

107 

2 

2 

15.3 

48 

0.8 

13544 

2627 

18302 

31.6 

16 

BRISTOL-MYERS  SQUIBB 

19 

136526 

69 

28 

28 

18.1 

36 

1.3 

18284 

3636 

16272 

49.9 

17 

AMERICA  ONLINE 

20 

129071 

119 

473 

473 

66.8 

186 

0.0 

3052 

-66 

3813 

35.9 

18 

JOHNSON  &  JOHNSON 

21 

124635 

93 

34 

34 

9.2 

40 

1.2 

23657 

3059 

26211 

22.9 

19 

PROCTER  &  GAMBLE 

22 

124049 

93 

11 

11 

12.0 

32 

1.2 

37154 

3780 

30966 

38.0 

20 

BANK  OF  AMERICA 

24 

112872 

65 

-14 

-14 

2.4 

18 

2.8 

NA 

5606 

617679 

13.3 

21 

BERKSHIRE  HATHAWAY  (10) 

25 

109368  72000 

2 

2 

1.9 

35 

0.0 

13832 

2830 

122237 

5.4  ■ 

22 

SBC  COMMUNICATIONS 
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Introducing  Sky  Tel  5: 
Qet  a  message  and  respond,  all  for  just  54. 

"5  5^  a  Message  ^Quaranteed  Message  Delivery 

Sf  Reply  to  Messages  from  Pager  [^f  E-mail  on  Pager 

*g  Nationwide  Coverage  [^[Customized  News  Updates 

^Personal  800#  [n^No  "Roaming"  Charges 


/ou  want  a  convenient,  inexpensive  way  to  communicate,  SkyTel  5  is  the  new  flat  rate  plan  that  includes  everything  you 
■  above.  And  while  cellular  companies  are  bragging  about  rate  plans  for  $89  a  month,  SkyTel  gives  you  500  text  or  numeric 
:ssages  for  just  $24.95*  a  month.  That  works  out  to  just  5^  a  message!  So  get  SkyTel.  And  get  the  message,  guaranteed. 


N 


ow  available  at  most  zmrot  locations. 


SkyTel  features  the  Motorola  PF1500  pager,  providing  confidence  with  Guaranteed  Message  Delivery. 

Call  1-800-395-5779  or  visit  www.skytel.com 

95  includes  500  messoges  up  lolOO  choracleis.  Over  500  messages:  5<  pel  message  Some  leslnclions  may  apply  <S>  1 999  SkyTel  SkyTel  Communications  Iik  is  a  NASDAQ  Company,  SKYI  ®  and  Motorota  oie  registered  nodemotks  ol  Mororolo,  Inc.  All  rights  teserwd. 
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18647 

1.9 

205 

22149 

28 

31 

31 

8.6 

26 

1.0 

NA 

776 

25806 

32.6 

15.0 

3.6 

66.0 

33.9 

13.7 

24.1 

0.9 

3.4 

12.9 

17.6 

18.9 

1.3 

3.7 

3.1 

16.3 

20.8 

18.8 

9.1 

24.5 

NEG 

18.4 
95.8 
NEG 
20.6 

12.9 
12.7 
NEG 
26.3 

23.1 
20.3 
15.4 
15.4 

21.2 
15.1 
12.3 
16.9 

16.7 
33.8 
19.2 
32.8 


5 


61 
44 
61 
33 


288 

17144 

26 

NA 

NA 

3.2 

128 

NA 

7023 

154 

12630 

2.5 

51 

289 

17138 

61 

32 

32 

5.4 

47 

0.8 

9553 

479 

5397 

11.5 

46 

300 

16425 

60 

1 

1 

6.1 

17 

0.2 

12927 

283 

4030 

35.6 

45 

301 

16424 

27 

NA 

NA 

3.8 

30 

2.8 

23168 

721 

16075 

12.7 

11 
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Mi 


HERE'S  SOMEONE  YOO 
REALLY  SHOULD  MEET. 


Direct  Solutions 
Provider 


3 


win 


6 


That  someone  is  your  CDW  account  manager,  a  Direct  Solutions  Provider  assigned  to  you  personally.  He'll  use 
his  expertise  to  help  you  select  the  right  top-name  brands  in  PCs,  peripherals  and  software  -  brands  like  Compaq, 
IBM,  Toshiba,  Hewlett-Packard,  Cisco  and  Microsoft  -  and  build  a  custom-configured  solution  that's  right  for  your 
business.  Finally,  a  one-stop  resource  for  everything  you  need,  including  great  savings  in  time  and  money.  It's 
exactly  what  you  should  expect  from  a  billion-dollar,  FORTUNE®  1000  company.  So  call  888-239-7278 
or  visit  www.cdw.com  to  meet  your  personal  account  manager.  And  begin  a  rewarding  new  relationship. 


CDW) 


Computing  Solutions 
Built  for  Business™ 

888-239-7278   www.cdw.com 


msn 
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RANK 


MARKET  PRICE/ 

GLOBAL  VALUE         PRICE         %  CHANGE  BOOK 

1000  U.S.  PER  SHARE     FROM  1998  VALUE       P/E 

RANK  $  MIL.         U.S.  $      (U.S.  $)  (LOCAL)  RATIO      RATIO 


YIELD 
% 


SALES 
U.S. 
$  MIL 


PROFITS 

US 
SMIL 


RETURN 
ASSETS  ON 

U.S.  EQUITY 

SMIL.  % 


157  FDX 

158  PRICELINE.COM  (10) 

159  COSTCO 

160  LOCKHEED  MARTIN 

161  EQUITABLE 

162  AT  HOME  (10) 

163  KEYCORP 

164  TRAVELERS  PROPERTY  CASUALTY  (10) 

165  COCA-COLA  ENTERPRISES 

166  KROGER 

167  GUIDANT 

168  BOSTON  SCIENTIFIC 

169  QUALCOMM 

170  BURLINGTON  NORTHERN  SANTA  FE 

171  MAY  DEPARTMENT  STORES 

172  HARTFORD  FINANCIAL  SERVICES  GROUP 

173  CENDANT 

174  UNION  PACIFIC 

175  BANKBOSTON 

176  KELLOGG 

177  BESTFOODS 

178  SOLECTRON  (10) 

179  AFLAC 

180  PROVIDIAN  FINANCIAL  (10) 

181  TEXTRON 

182  COLUMBIA/HCA  HEALTHCARE 

183  STAPLES 

184  PHILLIPS  PETROLEUM 

185  ALBERTSON'S 

186  J.C.  PENNEY 

187  AVON  PRODUCTS 

188  PG&E 

189  AETNA 

190  INTIMATE  BRANDS  (10) 

191  CONAGRA 

192  TEXAS  UTILITIES 

193  CORNING 

194  OMNICOM  GROUP  (10) 

195  NORFOLK  SOUTHERN 

196  WEYERHAEUSER 

197  GENERAL  MILLS 

198  STATE  STREET 

199  HONEYWELL 

200  CABLEVISION  SYSTEMS  (10) 

201  CLOROX 

202  BMC  SOFTWARE 

203  COMPUWARE(IO) 

204  NEWELL  RUBBERMAID 

205  FEDERATED  DEPARTMENT  STORES 

206  CHUBB 

207  BB&TOO) 

208  GENENTECH 

209  CONSOLIDATED  EDISON 

210  LIMITED 

21 1  DELPHI  AUTOMOTIVE  SYSTEMS 

212  NABISCO  HOLDINGS  (10) 

213  AON 

214  FRANKLIN  RESOURCES  (10) 

215  NEXTEL  COMMUNICATIONS 

216  UNITED  HEALTHCARE 

217  ESTEE  LAUDER  (10) 

218  KOHL'S  (10) 

219  SOUTHWEST  AIRLINES 

220  INTERPUBLIC  GROUP 

221  IMMUNEX(IO) 

222  PPG  INDUSTRIES 

223  ROCKWELL  INTERNATIONAL 

224  INGERSOLL-RAND 

225  FPL  GROUP 

226  E*TRADE  GROUP  (10) 

227  LINCOLN  NATIONAL 

228  COMPUTER  SCIENCES 


304 
306- 
308 
309 

311 
312 
313 
314 

316 
318 
319 
320 

323 
325 
327 
329 

331 
335 
336 
337 

338 

340 
343 
344 

345 
347 
348 
350 

351 
354 
356 
357 

360 
362 
363 

365 

366 
371 
375 
377 

378 

379 
384 
385 

391 
396 
404 
409 

411 
412 
415 
416 

418 
419 
423 
424 

427 
429 
430 
431 

434 
435 
437 
440 

441 
442 
445 
446 

448 
452 

453 
454 


16304 
16087 
15925 
15909 

15708 
15625 
15571 
15479 

15348 
15101 
15093 
15035 

14650 
14566 
14503 
14347 

14340 
14127 
14060 
14052 

13972 

13814 
13627 
13606 

13502 
13385 
13337 
13195 

13139 
13068 
12948 
12925 

12803 
12740 
12724 
12700 

12650 
12522 
12491 
12450 

12284 
12267 
11952 
11949 

11824 
11658 
11493 
11412 

11367 
11305 
11216 
11205 

11178 
11152 
11088 
11068 

11016 
10968 
10913 
10860 

10816 
10801 
10722 
10604 


55 

112 
73 
40 

70 

127 

35 

40 

36 
59 
50 
38 

97 
31 
43 
63 

18 
57 
47 
35 

50 
55 
51 
96 

89 
24 
29 
52 

54 
52 
49 
34 

91 
52 
26 

45 

55 
70 
33 
62 

80 
76 
95 
79 

101 
49 
31 
41 

55 
70 
37 
88 

49 
49 
20 
42 

43 
44 
37 
58 

46 
68 
32 
76 


71 

NA 

25 

-28 

2 
265 

-8 

-5 

-3 
36 
55 
19 

289 
-7 

1 
15 

-15 

18 

-10 

-16 

-11 

165 

60 

126 

20 

-24 

72 

5 

16 

-28 

21 

7 

16 

81 

-11 

15 

39 

50 

5 

22 

18 

11 

13 

185 

21 

7 

35 

-16 

5 

-12 

10 

27 

13 

50 

NA 

-10 

1 

-11 

57 

-9 

43 
43 
80 
28 


71  4.1  28 

NA  NA  NA 

25  5.3  32 

-28  3.0  15 

2  3.1  20 

265  31.6  -112 

-8  2.6  15 

-5  1.7  12 

-3  6.1  134 

36  -36.8  29 

55  27.2  46 

19  18.2  49 


289  14.3 

-7  1.9 

1  3.9 

15  2.5 


21 

7 

35 

-16 

5 

-12 

10 

27 


87 

13 
19 
15 


-15  3.2  22 

18  1.9  -116 

-10  2.9  18 

-16  15.8  32 

-11  17.1  22 

165  10.7  55 

60  3.6  30 

126  14.7  39 


20  4.6 
-24  2.0 

72  8.0 

5  3.1 

16  4.7 

-28  1.9 

21  45.5 
7  1.6 

16  1.2 

81  19.8 

-11  4.3 

15  1.6 


29 

24 

67 

194 

23 

24 
31 
18 

16 
32 

18 
16 


39  8.4  33 

50  12.4  40 

5  2.1  20 

22  2.7  35 


18  65.4 

11  5.3 

13  4.3 

185  -4.6 


9.6 

8.1 

10.6 

3.5 

2.0 
2.0 
3.8 
4.8 


24 

27 

20 

-18 

31 
31 
33 
25 

16 
16 
20 
71 


13  1.9   16 

50  6.5   37 

NA  3.5   12 

-10  2.8  -123 


1   3.6 

-11   4.5 

57  -174.8 

-9   2.8 


20 
27 
-6 
21 


43  12.2  45 

43  7.4  53 

80  4.4  23 

28  8.4  32 


10599 

130 

321 

321 

39.8 

1041 

10542 

61 

-17 

-17 

3.7 

■  15 

10508 

55 

23 

23 

3.2 

23 

10501 

64 

41 

41 

4.0 

20 

0.0 
0.0 
0.0 
2.0 

0.3 
0.0 
3.0 
1.3 

0.4 
0.0 
0.1 
0.0 

0.0 
1.6 
2.1 

1.4 

0.0 
1.4 
2.7 
2.7 

2.0 
0.0 
0.6 
0.2 

1.5 
0.3 
0.0 
2.6 

1.3 
4.2 
1.5 
3.6 


10483 
10320 
10302 
10273 


58 

45 

102 

65 


-5 

723 

13 

25 


-5  2.1  13 

723  10.6  -593 

13  1.9  19 

25  5.1  30 


1.3 
0.9 
2.4 
2.6 

2.7 
0.7 

1.2 
0.0 

1.4 
0.0 
0.0 
2.0 

0.0 
1.8 
1.9 
0.0 

4.4 
1.2 
NA 
1.8 

1.7 

0.5 
0.0 
0.1 

0.4 
0.0 
0.1 
0.8 

0.0 
2.5 
1.9 
0.9 

3.6 
0.0 
2.2 
0.0 


15873 

35 

24270 

26266 

588 
48 
NA 

10451 

13414 

28203 

1897 

2234 

3348 

8941 

13413b 

10323a 

5284 

10553 

NA 

6762 

8374 
5288 
5943 
2105 

9316 
18681 

7123b 
11545 

16005b 

30678b 

5213 

19942 


503 

-112 

460 

1001 

833 

-144 

996 

1343 

113 
538 
359 
263 

109 
1123 
849b 
964a 


9686 

67 

6260 

28744 

159501 

781 

80020 

51274 

21132 
6700 
1570 
3893 


14.7 
NA 
16.5 
19.8c 

15.6 
NEG 
17.4 
14.6 

4.5 

NA 

58.7 

36.8 


2567  16.5 

22690  14.4 

10533b  21.0c 

131743a  16.6c 


705 

20217 

14.1 

-43 

29374 

NEG1 

792 

73513 

16.0 

503 

5052 

50.1 

640 
199 
431 
296 


6435 

77.0 

2411 

19.6 

31183 

12.2 

7231 

38.2 

443 

13721 

16.0 

590 

19429 

8.2 

184b 

3179b 

12.0 

237 

14216 

1.6 

567b 
594b 
393 
719 


6234b  20.2 

23698b  8.0c 

2434  145.5 

33234  8.9 


3484 

4092 

4221 

10766 


354 
285 
630 
339 


4982 

6910 

18180, 

12834 


25.2 

31.2 

10.3 

7.9 


2741 
1304b 
1139 
3720 

15833b 
5304 
2942 
1151 

6956 
9347b 

28 
8400 

5903 

2642 

1847 

17355 

3618 
3682 
4164 
3844 

243 
7510 
6752 
8292 

6661 

284 

1621 

7660b 


298 
389b 
194 
396 

685b 
707 
502 
182 

730 

2054b 

889 

-71 

538 

500 

-1519 

509 

237 
192 
433 

310 

1 
801 
462 
509 

664 

-1 

510 

341b 


3030  31.0 

2283b  25.7 

1073  32.6 

4328  13.5 

13464b  12.6 

20746  12.3 

34427  18.7 

2855  6.7 


14381 
4550b 
19 

11117 

19688 
3480 

11573 
9701 

2513 
1936 
4716 
6943 

325 
7387 
7170 
8310 

12029 
1969 

93836 
4047 


11.7 
17.7 
29.0 
NEG 

18.1 

16.9 

NA 

13.0 

27.3 
14.0 
19.1 
25.8 

3.8 
25.4 
14.3 
20.3 

15.7 

NEG 

9.9 

16.9c 


0.9 

14839 

848 

105148 

7.5 

1.1 

3886 

400 

1448 

62.2 

2.7 

23841 

628 

11703 

23.8 

5.1 

14736 

740 

39514 

9.9 

6033 

522 

3861 

270.0 

NA 

436 

47082 

19.5 

8427 

572 

7170 

21.0 

3265 

-449 

7061 

NM 

6 


3 
4 

6 
6 

5 

5 

4! 
5' 
5( 

5: 
4\ 
25 

3E 
38 

U 
62 

63 

52 
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Can  a 
wireless 

phone  increase 
pr 


activity? 


Do  you  really 
want  to  be  the 

last  to  know? 


Introducing  the  Sprint  PCS  Clear  Wireless  Workplace": 


You'll  find  everyone  in  the  office  works  better 
with  Sprint  PCS.  That's  because  it's  more  than 
just  a  phone,  it's  what's  behind  it.  We  built 
the  only  all-digital,  all-PCS  nationwide 
network  from  the  ground  up,  so  you  can 
communicate  more  clearly  when  you  use  it. 
Clear  calls.  Unsurpassed  clarity  means  you 
can  hear  and  be  heard  better.  Clear  features 


And  features  like  Voicemail  and  Caller  ID  work  the 
same  wherever  you  go.  Clear  pricing.  Pre- 
dictable nationwide  pricing  makes  it  easy  to 
control  costs.  Clear  vision.  Since  productivity 
and  growth  go  hand  in  hand,  it's  nice  to  know 
our  technology  is  expandable.  Which  means 
your  wireless  workplace  will  keep  working 
as  efficiently  in  the  future  as  it  does  today. 


Sprint 


1-888-214-1559  or  www.sprintpcs.com/clear 


The  clear  alternative  to  cellular. 


Sprint  PCS 


Sprint  Spectrum  I  r  All  rights  reserved  Sprint,  Sprinc  l'<  Sand  the  diamond  logo  an  registered  trademarks  of  Sprint  <  ommunicacions  <  ompanj  I  P., 

usul  under  license  Sprini  l'(  S  Phone  is  ■>  trademark  ol  Sprini  <  ommunications <  ompany  L.P. 
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ASSETS 
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RETURN 
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% 

229  McGRAW-HILL 

455 

10250 

52 

33 

33 

ijs 

29 

1.7 

3729 

342 

3788 

22.4 

230  PROGRESSIVE  (10) 

457  • 

10219 

140 

2 

33 

l»3.8 

23 

0.2 

5292 

457 

8463 

16.5 

231  BAKER  HUGHES 

458 

10211 

31 

-13 

-13 

3.2 

-27 

1.5 

6312 

-297 

7811 

NEG 

232  CSX 

460 

10187 

47 

-2 

-2 

1.7 

15 

2.6 

9898 

590 

20427 

11.7 

233  PECO  ENERGY 

461 

10149 

49 

73 

73 

3.6 

20 

2.0 

5210 

532 

12048 

18.3 

234  WM.  WRIGLEYJR.  (10) 

464 

10107 

87 

-10 

-10 

8.6 

34 

1.0 

2005 

305 

1521 

25.5 

235  NORTHERN  TRUST  (10) 

465 

10090 

90 

28 

28 

5.3 

28 

1.1 

2319 

354 

27870 

19.0 

236  RJR  NABISCO  HOLDINGS 

466 

10086 

31 

10 

10 

1.3 

19 

6.6 

17037 

724 

28892 

6.9 

237  MATTEL 

470 

10020 

26 

-30 

-30 

4.4 

26 

1.2 

4782 

332 

4262 

16.5 

238  AMR 

471 

9994 

65 

-15 

-15 

k6 

10 

0.0 

19205 

1306 

22303 

16.1 

239  AES(IO) 

474 

9938 

50 

4 

4 

9.5 

39 

0.0 

2398 

307 

10781 

24.7 

240  SYSCO 

476 

9914 

30 

27 

27 

7.3 

29 

1.4 

15328 

325 

3780 

25.2 

241  CAPITAL  ONE  FINANCIAL  (10) 

477 

9909 

50 

51 

51 

7.5 

34 

0.2 

2600 

275 

9419 

22.2 

242  UNISYS 

480 

9888 

38 

54 

54 

99.8 

29 

0.0 

7208 

387 

5578 

344.7 

243  CONSECO  (10) 

481 

9886 

31 

-34 

-34 

1.9 

17 

1.8 

7716 

510 

43600 

10.8 

244  MARRIOTT  INTERNATIONAL 

482 

9811 

38 

10 

10 

3.7 

24 

0.6 

7968 

390 

6233 

15.8c 

245  3COM 

483 

9799 

27 

8 

8 

3.5 

26 

0.0 

5420 

246 

4081 

13.3 

246  BECTON,  DICKINSON 

484 

9692 

39 

10 

10 

6.2 

25 

0.9 

3117 

360 

3846 

24.4  i  1 

247  MASCO 

485 

9689 

29 

2 

2 

3.6 

20 

1.5 

4345 

476 

5167 

17.8 

248  CMGK10) 

487 

9671 

104 

834 

834 

14.3 

133 

0.0 

91 

17 

237 

10.7 

249  TJX 

489 

9651 

30 

28 

28 

7.9 

20 

0.5 

7949b 

433b 

2748b 

39.1 

250  UNOCAL 

492 

9600 

40 

12 

12 

4.2 

86 

2.0 

5479 

166 

7952 

4.8 

251  EDISON  INTERNATIONAL 

493 

9548 

28 

-6 

-6 

1.9 

15 

3.9 

10208 

668 

24698 

13.0 

252  GATEWAY  2000 

494 

9515 

61 

35 

35 

7.1 

26 

0.0 

7468 

346 

2890 

27.7 

253  MICRON  TECHNOLOGY 

495 

9484 

38 

61 

61 

2.8 

-39 

0.0 

3012 

-234 

4688 

NEG 

254  COMERICA 

498 

9443 

60 

-8 

-8 

3.4 

16 

2.4 

NA 

607 

36601 

21.7 

255  TRIBUNE 

500 

9394 

79 

18 

18 

4.6 

26 

0.9 

2981 

351 

5936 

17.4 

256  GOODYEAR  TIRE  &  RUBBER 

506 

9310 

60 

-17 

-17 

2.5 

13 

2.0 

12600 

717 

10589 

19.1 
21.6   1 

257  BEST  BUY  (10) 

508 

9265 

46 

180 

180 

8.7 

40 

0.0 

10078 

224 

2512 

258  McKESSONHBOC 

510 

9244 

34 

-56 

-56 

3.2 

40 

0.7 

NA 

NA 

NA 

8.0   ! 

259  USX-MARATHON  GROUP 

511 

9240 

30 

-14 

-14 

2.1 

39 

2.8 

21726 

310 

14544 

5.4 

260  AMERICAN  STORES 

513 

9221 

33 

34 

34 

3.4 

39 

1.1 

19867b 

234b 

8885b 

8.7   ! 

261  MERCANTILE  BANCORPORATION 

514 

9211 

58 

14 

14 

3.0 

24 

2.3 

NA 

375 

35800 

12.5   f 

262  PUBLIC  SERVICE  ENTERPRISE  GROUP 

515 

9208 

42 

27 

27 

1.9 

15 

5.2 

5931 

644 

17997 

12.5 

263  UNICOM 

517 

9189 

42 

23 

23 

1.8 

17 

3.8 

7151 

510 

25707 

10.9 

264  TRANSAMERICA 

519 

9144 

73 

28 

28 

1.6 

13 

1.4 
0.4 

NA 
2594 

707 

58503 

12.6   ( 

265  FRONTIER  (10) 

521 

9081 

53 

73 

73 

8.6 

49 

178 

3059 

17.5   • 

266  BANKERS  TRUST  t 

524 

9042 

93 

-25 

-25 

2.1 

-82 

4.3 

NA 

-73 

133115 

NEG   i 

267  RELIANT  ENERGY 

525 

9038 

31 

7 

7 

2.1 

14 

4.9 

4350 

622 

19139  , 

15.1    1 

268  PIONEER  HI-BRED  INTERNATIONAL 

529 

8980 

38 

-1 

-1 

7.2 

35 

1.1 

1835 

270 

1717 

20.8   2 

269  QUAKER  OATS 

530 

8947 

66 

15 

15 

74.2 

28 

1.7 

4843 

285 

2510 

262.9   A 

270  TRICON  GLOBAL  RESTAURANTS  (10) 

531 

8912 

58 

88 

88 

-8.9 

18 

0.0 

8468 

445 

4531 

NM  I 

271  LOEWS 

532 

8883 

81 

-10 

-10 

0.9 

11 

1.2 

20713 

811 

70906 

7.8   7 

272  DEERE 

534 

8849 

38 

-26 

-26 

2.2 

9 

2.3 

11926 

1021 

18002 

24.2   3 

273  ARCHER  DANIELS  MIDLAND 

535 

8822 

15 

-17 

-17 

1.4 

29 

1.3 

16109 

404 

13834 

4.7   4 

274  LEXMARK  INTERNATIONAL  GROUP  (10) 

539 

8745 

136 

145 

145 

17.6 

34 

0.0 

3021 

243 

1483 

51.2   3 

275  AIR  PRODUCTS  &  CHEMICALS 

544 

8645 

41 

-6 

-6 

3.3 

20 

1.7 

4919 

489 

7490 

16.6   2 

276  BROADCOM  (10) 

547 

8624 

96 

275 

275 

41.0 

169 

0.0 

203 

36 

237 

24.2   3 

277  DANA 

548 

8569 

52 

-1 

-1 

2.9 

14 

2.4 

12464 

591 

10138 

21.0   3 

278  RALSTON  PURINA  GROUP 

550 

8523 

27 

-27 

-27 

7.2 

21 

1.5 

4653 

391 

5552 

33.7   4 

279  REGIONS  FINANCIAL  (10) 

552 

8481 

38 

-8 

-8 

2.7 

19 

2.6 

2998 

422 

36832 

14.3   6 

280  GENERAL  DYNAMICS 

554 

8377 

66 

48 

48 

3.8 

23 

1.5 

4970 

364 

4572 

16.4   3 

281  AMERICAN  ELECTRIC  POWER 

556 

8321 

43 

-4 

-4 

1.7 

15 

5.5 

6346 

536 

19483 

11.1   1 

282  DOMINION  RESOURCES 

558 

8290 

43 

9 

9 

1.6 

16 

6.0 

6086 

536 

17517 

10.1   1. 

283  COASTAL 

559 

8260 

39 

10 

10 

2.4 

17 

0.6 

7368 

444 

12304 

14.1    1 

284  IMS  HEALTH 

560 

8237 

25 

0 

0 

9.2 

43 

0.3 

1187 

179 

1556 

21.3c  5 

285  DONALDSON,  LUFKIN  &  JENRETTE  (10) 

561 

8221 

67 

52 

52 

3.2 

24 

0.4 

8452 

371 

72282 

13.5   6; 

286  DANAHER(IO) 

563 

8184 

60 

67 

67 

5.9 

42 

0.1 

2910 

183 

2739 

14.0   31 

287  BIOGEN 

564 

8179 

109 

148 

148 

11.2 

52 

0.0 

558 

139 

925 

21.6   4! 

288  ST.  PAUL 

289  LINEAR  TECHNOLOGY  (10) 

567 

8155 

36 

-20 

-20 

1.3 

22 

2.9 

6693 

397 

38323 

5.8   6: 

570 

8111 

53 

52 

52 

9.7 

43 

0.3 

485 

181 

893 

22.7   35 

290  GEORGIA-PACIFIC  GROUP 

572 

8093 

86 

35 

35 

2.5 

39 

1.2 

13223 

111 

11538 

6.4  2: 

291  FORT  JAMES 

573 

8085 

37 

-24 

-24 

7.7 

16 

1.6 

7301 

500 

7792 

48.5   4< 

292  DELTA  AIR  LINES 

576 

8052 

57 

0 

0 

2.2 

8 

0.2 

14138 

1001 

14603 

27.9   5( 

293  DOVER 

577 

8042 

38 

1 

1 

4.4 

26 

1.1 

3978 

326 

3627 

16.8   71 

294  TANDY 

580 

7996 

83 

86 

86 

10.7 

.32 

0.5 

4788 

245 

1994 

33.7   5^ 

295  ENTERGY 

581 

7996 

32 

23 

23 

1.1 

11 

3.7 

11495 

739 

22848 

10.6   12 

296  SABRE  GROUP  HOLDINGS  (10) 

582 

7993 

62 

76 

76 

8.4 

31 

0.0 

2298 

232 

1927 

26.7   52 

297  CNA  FINANCIAL 

586 

7988 

43 

-14 

-14 

0.9 

34 

0.0 

13375 

282 

62359 

2.6   6." 

298  NOVELL 

590 

7933 

24 

124 

124 

5.3 

60 

0.0 

1084 

102 

1924 

8.8   521 

299  HhRLEYdAVIDSON 

593 

7822 

51 

43 

43 

7.6 

34 

0.4 

2064 

214 

1920 

22.3   46j 

300  OFFICE  DEPOT 

595 

7796 

21 

6 

6 

3.9 

31 

0.0 

8998 

233 

4113 

12.5   54J 
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Your  real 
satisfaction  comes 
from  building  the 
business.  Technology 
should  free  you  to  focus 
on  success,  not  limit 
your  possibilities. 


Infinium  can 


help  you  unleash  the 
potential  of  your  organization, 

so  every  team  has  the  edge 
to  turn  customers  into  advocates. 
Visit  www.infinium.com/bw  to 
learn  more  about  how  we  can  help 
your  company  do  great  work. 
Infinium:  enterprise  software 
solutions  to  optimize 
business  performance. 

iium  it  i  ffgiiteifd  tridtmjtk  of  Inlimum  Wtwarr 


TH 

E  BUSINESS  WEEK  GLOBAL  1 

MARKET 
GLOBAL           VALUE        PRICE 
RY                                                                                             1000              U.S.       PER  SHARE 

RANK             $  MIL         U.S.  $ 

.00 

01 

COUNT 

RANK 

%  CHANGE 

FROM  1998 

(U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 

% 

SALES 
U.S. 

SMIL. 

PROFITS 
U.S. 

S  Mil 

ASSETS 
U.S. 

$MIL 

RETURN 

ON 
EQUITY    1 

% 

301 

PRAXAIR 

597            7774 

49 

0 

0 

3.3 

18 

1.1 

4833 

425 

8096 

18.3 

302 

AUTONATION 

607  .         7652 

16 

-34 

-34 

1.4 

21 

0.0 

16118 

335 

13926 

6.5 

303 

METROMEDIA  FIBER  NETWORK  (10) 

608            7648 

40 

690 

690 

51.3 

NM 

0.0 

36 

1 

974 

0.0 

304 

BURLINGTON  RESOURCES 

609            7615 

43 

2 

2 

2.5 

268 

1.3 

1637 

86 

5917 

0.9 

305 

TENET  HEALTHCARE 

610           7608 

25 

-30 

-30 

2.1 

21 

0.0 

9895 

378 

12833 

10.1 

306 

KMART 

611            7585 

15 

-21 

-21 

1.3 

14 

0.0 

33674b 

531D 

14166b 

8.9 

307 

HERSHEY  FOODS 

612            7580 

54 

-22 

-22 

7.5 

16 

1.8 

4436 

341 

3404 

47.1 

308 

FIRSTENERGY 

617            7465 

32 

7 

7 

1.7 

17 

4.7 

5056 

411 

18064 

9.9 

309 

UNUM 

618            7447 

54 

-3 

-3 

2.7 

20 

1.1 

3959 

363 

15183 

13.7 

310 

OCCIDENTAL  PETROLEUM 

624            7347 

21 

-24 

-24 

2.4 

66 

4.7 

6596 

325 

15252 

3.6 

311 

MARSHALL  &ILSLEY  (10) 

625            7306 

70 

30 

30 

3.4 

24 

1.4 

1675 

301 

21566 

13.8 

312 

PAYCHEX(IO) 

626            7286 

30 

23 

23 

17.7 

56 

0.8 

993 

102 

1550 

31.5 

313 

EQUITY  OFFICE  PROPERTIES 

627            7285 

28 

3 

3 

1.1 

21 

5.2 

1680 

349 

14261 

5.3 

314 

HUNTINGTON  BANCSHARES  (10) 

628            7277 

35 

16 

16 

3.4 

24 

2.3 

2324 

302 

28296 

14.4 

315 

REPUBLIC  NEW  YORK 

630            7263 

68 

6 

6 

2.7 

33 

1.5 

NA 

248 

50424 

8.3 

316 

CHANCELLOR  MEDIA  (10) 

633            7258 

51 

22 

22 

3.7 

-66 

0.0 

1274 

-49 

7228 

NEG 

317  CIRCUIT  CITY  STORES 

318  JEFFERSON-PILOT 

319  MAXIM  INTEGRATED  PRODUCTS  (10) 

320  SUMMIT  BANCORPORATION  (10) 

321  ALTERA  (10) 

322  GENERAL  INSTRUMENT 

323  PAINEWEBBER  GROUP 

324  FORTUNE  BRANDS 


635 
638 
640 
645 

654 
656 
657 
658 


7214 
7173 
7161 
7070 

6902 
6854 
6852 
6829 


72 
68 

53 
41 


69 

18 

60 

-18 


35  107 

39  62 

47  9 

41  6 


69 

18 

60 

-18 

107 

62 

9 

6 


4.0 
2.4 
8.9 
2.6 

7.4 
4.0 
2.8 
1.7 


48 
17 
37 

15 

40 
27 
15 
27 


0.2 

2.0 
0.0 
2.9 

0.0 
0.0 
0.9 
2.2 


9338b 

1049 

560 

2401 

654 
1988 

NA 
5241 


148b 
444 
178 
466 

154 
135 
434 
263 


3135b 
24338 
769 
33101 

1093 

2188 

54176 

7360 


8.3 
14.2, 
24.4 
17.2 

18.4 

14.4 

18.7 

6.4 


325    UNION  CARBIDE 

659 

6824 

51 

3 

3 

2.8 

21 

1.8 

5659 

403 

7291 

13.4 

326    MBIA 

660 

6814 

68 

-8 

-8 

1.8 

17 

1.2 

425 

482 

11797 

10.3 

327    CINCINNATI  FINANCIAL  (10) 

661 

6801 

41 

-2 

-2 

1.3 

31 

1.7 

2054 

242 

11087 

4.0 

328    XL  CAPITAL 

662 

6783 

61 

-19 

-19 

1.4 

10 

2.9 

685 

588 

10109 

14.4 

329    SLM  HOLDING 

663 

6762 

42 

4 

4 

10.4 

14 

1.5 

NA 

501 

37210 

72.4 

330   STARBUCKS  (10) 

665 

6732 

37 

54 

54 

7.6 

84 

0.0 

1309 

68 

993 

9.0 

331    ROHM  &  HAAS 

666 

6727 

40 

10 

10 

4.5 

15 

1.8 

3720 

453 

3648 

29.4 

332    SEAGATE  TECHNOLOGY 

667 

6723 

30 

30 

30 

2.5 

-232 

0.0 

6819 

-530 

5645 

NEG 

333   CINTAS(IO) 

668 

6713 

64 

39 

39 

8.7 

46 

0.3 

1198 

123 

1018 

18.8 

334    HARTFORD  LIFE  (10) 

676 

6644 

48 

-8 

-8 

2.6 

16 

0.8 

4699 

306 

100980 

16.2 

335   CAROLINA  POWER  &  LIGHT 

679 

6621 

44 

7 

7 

2.2 

16 

4.6 

3130 

399 

8347 

14.3 

336    ADC  TELECOMMUNICATIONS  (10) 

680 

6615 

49 

74 

74 

6.7 

56 

0.0 

1380 

147 

1301 

12.0 

337    ROYAL  CARIBBEAN  CRUISES  (10) 

682 

6596 

39 

12 

12 

2.8 

20 

0.9 

2636 

331 

5686 

14.1 

338   SOUTHTRUST(IO) 

686 

6515 

39 

-4 

^l 

2.3 

17 

2.3 

2859 

369 

38134 

14.0 

339    BROWNING-FERRIS  INDUSTRIES 

688 

6510 

42 

17 

17 

4.8 

20 

1.8 

4746 

349 

4999 

23.3 

340    LEHMAN  BROTHERS  HOLDINGS 

689 

6489 

55 

-23 

-23 

1.6 

10 

0.7 

NA 

736 

153890' 

16.0c 

341    RITE  AID 

690 

6469 

25 

-30 

-30 

2.2 

20 

1.8 

12732b 

335b 

7655 

11.3c 

342    XI  LI  NX  (10) 

695 

6424 

44 

134 

134 

7.3 

50 

0.0 

614 

127 

941 

14.5 

343   USA  NETWORKS  (10) 

698 

6406 

40 

63 

63 

2.5 

121 

0.0 

2634 

77 

8327 

2.0 

344    DTE  ENERGY 

702 

6346 

44 

11 

11 

1.7 

15 

4.7 

4221 

443 

12088 

11.7 

345   MAYTAG 

704 

6286 

71 

40 

40 

12.4 

21 

1.0 

4069 

287 

2588 

58.5 

346   EATON 

707 

6254 

87 

-3 

-3 

3.0 

19 

2.0 

6625 

349 

5665 

16.1 

347    KANSAS  CITY  SOUTHERN  (10) 

708 

6206 

56 

33 

33 

6.3 

29 

0.3 

1284 

190 

2620 

21.8       i 

348    ALLERGAN(IO) 

710 

6191 

93 

121 

121 

8.9 

92 

0.6 

1296 

-90 

1334 

9.7       . 

349    ANALOG  DEVICES 

711 

6185 

38 

56 

56 

5.5 

57 

0.0 

1231 

119 

1862 

9.5       : 

350   GLOBAL  TELESYSTEMS  GROUP  (10) 

716 

6136 

76 

98 

98 

17.5 

-16 

0.0 

372 

-243 

2615 

NEG       ! 

351    TV  GUIDE  (10) 

720 

6101 

40 

106 

106 

14.4 

54 

0.0 

598 

65 

404 

26.7       ! 

352   UNIONBANCALdO) 

721 

6084 

37 

14 

14 

2.2 

13 

2.1 

2506 

466 

32276 

16.3       ( 

353    GENUINE  PARTS 

723 

6048 

34 

-1 

-1 

2.9 

17 

3.1 

6614 

356 

3600 

17.6       ! 

354   GEMSTAR  INTERNATIONAL  GROUP  (10) 

725 

6037 

62 

184 

184 

41.8 

81 

0.0 

127 

39 

186 

51.4       i 

355    NEW  YORK  TIMES 

728 

6023 

34 

-3 

-3 

4.1 

22 

1.2 

2937 

287 

3465 

18.0       i 

356    APPLE  COMPUTER 

729 

6021 

44 

65 

65 

4.0 

13 

0.0 

5941 

309 

4289 

30.4       c 

357    TRW 

730 

6011 

50 

-7 

-7 

3.2 

15 

2.6 

11887 

477 

7169 

21.5       : 

358   SAFECO 

733 

5990 

44 

-6 

-6 

1.1 

17 

3.2 

4562 

352 

30892 

6.2       i 

359   AVERY  DENNISON 

735 

5942 

60 

16 

16 

7.2 

27 

1.6 

3460 

223 

2143 

26.4       E 

360   KNIGHT/TRIMARK  GROUP  (10) 

737 

5937 

56 

NA 

NA 

29.7 

61 

0.0 

356 

67 

359 

48.5       e 

361    HERTZ  (10) 

738 

5929 

55 

20 

20 

4.2 

20 

0.4 

4238 

277 

8873 

20.4        5 

362    ACE  (10) 

741 

5907 

31 

-14 

-14 

1.5 

11 

1.2 

1407 

560 

8789 

14.1        6 

363    DOLLAR  GENERAL  (10) 

742 

5894 

27 

9 

9 

7.5 

33 

0.5 

3221 

182 

1212 

22.9       5 

364    UNION  PLANTERS  (10) 

743 

5890 

41 

-29 

-29 

2.0 

24 

4.8 

2694 

226 

31692 

8.3       6 

365    STARWOOD  HOTELS  &  RESORTS  WORLDWIDE 

749 

5792 

33 

-31 

-31 

1.4 

-9 

1.8 

4857 

208 

16101 

NEG       5 

366    STRYKER(IO) 

750 

5760 

60 

46 

46 

9.6 

-350 

0.2 

1103 

40 

2886 

NEG       4 

367    DUN  &  BRADSTREET 

752 

5742 

35 

13 

13 

-15.6 

23 

2.1 

1935 

246 

1789 

NA       5 

368    EQUITY  RESIDENTIAL  PROPERTIES 

754 

5732 

48 

-2 

-2 

1.5 

26 

5.9 

NA 

258 

10700 

5.5       6 

369   TOYS 'R' US 

755 

5732 

23 

-13 

-13 

1.5 

16 

0.0 

11170b 

376b 

7899b 

9.2c      5 

370    NTL(IO) 

760 

5690 

94 

132 

132 

16.0 

-7 

0.0 

747 

-504 

6194 

NEG       5 

371    CONSOLIDATED  NATURAL  GAS 

761 

5670 

59 

5 

5 

2.4 

22 

3.3 

2760 

288 

6362 

10.8        1 

372    HASBRO 

766 

5632 

29 

13 

13 

2.9 

27 

0.8 

3304 

206 

3794 

10.8       4 
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Free  WorldPerks    miles, 

no    matter   which    airline 

yo  u    f  req  u  e  n  t. 


The  alliance  between  Northwest  Airlines  and  Continental 
Airlines  means  more  flights  to  more  destinations,  more 
choices,  more  flexibility   And        The  Northwest  Ajrlmes  and 
■here's  the  big  reward:  Now  you      Continental  Airlines  alliance 
can  earn  and  redeem  Northwest       Puts  You  mi,es  ohead. 
WorldPerks  miles  on  either  airline,  and  put  free  travel  on 
your  schedule  faster  than  ever.  Plus,  your  award  miles  don't 
expire.  WorldPerks  Elite  status  is  easier  to  achieve,  and 
already-generous  bonus  miles  and  upgrades  have  been 
expanded.  With  this  new  partnership,  the  sky's  the  limit 
no  matter  which  airline  you  fly.  To  enroll  in  the 
WorldPerks  program  or  to  book  and  buy  your  tickets, 
visit  www.nwa.com,  call  your  travel  agent  or  call 
Northwest  Airlines  at  1-800-225-2525. 


1      SUM 


NORTHWEST 

AIRLINES 


225-2525       \\\\\\    nw.i  mm 


■  'ough  paper  products  m  on*  year  to  wve  over  14,000  •  O 
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RETURN 
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%  SMIL.  $  MIL.  $  MIL.  % 


373  WASHINGTON  POST 

374  AMEREN 

375  GPU 

376  PECORP. 

377  HEALTHSOUTH 

378  NATIONWIDE  FINANCIAL  SERVICES  (10) 

379  WELLPOINT  HEALTH  (10) 

380  VF 

381  ECOLAB(IO) 

382  CENTRAL  &  SOUTH  WEST 

383  SYNOVUS  FINANCIAL  (10) 

384  CINERGY 

385  AMERADA  HESS 

386  PACIFICORP 

387  UNIVISION  COMMUNICATIONS  (10) 

388  UST 

389  GOLDEN  WEST  FINANCIAL 

390  VASTAR  RESOURCES  (10) 

391  JOHNSON  CONTROLS 

392  FIRST  TENNESSEE  NATL.  (10) 

393  SERVICEMASTER  (10) 

394  CENTURYTELdO) 

395  WINN-DIXIE  STORES 

396  UNIPHASE  (10) 

397  TYSON  FOODS  (10) 

398  PROVIDENT  (10) 

399  FOOD  LION  (10) 

400  LSI  LOGIC 

401  MGIC  INVESTMENT  (10) 

402  SHERWIN-WILLIAMS 

403  SERVICE  CORP.  INTERNATIONAL 

404  AMERITRADE  HOLDING  (10) 

405  SEALED  AIR 

406  LEGGETT&PLATTOO) 

407  ECHOSTAR  COMMUNICATIONS  (10) 

408  SEMPRA  ENERGY 

409  NORDSTROM 

410  CMS  ENERGY 

411  ZIONSBANCORPORATION(IO) 

412  AMSOUTH  BANCORPORATION  (10) 


413 

INKTOMI  (10) 

414 

EQUIFAX  (10) 

415 

INTUIT  (10) 

416 

W.W.  GRAINGER 

417 

BLACK  &  DECKER 

418 

BEAR  STEARNS 

419 

CHAMPION  INTERNATIONAL 

420 

WHIRLPOOL 

421 

PAN  AM  SAT  (10) 

422 

SIMON/ ROPERTY  GROUP 

423 

HEALTHEON(IO) 

424 

R.R.  DONNELLEY  &  SONS 

425  BED  BATH  &  BEYOND  (10) 

426  FIRST  AMERICAN  (10) 

427  PP&L  RESOURCES 

428  REALNETWORKS  (10) 

429  DOW  JONES 

430  CERIDIAN 

431  OWENS-ILLINOIS 

432  MOLEXdO) 

433  PARKER  HANNIFIN 

434  CHARTER  ONE  FINANCIAL  (10) 

435  WILLAMETTE  INDUSTRIES 

436  GALILEO  INTL.  (10) 

437  MORTON  INTERNATIONAL  t 

438  CIT  GROUP  (10) 

439  H&R  BLOCK 

440  COOPER  INDUSTRIES 

441  CONSTELLATION  ENERGY  GROUP 

442  NORTHROP  GRUMMAN 

443  NEW  CENTURY  ENERGIES 

444  COM  VERSE  TECHNOLOGY  (10) 


768 
769 
772 
773 

776 
778 
782 

785 

788 
792 
796 
799 

800 
802 
805 
807 

808 
809 
810 
811 

812 
814 
815 
816 

817 
818 
819 
822 

823 
824 
825 
826 

828 
829 
830 
831 

836 
837 

838 
841 

842 

843 
845- 
847 

849 
851 
855 
859 

860 

861 
862 
864 

870 
871 
872 
873 

874 
875 
876 
877 

878 
879 
881 
882 

883 
884 
886 
888 


5621  557  3  3 

5617  41  5  5 

5567  44  13  13 

5562  112  79  79 


5553 
5550 
5533 
5516 

5506 

5475 

^,5453 

5425 

5416 
5408 
5387 

5371 

5361 
5358 
5353 
5351 

5346 
5336 
5323 
5318 

5297 
5297 
5296 
5257 

5247 
5241 
5235 
5215 

5187 

5181 
5178 
5160 

5044 
5039 
5030 
5009 

.  4994 
4986 
4973 
4962 

•(-4953 
4942 
4899 
4857 

4850 
4849 
4847 
4836 

4766 
4762 
4760 
4759 

4756 
4755 
4747 
4746 

4741 
4728 
4718 
4716 

4710 
4698 
4683 
4676 


13  -53  -53 

43  -1  -1 

82  27  27 

46  -14  -14 


43 
26 
20 
34 

60 
18 
59 

31 

95 
55 
63 

41 


34 

41 
30 

71 

53 
33 
31 

31 


39 
29 
48 
50 


38 

-3 

-10 

6 

11 

-21 

71 

15 

-12 

23 

6 

30 


38 

-3 

-10 

6 

11 

-21 

71 

15 

-12 
23 

6 
30 


18  -19  -19 

38  30  30 

36  -12  -12 

134  163  163 


23 
39 

11 
37 


9  9 

6  6 

14  14 

74  74 


48  -20  -20 

31  -7  -7 

19  -53  -53 

90  1142  1142 

62  16  16 

26  5  5 

115  351  351 

22  -15  -15 

36  -1  -1 

47  7  7 

64  25  25 
28  11  11 

103  NA  NA 

36  -1  -1 

81  72  72 

53  1  1 

57  -2  -2 

44  -14  -14 

51  7  7 

65  -6  -6 


33  -41 

29  -12 

89  NA 

36  -19 


36 

-12 

36 

513 

9 

22 

-32 

10 


44  6 
28  -13 
42  24 

45  14 


28 

-8 

10 

-23 


-41 

-12 

NA 

-19 

36 
-12 

36 
513 

9 

22 

-32 

10 

6 

-13 
24 
14 

28 

-8 

10 

-23 


3.6 
1.8 
1.6 
9.8 

1.7 
2.3 
4.1 
2.7 

8.0 
1.5 
5.0 
2.1 

2.1 

1.4 

13.1 

11.9 

1.8 
8.5 
3.1 

4.6 

5.6 
3.4 
3.9 

16.1 

2.6 
1.6 
3.2 
3.3 

3.0 
3.1 
1.6 

25.5 

11.8 

3.5 

-10.3 

1.8 

3.8 
2.4 
4.7 
3.3 

38.9 

22.5 

3.2 

3.9 

8.7 
1.6 
1.6 
2.5 

1.8 
1.8 
NA 
3.7 

11.6 
2.6 
2.5 

57.0 

9.5 
7.3 
2.4 
3.4 

2.9 
2.4 
2.3 
5.2 

3.3 
1.7 
3.8 
3.0 


22 
14 
12 
36 

12 
17 

17 
14 

35 
13 
28 
19 

-52 
13 

297 
12 

12 
50 
14 
23 

27 
23 

31 
-64 

70 
21 
19 
55 

14 

19 

14 

223 

239 

20 

-15 
17 

25 
17 
31 
19 

-193 
26 
70 
21 

20 
12 
42 
18 

41 

29 

-57 

18 

49 
22 
12 
NM 

15 
33 
55 
28 

15 
15 
48 
22 

24 
13 
27 
18 


0.9 
6.2 
4.9 
0.6 

0.0 
0.7 
0.0 
1.8 

1.0 
6.8 
1.8 
5.3 

1.0 
5.9 
0.0 
5.5 

0.6 
0.5 
1.6 

1.8 

2.0 
0.5 
2.9 
0.0 

0.4 
1.0 
1.5 
0.0 

0.4 
1.6 
1.9 
0.0 

0.0 
1.4 
0.0 
7.3 

0.9 
2.8 
0.9 
2.4 

0.0 
1.0 
0.0 
1.2 

0.8 
1.4 
0.4 

2.1 

0.0 
6.9 
0.0 
2.3 

0.0 
2.7 
3.3 
0.0 

1.8 
0.0 
0.0 
0.2 

1.6 
2.3 

1.7 
0.8 

1.3 
1.4 
2.1 
2.7 


2110 
3318 
4249 
1531 

4006 
2512 
6478 
5479 

1888 
5482 
1235 
5808 

6590 

5581 

577 

1423 

NA 

1602 

12587 

1925 

4724 

1577 

13617 

176 

7414 

3938 

10219 

1491 

975 
4934 
2875 

158 

2720 

3370 

983 

5525 

5028b 
5141 
1098 
1649 

20 

1621 

593 

4341 

4560 

NA 

5653 

10323 

767 

NA 

49 

5018 

1397 

1746 

3786 

65 

2158 
1162 
5306 
1623 

4633 
1935 
3700 

1481 

2530 
2271 
1307 
3651 


223 
387 
426 

127 

474 
332 
320 
388 

155 
440 
187 
261 

-196 

300 

10 

455 

447 
136 
338 
226 

190 
229 

210 
-81 

25 
254 
273 

120 

385 
273 
342 

0 

81 

248 

-261 

294 

207b 
242 
147 
263 

-22 
193 
-12 
239 

246 

660 

94 

310 

125 
167 
-53 
274 

97 
211 
341 
-16 

185 
140 
122 
182 

335 

277 

89 

196 

209 
339 

174 
283 


2730 

8847 

16288 

1334 

6773 

74671 
4226 
3837 

1471 
13744 
10498 
10299 

7883 

12989 
938 
913 

38469 
2574 
7942 

18734 

2915 

4935 

3069 

269 

5243 

23088 

3676 

2800 


16.5 
13.2 
13.9 
27.4 

13.7 
13.6 
23.5 
18.7 

22.9 

11.7 
18.0 

11.1 

NEG 

10.3 

4.4 

95.3 

15.4 
17.2 
22.2 
20.3 

20.9 

14.8 
12.5 
NEG 

3.7 
8.0 
17.0 
6.0c 


3051  22.4  61 

4065  16.1  2| 

13266  11.0  5l 

1290  11.5  6l 


4040 

2535 

1807 

10456 


5.0 

17.1 

NM 

10.6 


3115b  15.2 
11310  13.7 
16649  '  15.2 
19902   17.5 


71 
1829 
1499 
2104 

3853 

154496 
8840 
7935 

5890 

13269 

80 

3788 

633 

20732 

9607 

128 

1491 

1290 

11061 

1640 

3525 

24467 
4698 
1291 

2548 

24303 

2904 

3779 


NEG 

86.2 

4.6 

18.3 


4.4 

6.2 

NEG 

20.5 

23.7 
12.0 
20.4 
NEG 

63.6 
22.3 

4.3 
12.3 

19.1 

16.3 

4.8 

23.2 

13.5 
12.6 
14.2 
16.6 


42.4  46 

13.4  62 
3.8  23 

13.5  41 


5E 
64 
52 
52| 

541 

6l| 

12l 
52 1 

51 
52 1 
261 

35 

37 

61 
23  I 
52 

22 
62 
52 
34 


890 

4664 

31 

2 

2 

1.6 

14 

5.4 

3358 

349 

9195 

11.3 

12 

892 

4656 

68 

-37 

-37 

1.6 

14 

2.4 

8902 

194 

9536 

11.6 

31 

895 

4648 

40 

-12 

-12 

1.8 

13 

5.7 

3611 

342 

7672 

13.8 

12 

897 

4644 

68 

103 

103 

10.9 

37 

0.0 

696 

112 

1031 

29.3 

55 

74  BUSINESS  WEEK  /  JULY  12,  1999 


Natural  vision. 


Natural  thinking. 


Natural  health. 


www.admworld.com 


y&**SV 


what  the  world  needs  now 

a  Kiarbral  irvan  of  (>oo\v\a  fining 

In  a  world  of  synthetics  and  imitations, 

L  ADM  would  like  to  offer  some  simple 

x'advice:  natural  is  better.  So  we've 
it- 
taken  the  lead  in  the  development  of 

|,  %*•**!•*?       natural-source  health  products.   Like 

*      •  • 

!"»'*;.*.'  •"•".•  Novasoy  '"  isoflavones — a  unique 

1  \\ »'/".'. ■ '.  dietary  supplement,  made  with  the 

*  »  »    »\«  /.  proven  power  of  soybeans.   Because 

tf  . "  •'.'".'-'  what  the  world  needs  now  is  a  natural, 

«      ".  more  effective  way  to  stay  healthy. 


bi^ii 


.-not  DO*1  »i.i  \..i>3  oy  t~  ' 
is  Jf«  not  rtondtd  to  i  I  art  or  o«v«nl  my  distMO. 


MISSION 


Find  those  pesky 


system  errors 
before  they 


become  nasty 


business  errors 


■MM 


: 


Done  deal  /  The  head  of  manufacturing  is  gearing  up  for 

the  year's  biggest  order.  Meanwhile,  a  sudden  problem 
is  threatening  to  bring  down  the  ERP  system  and  grind 
production  to  a  halt.  Is  it  a  sluggish  app  server?  A  faulty 
network?  A  corrupted  database?  Tivoli  IT  management 
software  automatically  identifies  the  exact  cause  of 
the  problem  and  fixes  it.  The  order  gets  filled.  Service 
levels  are  kept  high.  Business  keeps  running.  And  the 
biggest  customer  remains  a  customer.  All  because  IT 
insisted  on  an  integrated  management  solution  from 
Tivoli  Systems  Inc.,  an  IBM  company,  www.tivoli.com 


UM3 


Manage.  Anything.  Anywhere. 


J 


trademark,  and  Manage  Anything  4n„ 


■UK 


^sassssssanssssssssBssssssaeR 


THE  BUSINESS  WEEK  GLOBAL  1000 


COUNTRY 
RANK 

GLOBAL 

1000 
RANK 

MARKET 

VALUE 

U.S. 

SMIL. 

PRICE 

PER  SHARE 

U.S.S 

%  CHANGE 

FROM  1998 

(U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 
RATIO 

YIELD 
% 

SALES 
U.S. 

SMIL. 

PROFITS 
U.S. 
SMIL. 

ASSETS 
U.S. 

SMIL. 

RETURN 

ON 
EQUITY    IkI 

% 

445  T.  RO WE  PRICE  (10) 

898 

4642 

39 

9 

9 

7.0 

25 

1.0 

886 

174 

797 

28.3     1 

446    OLD  KENT  FINANCIAL  (10) 

900  . 

4638 

45 

18 

18 

4.2 

22 

1.8 

1475 

199 

16589 

18.8 

447    SMURFIT-STONE  CONTAINER  (10) 

901 

4635 

22 

17 

17 

2.8 

-10 

0.0 

3469 

-194 

11631 

NEG 

448   COUNTRYWIDE  CREDIT 

902 

4629 

41 

-11 

-11 

2.2 

12 

1.0 

NA 

385b 

1 5648b 

18.1c    1 

449    FISERV(IO) 

903 

4626 

38 

43 

43 

4.9 

39 

0.0 

1234 

114 

3958 

12.7 

450    BROWN-FORMANdO) 

910 

4568 

67 

16 

16 

5.2 

23 

1.8 

1669 

185 

1494 

23.0 

451    VULCAN  MATERIALS 

912 

4558 

45 

19 

19 

4.0 

19 

1.7 

1776 

256 

1659 

21.4 

452    QUINTILES  TRANSNATIONAL  (10) 

914 

4548 

41 

-16 

-16 

5.4 

45 

0.0 

1188 

84 

1015 

12.0 

453    ANADARKO  PETROLEUM 

915 

4537 

38 

14 

14 

3.6 

-129 

0.5 

560 

3 

3633 

NEG 

454   ADOBE  SYSTEMS 

917 

4522 

74 

86 

86 

8.7 

36 

0.3 

895 

119 

767 

24.1 

455    TORCHMARK 

921 

4495 

33 

-10 

-10 

2.0 

18 

1.1 

1754 

256 

11249 

11.4 

456   TERADYNEOO) 

922 

4488 

53 

72 

72 

4.2 

63 

0.0 

1489 

102 

1313 

6.7 

457    BIOMET(IO) 

923 

4486 

40 

38 

38 

5.8 

32 

0.3 

651 

125 

849 

18.2 

458    COLUMBIA  ENERGY  GROUP 

926 

4468 

54 

-5 

-5 

2.2 

16 

1.7 

6568 

269 

6969 

13.6 

459    OUTDOOR  SYSTEMS  (10) 

929 

4435 

30 

50 

50 

5.8 

125 

0.0 

706 

41 

2757 

4.6 

460    GULFSTREAM  AEROSPACE  (10) 

930 

4434 

62 

45 

45 

20.6 

19 

0.0 

2428 

225 

1614 

111.1 

461  PACCAR  (10) 

462  INTERNATIONAL  FLAVORS  &  FRAGRANCES 

463  NUCOR 

464  BAUSCH&LOMB 

465  SANMINA  (10) 

466  CONCORD  EFS  (10) 

467  LYCOS  (10) 

468  AUTOZONE 

469  EL  PASO  ENERGY  (10) 

470  ABERCROMBIE  &  FITCH  (10) 

471  CITRIX  SYSTEMS  (10) 

472  ALLEGHENY  ENERGY 

473  TIMES  MIRROR 

474  U.S.  CELLULAR  (10) 

475  VERITAS  SOFTWARE  (10) 

476  VITESSE  SEMICONDUCTOR  (10) 

477  NEXTLINK  COMMUNICATIONS  (10) 

478  KNIGHT-RIDDER 

479  INGRAM  MICRO  (10) 

480  POPULAR  (10) 

481  SIEBEL  SYSTEMS  (10) 

482  TELEPHONE  &  DATA  SYSTEMS  (10) 

483  REPUBLIC  SERVICES  (10) 

484  FLORIDA  PROGRESS  (10) 

485  M&TBANK(10) 

486  AMBAC  FINANCIAL  GROUP  (10) 

487  MONTANA  POWER  (10) 

488  LORAL  SPACE  &  COMMUNICATIONS  (10) 

489  SUNGARD  DATA  SYSTEMS 

490  KLA-TENCOR(IO) 

491  CENTURY  COMMUNICATIO 

492  NORTHERN  STATES 

493  FORE  SYSTEMS  (10)  t 

494  McLEODUSA(IO) 


934  4398  56  2  2  2.4  10  1.4  7895  417  6795  23.6 

938  4361  41  -14  -14  4.6  23  3.7  1407  204  1388  20.0 

939  4358  50  -3  -3  2.1  19  1.0  4151  264  3227  10.9 

940  4357  76  53  53  5.1  34  1.4  2363  109  3492  15.1 

941  4357  75  93  93  8.3  53  0.0  992  86  658  15.7 

943  4347  34  59  59  12.0  68  0.0  376  64  520  17.7 

944  4341  101  279  279  14.0  -114  0.0  56  -97  249  NEG 

945  4341  29  -13  -13  3.4  19  0.0  3343  228  2748  18.0 

946  4338  36  -7  -7  2.1  18  2.2  5782  250  10069  11.8 

947  4325  84  99  99  22.2  40  0.0  816  102  319  55.5 

948  4314  49  89  89  12.6  57  0.0  249  61  431  22.3 
956  4270  35  24  24  2.1  13  4.9  2576  287  6748  16.3 

959  4239  59  -8  -8  7.0  21  1.4  3009  253  4218  34.1 

961  4220  48  57  57  2.1  36  0.0  877  112  2509  5.7 

964  4203  88  119  119  24.7  75  0.0  211  52  349  33.1 

967  4176  55  114  114  10.2  65  0.0  175  53  368  15.7 

970  4167  77  145  145  -16.9  -11  0.0  140  -278 

973  4153  53  -7  -7  2.5  14  1.5  3092  306 

976  4133  29  -34  -34  2.7  18  0.0  22034  245 

977  4131  30  -12  -12  2.6  18  1.8  1872  232 

978  4129  46  100  100  12.5  75  0.0  392  43 

979  4125  67  54  54  1.8  NM  0.7  1806  64 

980  4122  24  NA  NA  3.1  23  0.0  1369  154 
982  4104  42  2  2  2.2  14  5.2  3620  283 

985  4076  527  4  4  2.4  18  0.8  1460  208  20584  13.3 

986  4072  58  7  7  1.9  16  0.7  452  254  11212  12.5 

987  4069  74  104  104  3.7  25  2.2  1254  166  2928  14.6   11 
989  4051  17  -34  -34  1.8  -22  0.0  1302  -139  5229  NEG   3| 


2483  NM 

4257  18.3 

6733  ,  15.3 

23160  14.5 

442  16.7 

5528  NEG 

2812  13.6 

6161  15.9 


0) 

991 

4036 

35 

3 

3 

4.3 

63 

0.0 

1160 

119 

1075 

6.9 

b 

993 

4011 

46 

35 

35 

3.3 

239 

0.0 

1166 

134 

1548 

1.4 

3 

>(10) 

994 

4005 

53 

234 

234 

-8.7 

-61 

0.0 

485 

-83 

1515 

NM 

5 

995  4003   26   -8   -8   1.6   14   5.5      2819     282     7396   11.1   li 

996  3994   34   56   56   7.2  -18   0.0      458      35     621    NEG  51 
999     3983   54   29   29   7.4  -24   0.0      604    -125     1925    NEG  b\ 


KEY  TO  INDUSTRY  CODES   Left-hand  digit  represents  broad  economic  sector  as  defined  by  Morgan  Stanley  Capital  International.  Right-hand  digit  is  industry  classification  code 
within  each  economic  sector. 


1.  ENERGY 

11.  Energy  sources 

12.  Utilities-electrical  &  gas 

2.  MATERIALS 

21.  Building  materials  &  compo- 
nents 

22.  Chemicals 

23.  Forest  products  &  paper 

24.  Metals-nonferrous 

25.  Metals-steel 

26.  Misc.  materials  &  commodities 

3.  CAPITAL  EQUIPMENT 

31.  Aerospace  &  military  technology 


32.  Construction  &  housing 

33.  Data  processing  &  reproduction 

34.  Electrical  &  electronics 

35.  Electronic  components  & 
instruments 

36.  Energy  equipment  &  services 

37.  Industrial  components 

38.  Machinery  &  engineering 

CONSUMER  GOODS 

41.  Appliances  &  household 
durables 

42.  Automobiles 

43.  Beverages  &  tobacco 


44.  Food  &  household  products 

45.  Health  &  personal  care 

46.  Recreation,  other  consumer 
goods 

47.  Textiles  &  apparel 
5.  SERVICES 

51.  Broadcasting  &  publishing 

52.  Business  &  public  services 

53.  Leisure  &  tourism 

54.  Merchandising 

55.  Telecommunications 

56.  Transportation-airlines 


57.  Transportation-road  &  rail 

58.  Transportation-shipping 

59.  Wholesale  &  international 
trade 

6.  FINANCE 

61.  Banking 

62.  Financial  services 

63.  Insurance 

64.  Real  estate 

7.  OTHER 

71.  Multi-industry 
81.  Gold  mines 
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United    Nations 


Thanks  to  the  Ericsson  1-888. 

It  works  in  1  JO  countries  around  the  world  and  is  the  only  fully 

integrated  mobile  phone  that  provides  a  wireless  connection  to  your 

laptop.  So  no  matter  where  you  are.  you  can  e-mail,  fax  or  access 

the  Internet   And  it  has  a  battery  life  of  up  to  two  workweeks. 

Carry  it  and  you  carry  the  power  to  make  yourself  heard. 


ERICSSON 


omnipcmnt   VoK&ream 

For  more  mtormauon  visic  www  None* 

01999  Encs»on  and  the  Encsson  lego  ate  registered  trademarks 

Ommpoini  is  a  registered  trademark  c-t  Omnipomt  Corporation 
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The  number  preceding  each  company  is  its  Global  1000  rank.  The  code  following  each  company  shows  its  nationality  and  rank 
within  that  nation.  To  find  the  statistics. for  a  company,  turn  to  the  country  listing  and  look  for  the  company  by  its  rank. 


795  Aachener  und  Muenchener  (GE-30) 

Kit  AB8  AB  (SWE-3) 

NR  ABB  AG  (SWI-9) 

177  ABB  Asea  Brown  Boven  (SWE/SWI-NR) 

151  Abbey  National  (BR-15) 

56  Abbott  Laboratories  (US-38) 
947  Abercrombie  &  Fitch  (US470) 
133  ABN  AMRO  Holding  (NE-5) 
533  Accor (FR-30) 
741  ACE  (US-362) 
407  Acorn  (JA-49) 

6S0  ADC  Telecommunications  (US-336) 
528  Adecco  (SWI-12) 
937  Adidas-Salomon  (GE-34) 
917  Adobe  Systems  (US-454) 
601  Advantest  (JA-73) 

89  Aegon  (NE-3) 
474  AES  (US-239) 
360  Aetna  (US- 189) 
343  AFLAC  (US-179) 
523  AGF  (FR-28) 
359  Air  Liquide  (L'l  (FR-20) 

544  Air  Products  &  Chemicals  (US-2751 
71  AnTouch  Communications  (US46) 

652  Aiinomoto  (JA-84) 

390  Akzo  Nobel  (NE-13) 

988  Alberta  Energy  (CA-25) 

351  Albertson's  (US-185) 

703  Alcan  Aluminium  ICA-17) 

191  Alcatel  (FR-11) 

231  Alcoa  (US-127) 

891  Alitalia  (IT-23) 

932  All  Nippon  Airways  (JA-126) 

541  Alleanza  Assicurazioni  (IT-14) 

956  Allegheny  Energy  (US-472) 

710  Allergan  (US-348) 

545  Alliance  &  Leicester  (BR-58) 
61  Allianz  (GE-3) 

466  Allied  Domecq  (BR-521 
405  Allied  Irish  Banks  (IR-1) 

NR  Allied  Zurich  (BR-20) 

132  AlliedSignal  (US-77) 

149  Allstate  (US-82) 

234  Alltel  (US-129) 

373  Almanij  (BE-5) 

683  Alstom  (FR-36) 

654  Altera  (US-321) 

621  Alusuisse-Lonza  Group  (SWI-13) 

254  Amazon.com  (US- 139) 

986  Ambac  Financial  Group  (US-486) 

800  Amerada  Hess  (US-385) 

769  Ameren  (US-374) 

20  America  Online  (US-17) 
556  American  Electric  Power  (US-281) 

74  American  Express  (US-49) 
273  American  General  (US- 147) 

46  American  Home  Products  (US-32) 

17  American  International  Group  (US- 14) 
513  American  Stores  (US-260) 

49  Amentech  (US-34) 
826  AmenTrade  Holding  (US404) 
127  Amgen  (US-74) 
395  AMP  Ltd  (AS-7) 
471  AMR  (US-238) 

841  AmSouth  Bancorporation  (US-412) 
718  Amvescap  (BR-81) 
915  Anadarko  Petroleum  (US453) 

711  Analog  Devices  (US-349) 
124  Anheuser-Busch  (US-71) 
427  Aon  (US-213) 

729  Apple  Computer  (US-356) 

228  Applied  Matenals  (US-125) 

535  Archer  Daniels  Midland  (US-273) 

789  Ares-Serono  (SWI-16) 

414  Argentina,  Corp.  Bancara  de  Espaha  (SP-8) 

361  Asahi  Bank  (JA-38) 

692  Asahi  Breweries  (JA-89) 

604  Asahi  Chemical  Industry  (JA-74) 

614  Asahi  Glass  (JA-75) 

227  Ascend  Communications  (US-124) 

546  ASDA  Group  (BR-59) 

714  ASM  Lithography  Holding  (NE-19) 
117  Assicurazioni  Generali  (IT-4) 
727  Associated  British  Foods  (BR-82) 
157  Associates  First  Capital  (US-86) 

53  AstraZeneca  (BR-8) 
312  At  Home  (US-162) 

7  AT&T  (US-6) 
166  Atlantic  Richfield  (US-94) 
919  Alias  Copco  (SWE- 16) 
408  Australia  &  New  Zealand  Banking  (AS-8) 
190  Automatic  Data  Processing  (US- 100) 
607  AutoNation  (US-302) 
540  Autostrade  (1T-13) 
945  AutoZone  (US468) 
735  Avery  Dennison  (US-359) 
356  Avon  Products  (US-187) 

99  Axa  (FR-2) 


410  BAA  (BR-47) 


458  Baker  Hughes  (US-231) 
951  Baloise  Holding  (SWI-19) 
57  Banc  One  (US-39) 
358  Banca  Commercale  Itahana  (IT-9) 
596  Banca  di  Roma  (IT-15) 
827  Banca  Fideuram  (IT-21) 
330  Banca  Intesa  (IT-8) 
142  Banco  Bilbao  Vizcaya  (SP-3) 
804  Banco  Comercial  Portugues  (PO-3) 
585  Banco  Popular  Espanol  (SP-9) 
111  Banco  Santander  Central  Hispano  (SP-2) 
751  Bank  Austria  (AT-1) 

24  Bank  of  America  (US-20) 
491  Bank  of  Ireland  (IR-2) 
456  Bank  of  Montreal  (CA-9) 
167  Bank  of  New  York  (US-93) 
433  Bank  of  Nova  Scotia  (CA-7) 
286  Bank  of  Scotland  (BR-28) 

65  Bank  of  Tokyo-Mitsubishi  (JA-4) 
336  BankBoston(US-175) 
524  Bankers  Trust  (US-256) 
264  Banque  Nationale  de  Pans  (FR-15) 
916  Banyu  Pharmaceutical  (JA-122) 

92  Barclays  Bank  (BR- 10) 
674  BamckGold(CA-15) 
189  BASF  (GE-13) 
392  Bass(BR-41) 
940  Bausch  4  Lomb  (US-464) 
257  Baxter  International  (US-140) 
156  Bayer  (GE-10) 
415  BB&T  (US-207) 

147  BCE  (Bell  Canada  Enterprises)  (CA-2) 
762  BCTTelus  Communications  (CA- 19) 
851  Bear  Stearns  (US4 18) 
484  Becton,  Dickinson  (US-246) 
870  Bed  Bath  &  Beyond  (US-425) 
784  Beiersdorf  (GE-29) 

40  Bell  Atlantic  (US-27) 

36  BellSouth  (US-25) 
893  BenesseUA-119) 

25  Berkshire  Hathaway  (US-21) 
508  Best  Buy  (US-257) 

338  8estfoods  (US- 177) 

212  BG  (BR-19) 

669  Billiton  (BR-73) 

564  Biogen  (US-287) 

923  Biomet  (US-457) 

849  Black  &  Decker  (US417) 

886  Blxk  (H&R)  (US439) 

865  Blue  Circle  Industries  (BR-93) 

396  BMC  Software  (US-202) 

302  BMW(GE-18) 

555  BOC  Group  (BR-60) 

105  Boeing  (US-65) 

439  Bombardier  (CA-8) 

386  Boots  (BR-39) 

320  Boston  Scientific  (US-168) 

649  Bouygues  (FR-34) 

10  BP  Amoco  (BR-1) 
736  Brambles  Industnes  (AS-12) 
217  Bndgestone  (JA-19) 

19  Bristol-Myers  Squibb  (US-16) 
398  British  Aerospace  (BR-42) 
613  British  Airways  (BR-69) 
328  British  American  Tobacco  (BR-35) 
694  British  Energy  (BR-77) 

909  Brtish  Land  (BR-95) 

303  British  Sky  Broadcasting  Group  (BR-31) 
963  British  Steel  (BR-106) 

26  British  Telecommunications  (BR-2) 
547  Broadcom  (US-276) 

283  Broken  Hill  Proprietary  (AS4) 

910  Brown-Forman  (US450) 

688  Browning-Ferris  Industries  (US-339) 
325  Burlington  Northern  Santa  Fe  (US-170) 
609  Burlington  Resources  (US-304) 


145  Cable  &  Wireless  (BR-14) 

333  Cable  &  Wireless  Communs.  (BR-36) 

629  Cable  &  Wireless  Optus  (AS-9) 

385  Cablevision  Systems  (US-200) 

339  Cadbury  Schweppes  (BR-37) 

246  Campbell  Soup  (US-134) 

463  Canadian  Imperial  Bank  (CA-IO) 

713  Canadian  National  Railway  (CA-18) 

606  Canadian  Pacific  (CA-13) 

526  Canal  Plus  (FR-29) 

969  Canary  Wharf  Group  (BR- 107) 

206  Canon  (JA- 17) 

450  Cap  Gemini  (FR-22) 

477  Capital  One  Financial  (US-241) 

300  Cardinal  Health  (US-155) 

858  Carlton  Communications  (BR-92) 

183  Carnival  (US-101) 

679  Carolina  Power  &  Light  (US-335) 

137  Carrefour  (FR-6) 

579  Casino.  Guichard-Perrachon  (FR-32) 

503  Castorama  Dubois  Investissements  (FR-25) 

242  Caterpillar  (US-131) 

896  Cathay  Pacific  Airways  (HK-14) 

153  CBS  (US-84) 


331  Cendant  (US-173) 
792  Central  &  South  West  (US-382) 
393  Centra!  Japan  Railway  UA-47) 
571  Centnca  (BR-63) 
994  Century  Communications  (US491) 
814  CenturyTel  (US-394) 
875  Cendian  (US-430) 
250  CGU  (BR-23) 

855  Champion  International  (US-419) 
633  Chancellor  Media  (US-316) 
97  Charles  Schwab  (US-61) 
8)9  Charter  One  Financial  (US434) 

67  Chase  Manhattan  (US43) 
256  Cheung  Kong  Holdings  (HK-5) 

949  Cheung  Kong  Infrastructure  (HK-15) 

68  Chevron  (US-44) 

700  Christian  Dior  (FR-37) 

412  Chubb  (US-206) 

372  Chubu  Electric  Power  (JA-41) 

764  Chugoku  Electric  Power  (JA-103) 

850  Ciba  Spezialitaetenchemie  (SWI-17) 

252  Cigna  (US-137) 

661  Cincinnati  Financial  (US-327) 

799  CINergy  (US-384) 

668  Cmtas  (US-333) 

635  Circuit  City  Stores  (US-317) 

9  Cisco  Systems  (US-8) 
884  CIT  Group  (US-438) 
794  CITIC  Pacific  (HK- 12) 

15  Citigroup  (US-12) 
948  Citrix  Systems  (US471) 
899  City  Developments  (SI-7) 
675  Clanant  (SWI-15) 

216  Clear  Channel  Communications  (US-119) 
391  Clorox  (US-201) 
389  CLP  Holdings  (HK-6) 
487  CMGI  (US-248) 
837  CMS  Energy  (US-410) 
586  CNA  Financial  (US-297) 
559  Coastal  (US-283) 

11  Coca-Cola  (US-9) 
968  Coca-Cola  Amatil  (AS-15) 

316  Ccca-Cola  Enterprises  (US-165) 
722  Coles  Myer(AS-ll) 

152  Colgate-Palmolive  (US-83) 

926  Columba  Energy  Group  (US-458) 

347  Columbia/HCA  Healthcare  (US-182) 

159  Comcast  (US-87) 

498  Comenca  (US-254) 

341  Commerzbank(GE-19) 

317  Commonwealth  Bank  of  Australia  (AS-5) 
102  Compaq  Computer  (US-64) 

655  Compass  Group  (BR-72) 

179  Computer  Assocates  International  (US-99) 

454  Computer  Sciences  (US-228) 

404  Compuware  (US-203) 

897  Comverse  Technology  (US-444) 

363  ConAgra  (US-191) 

943  Concord  EFS  (US-466) 

301  Conoco  (US- 156) 

481  Conseco  (US-243) 

418  Consolidated  Edison  (US-209) 

761  Consolidated  Natural  Gas  (US-371) 

890  Constellation  Energy  Group  (US-441) 

888  Cooper  Industries  (US-440) 

366  Corning  (US- 193) 

306  Costco  (US-159) 

902  Countrywide  Credit  (US448) 

214  Cox  Communications  (US-118) 

569  Credit  Commercial  de  France  (FR-31) 

NR  Cred«CcmmunalHoCingCiexBBelgum(BE-8) 
475  Credit  Lyonnais  (FR-23) 

88  Credit  Suisse  Group  (SWI-5) 
681  CRH  (IR4) 
460  CSX  (US-232) 
275  CVS  (US-148) 


413  Dai  Nippon  Printing  (JA-50) 
203  Dai-lchi  Kangyo  Bank  (JA-16) 
958  Danchi  Pharmaceutical  (JA-129) 
775  Daily  Mail  &  General  Trust  (BR-86) 

39  DaimlerChrysler  (GE-2) 
770  Daiwa  House  Industry  (JA-106) 
622  Daiwa  Securities  Group  (JA-77) 
537  Dampskibsselskabet  At  1912  (DE-3) 
527  Dampskibsselskabet  Svenborg  (DE-2) 
548  Dana  (US-277) 
563  Danaher  (US-286) 
163  Dayton  Hudson  (US-91) 
444  DDI  (JA-56) 
534  Deere  (US-272) 
748  Degussa-Huels  (GE-28) 
927  Delhaize-Lelion(BE-ll) 

37  Dell  Computer  (US-26) 
423  Delphi  Automotive  Systems  (US-211) 
576  Delta  Air  Lines  (US-292) 
756  Den  Danske  Bank  (DE-5) 
299  Denso  (JA-32) 
131  Deutsche  Bank  (GE-7) 
563  Deutsche  Lufthansa  (GE-25) 

23  Deutsche  Telekom  (GE-1) 


472  Development  Bank  of  Singapore  (SI-3) 

403  Dexia  (FR/BE-NR) 

NR  Dexia  France  (FR-40) 

119  Diageo  (BR-12) 

599  Dixons  Group  (BR-68) 

742  Dollar  General  (US-363) 

558  Dominion  Resources  (US-282) 

561  Donaldson.  Lufkm  &  Jenrette  (US-285) 

864  Donnelley  (R.R)  (US424) 

643  Dordtsche  Petroleum  (NE-17) 

577  Dover  (US-293) 

169  Dow  Chemical  (US-95) 

874  Dow  Jones  (US429) 

272  Dresdner  Bank  (GE-16) 

702  DTE  Energy  (US-344) 

209  Duke  Energy  (US- 113) 

752  Dun  &  Bradstreet  (US-367) 

47  DuPont  (US-33) 


215  East  Japan  Railway  (JA-18) 

211  Eastman  Kodak  (US-116) 

707  Eaton  (US-346) 

220  eBay  (US-121) 

830  EchoStar  Communications  (US-407) 

788  Ecolab  (US-381) 

771  Edison  (IT- 19) 

493  Edison  International  (US-251) 

791  Eisai  (JA-109) 

946  El  Paso  Energy  (US-469) 

646  Elan  (IR-3) 

293  Electrabel  (BE-3) 

933  Electrafina  (BE-12) 

421  Electncidade  de  Portugal  (PO-1) 

650  Electrolux(SWE-ll) 

155  Electronic  Data  Systems  (US-85) 

106  Elf  Aquitame  (FR-5) 

45  Eli  Lilly  (US-31) 

m  Elsevier  (NE-15) 
821  EMAPIBR-89) 

82  EMC  (US-53) 
162  Emerson  Electric  (US-90) 
774  EMI  Group  (BR-85) 
230  Endesa  (SP4) 

63  ENI  (IT-2) 
184  Enron  (US-102) 
581  Entergy  (US-295) 
226  Equant  (NE-9) 
843  Equifax  (US-414) 
311  Equitable  (US-161) 
627  Equity  Office  Properties  (US-313) 
754  Equity  Residential  Properties  (US-368) 
505  ErgoVersicherungsgruppe(GE-22) 

77  Ericsson  (L.M.)  (SWE-1) 
434  Estee  Lauder  (US-217) 

4  Exxon  (US4) 
452  E-Trade  Group  (US-226) 


984  FamilyMart  (JA-134) 

54  Fannie  Mae  (US-36) 
459  Fanuc(JA-57) 

304  FDX  (US-157) 

411  Federated  Department  Stores  (US-205) 
322  Fiat  Group  (IT-7) 
269  Fifth  Third  Bancorp  (US-144) 
509  Financtere  Richemont  (Compagnie)  (SWI-IO) 
871  First  American  (US-426) 
245  First  Data  (US-133) 
811  First  Tennessee  Natl.  (US-392) 
94  First  Union  (US-59) 
253  Firstar  (US-138) 
617  FirstEnergy  (US-308) 
903  Flserv  (US449) 
193  Fleet  Financial  Group  (US-105) 
982  Florida  Progress  (US484) 
619  Foereningssparbanken  (SWE-9) 
819  Food  Lion  (US-399) 

55  Ford  Motor  (US-37) 
996  FORE  Systems  (US-493) 
573  Fort  James  (US-291) 
121  Fortis  (NE/BE-NR) 

NR  Fortis  (BMBE-1) 

NR  Fortis  (ND(NE-ll) 

965  Fortum  (FI-6) 
658  Fortune  Brands  (US-324) 
844  Fosters  Brewing  Group  (AS-13) 
288  Fox  Entertainment  Group  (US-153) 
446  FPL  Group  (US-225) 
43  France  Telecom  (FR-1) 
429  Franklin  Resources  (US-214) 
101  Freddie  Mac  (US-63) 
521  Frontier  (US-265) 
222  Fu|i  Bank  (JA-20) 
267  Fu|i  Photo  Film  (JA-27) 
835  Fuiisawa  Pharmaceutical  (JA-112) 
136  Fujitsu  (JA-11) 


882  Galileo  Intl.  (US-436) 

954  Gallaher  Group  (BR-104) 

233  Gannett  (US-128) 

120  Gap  (US-68) 


394  Gas  Natural  SDG  (SP-7) 

494  Gateway  2000  (US-252) 

725  Gemstar  International  Group  (US] 

416  Genentech  (US-208) 

554  General  Dynamics  (US-280) 

2  General  Electnc  (US-2) 
176  General  Electric  Co.  (BR-16) 
656  General  Instrument  (US-322) 
378  General  Mills  (US-197) 

93  General  Motors  (US- 58) 
723  Genuine  Parts  (US-353) 
801  George  Weston  (CA-21) 
572  Georgia-Pacific  Group  (US-290)  | 

72  Giliette  (US47) 
388  GKN  (BR40) 

30  Glaxo  Wellcome  (BR-3) 
244  Global  Crossing  (US-132) 
7!6  Global  TeleSystems  Group  (US-31 
808  Golden  West  Financial  (US-389)  | 
129  Goldman  Sachs  Group  (US-75) 
506  Goodyear  Tire  &  Rubber  (US-256| 
772  GPU  (US-375) 
847  Grainger  (W.W.)  (US-416) 

259  Granada  Group  (BR-25) 
436  Great  Universal  Stores  (BR-48) 
957  Groupe  Bruxelles  Lambert  (BE-13| 
218  Groupe  Danone  (FR-12) 
697  Groupe  UCB  (BE-7) 

66  GTE  (US-42) 
998  Gucci  Group  (NE-22) 
319  Guidant(US-167) 
930  Gulfstream  Aerospace  (US-460) 

134  Halifax  (BR-13) 

271  Halliburton  (US-146) 

232  Hang  Seng  Bank  (HK-3) 

740  Hanson (BR-83) 

593  Harley-Davidson  (US-299) 

329  Hartford  Financa!  Servces  Group  (U 

676  Hartford  Life  (US-334) 

766  Hasbro  (US-372) 

584  Hays  (BR-65) 

862  Healtheon  (US-423) 

776  Healthsouth  (US-377) 

905  Heidelberger  Druckmaschinen  (GE 

290  Heineken  (ME- 10) 

701  Heineken  Holding  (NE-18) 

284  Heinz  (H.J.)  (US-150) 

536  Henderson  Land  Development  (HK- 

518  Henkel  (GE-23) 

260  Hennes  &  Mauntz  (SWE-2) 
612  Hershey  Foods  (US-307) 
738  Hertz  (US-361)   • 

33  Hewlett-Packard  (US-23) 
685  Hilton  Group  (BR-76) 
187  Hitachi  Ltd.  (JA-15) 

174  Hoechst  (GE-12) 

512  Holderbank  Financiere  Glarus  (SWI 

41  Home  Depot  (US-28) 

103  Honda  Motor  (JA-5) 

384  Honeywell  (US-199) 

672  Hong  Kong  &  China  Gas  (HK-9) 

164  Hong  Kong  Telecommunications  (HI 

691  Hongkong  Electric  Holdings  (HK-10)| 

223  Household  International  (US-122) 

765  Hoya  (JA-104) 

34  HSBC  Holdings  (BR-4) 
209  Hughes  Electronics  (US-114) 
628  Huntington  Bancshares  (US-314) 
128  Hutchison  Whampoa  (HK-1) 
202  HypoVereinsbank  (GE-15) 


349  Iberdrola  (SP-6) 

249  Illinois  Tool  Works  (US-136) 

478  Imasco(CA-ll) 

441  lmmunex(US-221) 

578  Imperial  Chemical  Industries  (BR-64) 

568  Imperial  Oil  (CA-12) 

744  Imperial  Tobacco  Group  (BR-84) 

560  IMS  Health  (US-284) 

266  Industrial  Bank  of  Japan  (JA-26) 

219  Infinity  Broadcasting  (US-120) 

81  ING  Groep  (NE-2) 

446  Ingersoll-Rand  (US-224) 

976  Ingram  Micro  (US479) 

842  Inktomi  (US-413) 

8  Intel  (US-7) 

3  International  Business  Machines  (US-: 

938  International  Flavors  &  Fragrances  (US46. 

229  International  Paper  (US-126) 

440  Interpublic  Group  (US-220) 

362  Intimate  Brands  (US-190) 

845  Intuit  (US415) 

282  Invensys  (BR-27) 

566  Investor  (SWE-7) 

501  1st  Nazionale  delle  Assicurazioni  (IT- 

185  lto-YokadolJA-14) 


793  Japan  Airlines  (JA- 110) 
712  Japan  Telecom  (JA-91) 
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» 


Introducing  A  Totally 


nil  lank 


view  Approach  To  Technology 

Implementation. 


rem  ed  herein  are 


It's  obvious  the  traditional  approach  the  big 
consulting  firms  use  just  doesn't  work. 

It  takes  forever.  It  costs  a  fortune.  And 
nothing  is  guaranteed.  But  as  expensive  and 
as  frustrating  as  it  is,  there's  never  been  a 
viable  alternative. 

Until  now. 

We've  developed  an  innovative  new  way 
to  implement  technology  that  is  radically 
different. 

You  end  up  with  exactly  what  you 
were  promised.  It's  affordable.  It's  fast — 
guaranteed. 

We  call  it  Accelerated  Delivery1" 

We  deliver  solutions  to  our  customers 
up  to  two  times  faster  than  our  competition. 
The  secret  is  our  powerful,  automated  pro- 
ject methodology,  ExpressDelivery"  It  can 
significantly  accelerate  and  enhance  deploy- 
ments of  all  kinds  of  large-scale  information 
technology  projects.  It's  also  extensible  to 
other  types  of  integration  services,  including 
ERP  rollouts,  deployment  of  electronic 
commerce  solutions,  and  sophisticated  IT 
implementations. 

ExpressDelivery  is  available  across  the 
broad  spectrum  of  IT  services,  including 
infrastructure  management,  application 
development  and  integration,  Y2K  compli- 
ance services,  asset  management,  deskside 
support,  and  end-user  productivity. 

So  if  you're  tired  of  waiting  too  long 
and  paying  too  much,  call  for  a  FREE 
Enterprise  Business  Value"(EBV) 
assessment  at  1-877-462-2477, 
or  visit  www.cai.com/gps. 


OMPUTER 
iSSOCIATES 


Global  Professional  Services 


"Accelerated  Delivery.  Guaranteed. 
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44  Mobil  (US-30) 
877  Molex(US432) 
175  Monsanto  (US-98) 
987  Montana  Power  (US487) 
857  Montedison  (IT-22) 

73  Morgan  Stanley  Dean  Witter  (US48) 
188  Morgan  UP)  (US- 103) 
883  Morton  International  (US-437) 
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605  UPM-Kymmene  (FI4) 
166  U  S  West  (US-92) 
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677  Valeo  (FR-35) 
809  Vastar  Resources  (US-390) 
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277  Wachovia  (US-149) 
195  Walgreen  (US-106) 
6  Wal-Mart  Stores  (US-5) 
69  Walt  Disney  (US45) 
78  Warner-Lambert  (US-50) 
200  Washington  Mutual  (US-110) 
768  Washington  Post  (US-373) 
130  Waste  Management  (US-76) 
782  WellPoint  Health  (US-379) 
60  Wells  Fargo  (US41) 
565  West  Japan  Railway  (JA-65) 
355  Westpac  Banking  (AS-6) 
377  Weyerhaeuser  (US-196) 
731  Wharf  Holdings  (HK-11) 
859  Whirlpool  (US420) 
538  Whitbread  (BR-57) 
881  Willamette  Industries  (US435) 
955  Williams  (BR-105) 
204  Williams  (US-Ill) 
815  Winn-Dixie  Stores  (US-395) 
983  WMC  (AS-16) 
925  Wolseley  (BR-100) 
406  WoltersKluwer(NE-14) 
962  Woodside  Petroleum  (AS-14) 
447  Woolwich  (BR49) 
709  WPP  Group  (BR-79) 
464  Wrigley  (Wm.)  Jr.  (US-234) 
114  Xerox  (US-67) 
695  Xilmx  (US-342) 
662  XL  Capital  (US-328) 
148  Yahoo!  (US-81) 

380  Yamanouchi  Pharmaceutical  (JA44) 
644  Yamato  Transport  (JA-81) 
640  Yasuda  Fire  &  Manne  Insurance  (JA-1 13) 
838  Zions  Bancorporation  (US411) 
NR  Zurich  Allied  (SWI-6) 
86  Zurich  Financial  Services  Group  (BR/SWI-NR)  I 
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HAVING  TROUBLE  GETTING  YOUR 

E-BUSINESS  TO  BUSINESS? 


Extricity  Software:  powerful  Internet-based  solutions 
to  keep  your  suppliers  in  sync  with  your  customers. 


As  the  leader  in  business-to-business  integration,  Extricity"  Software  knows  that  serving  your 
e-commerce  customers  depends  on  the  efficient  management  of  your  suppliers — accurate 
inventory  management,  planning,  forecasting  and  fulfillment  at  the  speed  of  e-business. 

Extricity  AllianceSeries  is  the  industry's  only  comprehensive  software  application  that  works 
with  your  existing  IT  systems,  the  Internet  and  standard  software  technologies  like  XML  to 
synchronize  business  interactions  and  the  flow  of  information  between  customers,  partners 
and  suppliers — all  working  as  one.  Extricity  products  enhance  customer  service  as  well 
as  reduce  time  to  market,  inventories  and  cycle  times  by  more  than  40%. 

* 

Learn  how  Extricity's  customers  around  the  world,  such  as  Adaptec,  Ingram  Micro,"  The  North 

4a3at 
Face,'  Solectron,  TSMC    and  others,  have  demonstrated  leadership  in  their  markets  through 

powerful  e-business  solutions.  Call  us  at  800-497-6883  or  visit  our  Web  site  to  learn  how  we 

can  help  you  deploy  an  e-business  solution  today.  GXtriClty.COITI 


►n 


EXTRICITY 

SOFTWARE 


SETTING  THE  ASENDA  IN  BUSINESS-TO-BUSINESS  INTEGRATION 


F»tncity  and  Extncity  AllianceSenes  aro  trademarks  of  Extncity  Software    All  other  names  are  trademarks  of  their  respective  companies.  ©1999  Extncity  Software  Inc  All  rights  reserved. 
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EMERGING  MARKETS 
RE-EMERGE 

Asia  leads  the  way,  as  investors  regain  their  enthusiasm  for  venturing  abroad 


Dead.  Over.  Done  with.  That  pretty 
much  summed  up  the  attitude  of 
portfolio  investors  for  the  last  two 
years  toward  emerging  markets, 
which  they  avoided  like  the  plague.  In- 
vesting in  Thai  banks,  Russian  oil 
pumpers,  and  Johannesburg  gold  miners 
looked  like  a  formula  for  losing  money. 
And  it  was.  But  something  happened 
in  the  last  six  months:  Investors  redis- 
covered the  thrill  of  making  high-stakes 
bets  on  those  very  emerging-market 
bourses  they  recently  spurned.  The  re- 
turn of  enthusiasm  for  venturing  abroad 
is  clearly  reflected  in  business  week's 
1999  list  of  the  world's  top  100  emerg- 
ing-market companies,  ranked  by  mar- 
ket capitalization  by  Morgan  Stanley 
Capital  International. 

Asia  is  benefiting  from  the  biggest 
dose  of  optimism.  Of  the  top  five  compa- 
nies on  this  year's  list,  three  are  from 
Asia — compared  with  just  one  last  year, 
cash  cow  China  Telecom  of  Hong  Kong. 
Big  upward  bounces  in  currencies  helped 


support  the  Asian  surge. 
Skeptics  say  the  recovery 
looks  slow,  unsteady,  and 
fraught  with  pitfalls.  But  op- 
timists counter  that  the  re- 
gion has  clearly  pulled  back 
from  the  precipice.  Lower 
interest  rates,  low  inflation, 
economic  growth,  and  good 
corporate  earnings  forecasts — not  to  men- 
tion bold  attempts  at  reform  in  countries 
such  as  South  Korea  and  Thailand — make 
a  hot  story  for  stockpickers.  "It's  fair  to 
say  large  parts  of  Asia  have  'gotten  it' 
and  are  going  forward,"  says  Gary 
Greenberg,  emerging-market  portfolio 
manager  for  Van  Eck  Associates  in  New 
York.  "We've  got  a  sweet  spot  for  Asia 
right  now." 

Asian  companies  aren't  the  only  win- 
ners, however.  The  No.  1  spot  on  this 
year's  list  goes  to  Mexico's  Telefonos  de 
Mexico,  known  as  Telmex.  Investors 
love  the  Telmex  story:  Company  chief 
Carlos  Slim  Helii  actually  delivers  on 


REAL  STEEL 

Investors  consider 
Posco  one  of  the 
best  buys  in  Korea, 
which  is  showing 
new  strength 


phone  service,  boosts  p 
and  even  buys  back  s 
like  a  U.S.  corporate 
And  since  Wall  Street 
casts  3%  growth  this 
for      Mexico,      Telme 
proxy  for  the  whole  e 
my — looks  like  a  sur 
South  of  Mexico,  th 
the  picture  isn't  so 
The  real's  implosion  ha 
Brazilian   companies 
and  the  rest  of  the  cont 
has  felt  the  impact,  too. 
the  recent  uptick  in  oil 
has  relieved  the  gloo 
keeping  Petrobras  and 
gentina's  ypf  in  the  To 
Although  all  the  Latin 
ican  bourses  will  feel  tren 
from  the  Fed's  expected 
hike,  there's  optimism 
South  American  emeri 
markets  will  follow  the  n 
of  Asia's  recovery  by  the 
of  this  year. 

Even  in  Russia,  co 
dence  is  returning  after 
summer's  catastrophic 
lapse  of  the  ruble.  Wl 
most  Russian  compan 
slipped  in  rank  on  our 
and  four  fell  off  the  list 
together,  the  75%  deval 
tion  of  the  ruble  and  t 
jump  in  energy  prices  gs 
a  boost  to  exporters.  T 
big  beneficiaries:  gas  giant  Gazpr 
(No.  3)  and  oil  majors  Lukoil  (No. 
and  Surgutneftegaz  (No.  74). 
CURRENCY  BONANZA.  A  fall  in  the  lo 
currency  also  yielded  benefits  to  Soi 
African  companies,  which  are  still  s 
fering  from  the  plunge  in  world  gc 
prices.  The  20%  drop  in  the  rand  help 
the  mining  industry  offset  losses,  sin 
operating  costs  are  priced  in  rand  a 
minerals  are  sold  in  dollars. 

But  emerging  markets  aren't  ju 
commodity  plays.  High  tech  has  i 
place  on  the  list  as  well.  Taiwan  is 
big  winner  this  year.  That's  partly  b| 
cause  Taiwan's  biggest  market  is  in  t 
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Brig  U.S.,  where  i'('  growth  has  re- 

•d  steady.  And  multinational  hard 

;iml  semiconductor  companies  arc 

urcing  nunc  manufacturing  to  Tai 

makers  of  special  chips,  PCs,  ninth 

irds,  and  notebooks,  including  Acer, 

.  Quanta,  Asustek,  and   Inventec. 

re  seeing  substantial  increases  in 

from  (J.  S.  clients.  Says  Barry 

CEO  and  founder  of  Quanta,  which 

ed  on  the  list  with  an  initial  public 

ing  this  year:  "The  U.S.  market  is 

ing  so  well,  and  most  of  the  PC 

,     wuiies  in  Taiwan  are  doing  a  good 

WW     it  keeping  up  with  the  trends." 

mth  Korea — a  bombed-out  econo- 

pr  list  12  months  ago — has  also  found 

hack  4  strength.  A  restructuring  of  the  fi- 

]"'i:oial  system  has  turned  Korean  banks 

Street  f  key  beneficiaries  of  the  recovery. 

:<   onin  Bank  (debuting  at  No.  88  this 

Telmeif)  benefited  from  a  22$  purchase  by 

w  man,  Sachs  &  Co.  and  saw  its  stock 

rocket  eightfold  since  the  dark 

w,  thoq_t  of  crisis. 

UL  survivors.  Korean  blue  chips 

I  well  in  the  new  environment  of 

mis  bnism.  Utility  Korea  Electric  Power 

IKK i To,  No. 5),  a  government  mo- 

ily,  is  in  the  process  of  preparing  a 

sell-off  to  the  public.  To  pretty 


itself  up,  it  has  embarked  on  a  cost-cut- 
ting effort,  thus  driving  up  earnings  and 
cash  flow.  Korea  Telecom  (No.  8),  the 
backbone  of  the  telecommunications  sec- 
tor, has  also  sold  shares  to  outside  in- 
vestors. Korea  Telecom  and  Posco  (Po- 
hang  Iron  &  Steel,  No.  24),  have  their 
place  among  what  investors  consider  to 
be  the  best  buys  in  the  region.  "There's 


REBOUNDING  IN  RUSSIA? 

The  dei  ahuUion  qfthe  ruble  and  a 
jump  i 'i  energy  prices  got  e  a  boost 

to  Russia 's  oil  and  gas  exporters 

been   a   lot   Of  differentiation    b 

good  and  bad  companies/'  Bayi    Yun 

Seok,  director  of  equity  research  at 

Credit  Suisse  Pirsl   Boston  in  Seoul. 
Asia's  rebound  propelled  Soutl 

Asian  markets  too.  In  Thailand,  bank 
-tucks  were  among  the  first  to  recover 
as  investors  considered  them  bell- 
wethers of  an  improving  economy.  Thus 
Krung  Thai  Bank  and  Siam  Commer- 
cial Bank  climbed  back  onto  the  list 
after  an  absence  of  three  years,  as 
hope  returned  that  banks  could  clean 
up  their  books  and  start  lending  pru- 
dently. Says  Bruce  Steinberg,  Merrill 
Lynch  &  Co.'s  chief  economist:  "We're 
past  the  point  where  contagion  is  going 
to  happen  again."  And  past  the  point 
where  investors  flee  en  masse  from 
emerging  markets. 

By  Sheri  Prasso  in  New  York,  with 
Elisabeth  Malkin  in  Mexico  City,  Jen- 
nifer Veale  in  Seoul,  Jonathan  Moore  in 
Taipei,  and  bureau  reports 
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The  Top  100  Emerging-Market  Companies 
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COUNTRY 

MARKET 

VALUE 

U.S. 

SMIL 

PRICE 

PER  SHARE 

US  $ 

%CHANGE 

FROM  1998 

(U.S.  $)  (LOCAL) 

PRICE/ 
BOOK 
VALUE 
RATIO 

P/E 

RATIO 

YIELD 
% 

SALES 
US 

SMIL. 

PROFITS 
U.S. 
SMIL. 

ASSETS 
US. 
SMIL. 

RETURN 

ON 
EQUITY    INDUSTRY 

%          CODE 

4 

TELEfONOS  OE  MEXICO  (TEIMEX) 

Mexico 

33305 

4 

67 

84 

3.1 

18 

1.8 

8063 

1690 

13180a 

16.9 

55 

■    IH 

3 

CHINA  TELECOM  (HONG  KONG) 

China 

25294 

2 

21 

21 

3.9 

30 

0.0 

3182, 

833 

NA 

12.8 

55 

i 

1 

GAZPROM 

Russia 

24502 

10 

-26 

-26 

1.3 

61 

0.1 

5530a 

405a 

NA 

2. Id 

12 

\ 

TAIWAN  SEMICONDUCTOR  MFG. 

Taiwan 

21627 

4 

45 

40 

8.8 

57 

0.0 

1535 

469 

NA 

15.6 

35 

i 

32 

KOREA  ELECTRIC  POWER  (KEPCO) 

Korea 

19752 

31 

214 

165 

1.3 

21 

1.6 

11870* 

929* 

41623* 

6.1 

12 

1 

11 

ANGLO  AMERICAN 

South  Africa 

18487 

45 

-5 

14 

1.6 

13 

2.0 

NA 

808 

8266 

12.4 

71 

1 

12 

YPF 

Argentina 

15146 

43 

38 

38 

2.1 

28 

2.1 

5501 

580 

13148 

7.4 

11 

i 

NR 

KOREA  TELECOM 

Korea 

14731 

51 

NA 

NA 

3.0 

68 

0.7 

7396* 

218" 

NA 

4.4 

55 

1 

9 

CATHAY  LIFE  INSURANCE 

Taiwan 

14157 

3 

11 

7 

6.6 

31 

1.4 

NA 

NA 

NA 

21.3 

63 

) 

6 

PETROBRAS 

Brazil 

13317 

146 

-24 

13 

1.3 

20 

2.4 

10473 

807 

23313 

6.4 

11 

1 

46 

SAMSUNG  ELECTRONICS 

Korea 

12050 

70 

96 

65 

1.9 

40 

0.7 

16929* 

264* 

19442a* 

4.6 

41 

,2 

21 

HINDUSTAN  LEVER 

India 

11764 

54 

40 

44 

36.3 

52 

1.0 

2213* 

195" 

823a* 

69.7d 

44 

,3 

5 

ELETROBRAS 

Brazil 

11142 

21 

-34 

-2 

0.3 

6 

1.2 

5033 

1159 

51257 

4.9 

12 

4 

8 

HELLENIC  TELECOMMUNICATIONS  ORGANIZATION 

Greece 

10926 

22 

-18 

-16 

3.8 

16 

1.6 

3039 

687 

NA 

23.8d 

55 

'    5 

59 

NATIONAL  BANK  OF  GREECE 

Greece 

10879 

70 

103 

108 

6.1 

102 

1.5 

NA 

78a 

NA 

6.0 

61 

6 

37 

ASUSTEK  COMPUTER 

Taiwan 

9723 

12 

61 

55 

10.2 

25 

0.8 

1076 

354 

NA 

40.3 

35 

7 

26 

UNITED  MICROELECTRONICS 

Taiwan 

9548 

2 

32 

27 

4.2 

71 

0.0 

563* 

135" 

NA 

5.9 

35 

8 

NR 

QUANTA  COMPUTER 

Taiwan 

8922 

21 

NA 

NA 

17.1 

32 

0.2 

1586 

282 

NA 

54.1 

33 

I9 

28 

TELEKOM  MALAYSIA 

Malaysia 

8722 

3 

27 

48 

3.4 

41 

0.8 

1781 

215 

5415a 

8.5d 

55 

0 

23 

GRUPO  M00EL0 

Mexico 

8511 

3 

13 

24 

2.7 

32 

1.2 

2125 

242 

NA 

8.5 

43 

1 

NR 

TELEKOMUNIKACIAPOLSKA(TPSA) 

Poland 

8503 

6 

NA 

NA 

3.7 

32 

0.0 

2544 

264 

NA 

11.6 

55 

■ 

2 

18 

DE  BEERS  CONSOLIDATED  MINES 

South  Africa 

8291 

22 

3 

24 

2.2 

20 

4.1 

NA 

407 

4012a 

10.8 

26 

i  J 

27 

CIFRA 

Mexico 

8044 

2 

20 

32 

2.9 

27 

0.0 

5304 

287 

3661 

10.8 

54 

help 

83 

POHANG  IRON  &  STEEL (POSCO) 

Korea 

7767 

81 

134 

97 

1.2 

8 

1.3 

9388* 

946* 

16540a* 

14.8d 

25 

NR 

KRUNG  THAI  BANK 

Thailand 

7552 

1 

304 

271 

3.4 

-5 

0.0 

NA 

-1660* 

28721* 

NEG 

61 

li 

10 

TELECOMUNICACOES  DE  SAO  PAULO  (TELESP) 

Brazil 

7397 

123 

-42 

-13 

1.1 

12 

5.5 

2381* 

630* 

8246a* 

9.6 

55 

164 

SK  TELECOM 

Korea 

7369 

1117 

281 

221 

6.1 

58 

0.1 

2988* 

128* 

3459a' 

10  5d 

55 

« 

16 

VALE  DO  RIO  DOCE 

Brazil 

7048 

18 

-13 

31 

1.3 

12 

6.1 

NA 

599 

9914a 

10.7 

25 

!9 

?0 

TELEFONICA  OE  ARGENTINA 

Argentina 

6959 

3 

-1 

-1 

2.1 

14 

4.3 

3435 

511 

6549 

15.2 

55 

10 

29 

CHINA  DEVELOPMENT  INDUSTRIAL  BANK 

*  Taiwan 

6790 

2 

-1 

-4 

3.3 

24 

0.0 

NA 

222a* 

NA 

13.9 

62 

nonconsohdated  resui  i  on  1997  data,  b)  Based  on  1999  data,  c)  Results  are  lor  15  months,  d)  Difference  between  earnings  and  book  value  between  12  and  18  months    e)  Re 

'6  months.  IData  for  this  company  provided  by  Standard  &  Poor's  Compustat.  NA=Not  available.  NEG=Negative  return.  NM=Not  Meaningful.  Data:  Morgan  Stanley  Capital  International  Inc. 
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The  Top  100  Emerging-Market  Companies 


MARKET 

PRICE/ 

RETUBI' 

VALUE 

PRICE 

%CHANGE 

BOOK 

SALES 

PROFITS 

ASSETS 

ON 

RANK 

U.S. 

PER  SHARE 

FROM  1998 

VALUE 

P/E 

YIELD 

U.S. 

U.S. 

US 

EQUITY 

1999     1998 

COUNTRY 

$MIL 

U.S.$ 

(U.S.  $)  (LOCAL) 

RATIO 

RATIO 

% 

SMIL 

SMIL 

$  MIL 

31 

66 

ALPHA  CREDIT  BANK 

32 

35 

GRUPO  TELEVISA 

33 

25 

LUKOIL  HOLDING 

34 

NR 

PANAFON  HELLENIC  TELECOM 

35 

NR 

TEIESP  PARTICIPATES 

36 

19 

BANCO  ITAU 

37 

69 

ITC 

38 

54 

NAN  YA  PLASTICS 

39 

38 

MATAV 

40 

45 

TENAGA  NASIONAL 

Greece 

6724 

68 

42 

46 

7.0 

26 

1.9 

NA 

246 

NA 

27. 1( 

Mexico 

6432 

21 

6 

17 

4.4 

-492 

0.0 

1734 

79 

4338 

NEG 

Russia 

6378 

9 

-11 

-11 

4.0 

230 

0.1 

2170a 

73a 

NA 

1.7 

Greece 

6377 

25 

NA 

NA 

28.8 

48 

NA 

660 

133 

NA 

59.9 

Brazil 

6231 

22 

NA 

NA 

1.5 

19 

3.9 

2379 

394 

8995 

8.0 

Brazil 

6091 

509 

-15 

28 

2.3 

12 

3.3 

NA 

512 

NA 

18.9 

India 

6071 

25 

50 

54 

15.4 

42 

0.4 

820b" 

145b* 

743a* 

36.8 

Taiwan 

6032 

1 

15 

u 

2.3 

31 

0.0 

3450a 

191a 

NA 

7.6 

Hungary 

5981 

6 

1 

13 

5.6 

24 

0.6 

1331 

244 

NA 

23.5 

Malaysia 

5929 

2 

16 

35 

2.1 

-43 

0.4 

2559 

-692 

9784 

NEG 

41  41  CEMEX 

42  14  SOUTH  AFRICAN  BREWERIES 

43  49  CHINA  STEEL 

44  34  TELECOM  ARGENTINA 

45  65  SPT  TELECOM 

46  30  FIRST  COMMERCIAL  BANK 

47  85  MALAYAN  BANKING 

48  39  HUA  NAN  COMMERCIAL  BANK 

49  43  TURKIYE  IS  BANKASI 

50  13  FIRSTRAND 


Mexico 

South  Africa 

Taiwan 

Argentina 

Czech  Republic 

Taiwan 

Malaysia 

Taiwan 

Turkey 

South  Africa 


5748 
5708 
5630 
5602 
5552 

5455 
5434 
5279 
5275 
5186 


4 
8 
1 
6 
17 

2 
2 

2 
0 
1 


9 

-43 

14 

-8 

34 

-17 
69 

-12 
-1 

-51 


19 
-31 
10 
-8 
47 

-21 
96 

-16 
56 

-41 


1.1 
4.4 
1.5 
2.1 
2.2 

2.3 
2.9 

4.1 
4.9 
3.6 


6 

15 
11 
15 
33 

23 
NM 
22 
10 
46 


3.0 
3.6 

11.7 
5.0 
0.0 

1.8 
0.6 
1.8 
3.8 
2.5 


4402 

5222 

2988a 

3174 

1273 

NA* 
NA 
NA 
NA 
NA 


819 

371 

479a 

374 

168 

228* 

29 

233* 

332* 

112 


8509a 
3959 
NA 
6133 

NA 

NA 
25618 
NA 
NA 
NA 


61  94  BANGKOK  BANK 

62  63  ADVANCED  SEMICONDUCTOR  ENGINEERING  (ASE) 

63  88  TELEKOMUNIKASI  INDONESIA 

64  97  SAN  MIGUEL 

65  NR  WIPRO 

66  51  HELLENIC  BOTTLING 

67  79  COPEC 

68  110  ANGLO  AMERICAN  PLATINUM 

69  15  BANCO  DO  BRASIL 

70  75  AKBANK 


71 

36 

CHANG  HWA  COMMERCIAL  BANK 

72 

123 

TATUNG 

73 

NR 

EMBRATEL  PARTICIPATES 

74 

106 

SURGUTNEFTEGAZ 

75 

NR 

ANGLOGOLD 

76  87  AYALA 

77  NR  GUDANGGARAM 

78  98  ACER 

79  53  GRUPO  CARSO 

80  60  REMBRANDT  GROUP 

81  NR  UNITED  WORLD  CHINESE  COMMERCIAL  BANK 

82  73  RELIANCE  INDUSTRIES 

83  67  PETRONASGAS 

84  24  LIBERTY  LIFE  ASSOCIATION  OF  AFRICA 

85  127  ERGO  BANK 


Thailand 

Taiwan 

Indonesia 

Philippines 

India 

Greece 

Chile 

South  Africa 

Brazil 

Turkey 

Taiwan 

Taiwan 

Brazil 

Russia 

South  Africa 

Philippines 

Indonesia 

Taiwan 

Mexico 

South  Africa 

Taiwan 

India 

Malaysia 

South  Africa 

Greece 


4545 
4489 
4479 
4397 
4377 

4177 
4079 
4019 
4015 
3996 

3992 
3984 
3979 
3958 
3857 

3841 
3812 
3794 
3781 
3731 

3688 
3684 
3654 
3653 
3646 


3 
3 
0 
2 
96 

29 
3 

19 
6 
0 

1 
1 

14 
0 

39 

0 
2 
1 
4 
7 

1 

4 

2 

14 

90 


52 

7 

45 

46 

116 

-13 
13 
54 

-55 
5 

-36 

70 

NA 

50 

-21 

23 
170 

25 
-19 
-13 

NA 
-3 

-11 

-51 

44 


39 
3 
3 

43 
122 

-11 
22 
86 

-33 
65 

-38 
63 

NA 
50 
-5 

20 
93 
20 

-11 
4 

NA 

0 

3 

-41 

48 


1.7 
6.0 
3.4 
2.7 
43.4 

8.0 
1.1 
4.9 
1.0 
5.2 

2.2 
2.9 

1.5 
2.4 
3.2 

3.4 
7.5 
2.4 
1.6 
1.6 

3.5 
1.3 
3.9 
1.2 
4.5 


-3 
92 

19 

46 

110 

38 

54 

18 

8 

8 

24 
-69 
67 
58 
16 

22 
28 
65 
12 
10 

20 
9 
17 
10 
20 


1.7 
0.0 
1.3 
0.9 
0.0 

0.8 
1.0 
3.3 
3.7 
5.2 

2.3 

1.3 
NA 
0.2 
6.4 

0.5 
0.8 
0.0 
2.5 
2.4 

2.7 
2.2 

1.4 
5.5 
2.2 


NA 

635 

817 

2059 

416b 

1377 
2905a 
975e 

NA 
NA 

NA 
1016a 
2326 
992a 
1979 

NA 
1235 
5186 
3685 

NA 

NA 
3128* 
359b 
1849 

NA 


-1344 

49 

145 

84 

40b 

110 

177a 

181e 

506 

487* 

163* 
122a 
72 
106a 
247 

173 
138 
76 
294 
360 

185 

386* 

210b 

353 

168 


34271 

NA 

2473a 

3179a 

NA 

NA 

5877b 

1325 

NA 

NA 

NA 
NA 
4713 
NA 
NA 

2779a 
809 

NA 
4081a 
2663 

NA 
5691* 
1628 
18316 

NA 


86  78  FEMSA 

87  NR  SIAM  COMMERCIAL  BANK 

88  NR  KOOKMINBANK 

89  102  PHILIPPINE  LONG  DISTANCE  TELEPHONE 

90  50  SASOL 

91  47  TELEFONICA  DEL  PERU 

92  31  STANDARD  BANK  INVESTMENT 

93  44  CEMIG 

94  70  GRUPO  FINANCIEROBANAMEX-ACCIVAL(BANACCI) 

95  115  WINBOND  ELECTRONICS 

96  58  SHIN  KONG  LIFE  INSURANCE 

97  61  CERVEJARIA  BRAHMA 

98  57  NACIONALTELEFONOSDE  VENEZUELA  (CANTV) 

99  NR  ADVANCED  INFO  SERVICE 

100  NR  INVENTEC 


Taiwan 

Brazil 

Venezuela 

Thailand 

Taiwan 


3345 
3312 
3307 
3290 
3242 


2 

503 

3 

12 
4 


-24 

-14 

-25 

NA 

NA 


-27 
29 

-17 
NA 
NA 


3.6 
4.4 
0.8 
5.4 
8.6 


NA 
19 
14 
36 
31 


2.8 

2.4 
6.3 
0.0 
0.0 


NA 

1835 

2057 

403 

1528 


37.6 

191 

239 

80 

105 


NA 

NA 

NA 

1 

NA 


18.1 
29.0 
13.5 
13.7 
6.8 

9.8 

0.0 

18.7 

48.5 

7.7 


51 

68 

FORMOSA  PLASTICS 

Taiwan 

5163 

2 

19 

14 

2.9 

26 

1.3 

1094 

188 

NA 

11.1 

52 

55 

PEREZ  COMPANC 

Argentina 

5085 

6 

10 

10 

2.3 

28 

1.2 

1309 

205 

4515a 

8.0 

53 

56 

TELECOMUNICACIONES  DE  CHILE  (CTC) 

Chile 

5042 

5 

0 

8 

2.0 

20 

1.5 

1542 

265 

5600 

10.0 

54 

17 

BANCO  BRADESCO 

Brazil 

4914 

5 

-34 

-1 

1.5 

9 

7.9 

NA 

589 

39857 

16.0 

55 

64 

TUPRAS  TURKIYE  PETROL  RAFINERILERI 

Turkey 

4871 

0 

14 

80 

10.1 

21 

0.0 

2038* 

237* 

NA 

48.9 

56 

33 

NEDCOR 

South  Africa 

4733 

20 

-25 

-9 

3.2 

17 

2.5 

NA 

355c 

NA 

19.3 

57 

NR 

TELE  NORTE  LESTE  PARTICIPATES 

Brazil 

4731 

17 

NA 

NA 

10.9 

38 

2.4 

2999 

102 

8575 

28.5 

58 

NR 

COMMERCIAL  BANK  OF  GREECE 

Greece 

4720 

181 

218 

225 

7.4 

48 

0.6 

NA 

98* 

NA 

15.4( 

59 

95 

HON  HAI  PRECISION  INDUSTRY 

Taiwan 

4626 

6 

54 

49 

9.0 

28 

0.0 

1220 

168 

NA 

32.5 

60 

40 

KIMBERLY-CLARK  OE  MEXICO 

Mexico 

4620 

3 

-20 

-12 

3.7 

19 

3.7 

1266 

218 

1564a 

19.7 

NEG 

6.6 

17.8 

5.8 
39.3d 

21.1 
2.0 
27.6 
13.1 
65.0 

9.1 

NEG 

2.2 

4.1 

NA 

15.4 
26.9 
3.6 
13.0 
15.6 

17.3d 

14.2 

22.3d 

12.0 

22.7 


Mexico 

3626 

3 

0 

10 

2.4 

17 

NA 

3432 

140 

NA 

13.9        4 

Thailand 

3600 

1 

NA 

NA 

1.2 

-8 

0.0 

NA 

-347* 

NA 

NEG        6 

Korea 

3565 

15 

206 

158 

1.4 

58 

1.1 

NA 

62* 

NA 

2.5       6 

Philippines 

3556 

29 

14 

12 

2.4 

122 

0.4 

1240 

29 

5120a 

2.0d      5 

South  Africa 

3515 

6 

-27 
-32 

-12 

1.7 

11 

4.1 

2686 

332 

3790 

15.8       2 

Peru 

3425 

1 

-21 

2.0 

24 

3.9 

1190 

202 

2674a 

8.6       5 

South  Africa 

3423 

3 

-46 

-35 

1.9 

10 

3.0 

NA 

308a 

NA 

18.4       6 

Brazil 

3420 

22 

-35 

-3 

0.7 

12 

12.0 

1390* 

281* 

6586* 

6.0        1 

Mexico 

3401 

2 

-18 

-10 

l-.l 

8 

0.0 

NA 

359 

30712 

14.0       6 

Taiwan 

3347 

1 

15 

11 

2.3 

-260 

0.0 

479 

-12 

NA 

NEG       3 

NA 
23.0 

5.5 
15.1 
28. Id 
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Oracle, 


the  world's  second 


largest  software  company,  is... 


No.1 


on  the  Internet 


IBM      6CA 

Microsoft  99? 


No.1 


in  database1 


IBM     I9c/c 


Microsoft  59£ 


The  world's  most  successful  companies  rely  on  Oracle  for  e-business.  Do  you 


? 


www.orade.com/ebusiness  or  call  1-X00-462-0220,  ext.  25065 
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Intemei  racist  ■ 
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ORACLG 


Media 


THE  INTERNET 


RUPERT  DOES 
THE  CYBERHUSTLE 

Belatedly,  Murdoch's  News  Corp.  is  tackling  the  Web 


Rupert  Murdoch's  News  Corp.  sells 
$12  billion  a  year  worth  of  con- 
tent to  all  corners  of  the  globe, 
and  Murdoch's  place  among  his- 
tory's top  media  magnates  is  secure. 
But  when  it  comes  to  the  Net,  News 
Corp.  has  been  seen  as  a  laggard.  While 
Web  sites  by  such  traditional  media  ri- 
vals as  Time  Warner,  Walt  Disney,  and 


room  for  a  fourth  U.  S.  TV  network 
when  he  launched  the  Fox  Network. 
He  is  ramping  up  a  Web  strategy  aimed 
at  extending  into  cyberspace  an  empire 
that  also  embraces  the  20th  Century 
Fox  film  studio,  satellite  broadcasters 
in  Asian  countries  and  Britain,  news- 
papers in  Australia  and  Britain,  the 
New  York  Post,  a  handful  of  cable  chan- 


nbc  routinely  rank  among  the  10  most 
visited,  according  to  Media  Metrix,  the 
most  popular  News  Corp.  information 
site  ranked  a  withering  No.  71  in  May. 

Murdoch  admits  he  has  missed  some 
Internet  bonanzas — such  as  his  decision 
a  few  years  ago  against  taking  a  stake 
in  America  Online  Inc.  "Bill  Gates  as- 
sured me  [aol]  would  be  done  by 
Christmas,"  recalls  Murdoch.  "He  told 
me:  'They  don't  have  a  business  plan.' " 

But  Murdoch  won't  concede  he  has 
missed  his  chance  on  the  Web — any 
more  than  he  accepted  there  was  no 


nels,  and  book  publisher  HarperCollins. 

News  Corp.  seems  to  have  awakened 
to  the  Web's  possibilities — especially  in 
the  far-flung  countries  where  the  Inter- 
net is  less  developed  but  where  Mur- 
doch's tentacles  extend.  In  Australia, 
it's  launching  career  and  auction  sites;  in 
Britain,  it's  rolling  out  a  free  Internet 
service  provider,  called  CurrantBun, 
linked  to  its  racy  Sun  tabloid. 

Murdoch  is  also  branching  out  into 
new  Net  territory,  forging  a  partnership 
with  the  star  of  Web  investing,  Softbank 
Corp.'s  Masayoshi  Son.  Meanwhile,  as 


Disney  and  nbc  pursue  a  new  st 
using  traditional  media  muscle  td 
Web-users  to  their  Go.com  and  Sn| 
portals,  Murdoch  is  betting  on  his 
terest  in  TV  Guide  Inc.  He  thinks! 
active  guides  for  cable  TV  could  I 
to  be  the  ideal  portal  for  TV  and,| 
tually,  the  Web.  "We  clearly  are 
the  groundwork  for  a  much  bold| 
proach  to  the  Internet,"  he  says. 
"WAKE-UP."  What's  behind  the 
Murdoch's  son  and  News  Corp. 
tive  Vice-President  Lachlan  Mi 
says  aol  was  only  one  instance:| 
year  the  company  passed  on  a  coi 
Web  businesses  whose  stocks 
quently  zoomed.  Says  Lachlan: 
were  a  couple  of  wake-up  calls  thj 

To  try  not  to  miss  any  more 
falls,  News  Corp.  in  April  comr 
as  much  as  $300  million  to  create 
venture-capital  company,  called 
ners,  that  will  invest  in  Web  busi 

FATHER  AND  SON 

Rupert  concedes  th< 
the  company  has  mi; 
past  Net  bonanzas. 
Now,  James,  26,  is 
orchestrating  its 
online  strategy 

unrelated  to  its  core  m 
operations.  A  ( step  in 
direction  was  the  plar 
July  1  announcement  b 
partners  that  News  C 
and  Softbank  are  formin 
ventures,  a  $50  million  j 
nership  to  launch  vers 
of  U.  S.  Web  businesse 
Australia,  Britain,  India, 
New  Zealand.  E-ventu 
first  deal  is  to  launch  eL 
the  biggest  online  mort 
broker  in  the   U.  S 
those  markets. 

News  Corp.  will  pro-\ 
its  local  presence  and  n 
keting  savvy,  while  S 
bank — with  big  stakes  in  Yahoo!  Inc. 
E-Trade,  among  others — seems  to  ki 
a  good  Web  investment  when  it 
one.  "What  it  does  is  many  the  lead 
Internet  investor  with  a  new  entrep 
neurial  group  within  a  big  media  com 
ny,"  says  e-partners  ceo  Mark  Boo 
the  former  head  of  Murdoch's  BSk 
satellite  service.  "We  can  deal  at  a  spt 
and  scale  that  we  think  is  very  uniqu 
Keen  on  financial  services,  e-partn< 
has  also  taken  a  minority  stake  in  W 
Hambrecht  &  Co.,  the  Silicon  Valley 
vestment  bank  specializing  in  taking  co 
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Little  League  Baseball®  and  CNA 
help  kids  live  out  their  dreams. 

I/Men  it  comes  to  insurance,  CNA  is  a  first-round  choice  with  the  bench  strength  of  $62  billion  in  assets  and 

i 

over  100  years  of  experience.  For  Little  League  Baseball,  the  expertise  of  CNA  Risk  Management  helps  keep 
the  game  safe,  while  CNA  Group  Benefits  covers  the  players,  coaches  and  volunteers  should  they  be  added 
to  the  injured  list.  You'll  find  we  understand  all  kinds  of  dreams  and  offer  all  kinds  of  ways  to  protect  them. 
For  your  business  -  and  your  life,  visit  us  at  www.cna.com 


For  All  the  Commitments  You  Make 


® 


CNA  is  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation 
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This  mill  be  the 

most  influential 

gathering  of 

world  leaders 

this  millennium. 

Be  part  of  it. 

Telecopi  99  +  iriTERRCTiUE  99  Forum. 
Geneua.  10-17  October  1999 


The  most  influential?  More  than  Versailles? 
Munich?  Yalta?  Think  about  it:  Gates. 
Gerstner.  Piatt.  Armstrong.  McNealy.  Galvin. 
Ellison.  These  are  the  real  world  leaders 
of  today,  and  they  more  profoundly  affect 
our  day-to-day  lives  than  any  general 
or  politician.  They,  plus  a  dozen  more  key 
corporate  and  ministry  heads,  will 
meet, talk  and  interact  face  to  face  at  the 


TELECOM  99  +  INTERACTIVE  99  Forum  in 
Geneva  this  October.  There's  never  been 
an  event  quite  like  it.  There  may  never 
be  again.  So  send  off  for  your  Preliminary 
Forum  Programme  today.  And  be  part 
of  history  in  the  making. 

Be  there... 

and  Join  the  World! 


ITU  TELECOM    Place  des  Nations    CH-1 211  Geneva  20    Switzerland 
Tel.:  +41  22  730  6161     Fax:  +41  22  730  6444    Internet  telecom99@itu.int    URL:  http://www.itu.int/TELECOM 


TELECOM 


Geneva,  10-17  October 


Inter@ctiv« 


International  Telecommunication  ui 


■s  public  on  the  Web  via  auction. 
though  skeptical  of  Web  stock  val- 
ine even  at  current   levels,  Rupert 
loch  is  keen  to  make  acquisitions — 
he  predicts,  there  is  a  "major  cor- 
>n"  in  Web  stocks.  "There  may  be  a 
f  little  companies  that  have  really 
ideas  that   are  now  selling  for  a 
le  of  billion  dollars  that  would  then 
elling  for  $500  million,"  he  says, 
it  would  be  of  interest  to  us." 
.SEA  CHIC.  And  if  the  notion  holds 
that  the  Internet  is  to  be  ruled  by 
lty  somethings,  Murdoch  has  that 
e  well  covered  in  the  family.  While 
ilan,  27,  has  been  pegged  as  the 
most  likely  to  succeed  his  68-year- 
ather,  the  company's  online  strategy 
prseen  by  the  youngest  of  Mur- 
i's  four  children,  James,  26.  He  op- 
es News  America  Digital  Publishing 
l  offices  in  New  York's  hip  Chelsea 
rict — brimming  with  Fox  online  pro- 
nmers  and  producers  and  located  at 
fe  remove  from  News  Corp.'s  mid- 
n  office  tower.  In  the  past  year, 
ies  has  overseen  a  string  of  Web- 
ted  moves,  including  small  stakes  in 
mess  site  TheStreet.com,  online  ser- 
!  juno.com,   pharmacy   site   Plan- 
x.com,  and,  most  recently,  communi- 


ty site  Bixdegrees.com.  Typical  of  how 
media  companies  are  trying  to  integrate 

Web  businesses  with  so  called  "old"  mi 
dia,  TheStreet.com  will  be  featured  on  a 
Pox  News  Channel  TV  show.  And  the 
stake  in  Planet Rx  ties  into  Pox's  plans 
to  launch  a  Web  site  linked  closely  to  its 


RUPERT.COM 


News  Corp.  's  Net  push  includes: 

•  A  half-stake  in  TV  Guide  and  its 
interactive  programming  guides  to 
navigate  TV-Web  convergence 


•  The  newly  created  $300  million 
e-partners,  which  has 

formed  a  partnership  with 
Softbank  to  launch  U.S.  Web 
businesses  internationally 

•  Increased  investment  in  news- 
paper sites  in  Australia  and 
Britain,  plus  foxnews.com, 
foxsports.com, and  fox.com 

•  Small  stakes  in  Web  companies 
TheStreet.com,  Juno  Online  Ser- 
vices Inc.,  sixdegrees.com,  and 
PlanetRx.com 


new    Health    Network    cable    channel. 

While  I  •  tudying  w  ■■■ 

deals  and  revamping  I ■'<>■  ting 

.  James'f  200-strong  group 
developing  interactive  tv  services  and 
broadband   versions  of  the   Pox   re 
and  spoils  sites  for  high-speed  ace 
services,  such  as  At   Home  Corp.  and 
Road  Runner.  With  only  3095  of  Ameri- 
cans on  the  Web  so  far  and  with  most 
of  them  using  dial-up  services  \'<>r  In- 
ternet access,  such  services  won't  be 
put  to  the  test  anytime  soon. 

But  James  believes  that  once  broad- 
band access  becomes  widespread  in  5 
to  10  years,  content  providers  will  win 
the  day,  thanks  to  their  familiar  brands, 
sports  rights,  and  program  libraries. 
And  both  father  and  son  are  of  the 
mind  that  digital  television — which  will 
allow  content  to  be  ordered  up  on  de- 
mand and  played  with — could  prove  a 
more  viable  business  than  the  Web  it- 
self. "We're  not  freaking  out  about  to- 
day," says  James.  "We're  trying  to  build 
long-term  earnings  stories  out  of  these 
businesses." 

In  News  America's  office,  for  in- 
stance, is  a  demo  version  of  an  enhanced 
broadcast  for  one  of  the  many  sports 
rights    News    Corp.    owns — a    Major 


mpuler  Corporation  All  ngnta  rn««rved  All  n«im«  an  iradernartts  or  registered  Indamofks of  Weir  respective  companies 
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Reach  these  Business  Week  adve 


ABB 

www.abb.com 

AboveNet  Communications,  Inc. 

www.above.net 

ADT  Security  Systems 

www.adt.com/business.htm 

Al  Ahram  Beverages  Company 

www.alahrambeverages.com 

Al-Mal  Kuwati  Company 

www.vegamedia.com 

Alahli  Bank  of  Kuwait 

www.vegamedia.com 

American  Electric  Power  (AEP) 

www.aep.com 

Applied  Materials 

www.appliedmaterials.com 

Arabian  International  Construction 

www.aic.com.eg 
AT&T 

www.att.com 

BASF  South  East  Asia 

www.  basf -sea  .com .  sg 

BREITLING  WATCHES 

www.breitling.com 

Cadence  Design  Systems 

www.cadence.com 

Cadence  Design 
Systems  (S)  Pte  Ltd 

www.cadence.com.sg 

Cap  Gemini 

www.capgemini.com 

CDW,  Computer  Centers,  Inc. 

www.cdw.com 

Commercial  International  Bank 

www.cibeg.com 

Compaq 

www.compaq.com 


Computer  Associates 

www.cai.com 

Danka 

www.danka.com 

Deloitte  &  Touch  LLP 

www.dttus.com 

Dubai  Investment  Park 

www.dipark.com 

DuPont 

www.dupont.com/antron 

EEFG  -  Hermes 

www.efg-hermes.com 

Ericsson  Mobile  Phones 

www.ericsson.com/us/phones 

Ernst  &  Young 

www.ey.com 

Extricity 

www.extricity.com 

Goldman  Sachs 

www.gs.com 

GTE  Internetworking 

www.internetworking.gte.com 

Hewlett-Packard 

www.hp.com 

Honeywell 

www.honeywell.com 

HP  ECSO 

www.surestore-e.com 

HSBC  Group 

www.hsbc.com 

IBM 

www.ibm.com 

Infinium  Software 
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lie  Baseball  game.  I  fsing  a  sp 
>tc  control  ami  a  variat  ion  of  a  set 
Bgital  box  being  introduced  later 
year  to  BSkyB  subscribers,  fans 

choose   from  a  number  of  camera 

s  from  which  to  watch,  check  Bta- 
OT  split  the  screen  to  watch  a 
iy.  "We  talk  a  lot  about  interactive 
ecause  we  think  this  is  where  all 
ems, fnc.  stuff  leads,"  says  .lames. 

IORIA.  It  is  also  where  News  Corp. 
performed  a  feat  of  Web  alchemy, 
year  it  merged  what  seemed  a  de- 

■  asset — rv  Guide  magazine — with  a 
of  John  C.  Malone's  Liberty  Media 
).  that  includes  a  maker  of  onscreen 
es.  Partly  on  the  strength  of  an  ex- 
ve  deal  with  new  cable  heavy  at&t 
).,  tv  Guide  Inc.  has  since  caught 
with  investors  excited  about  the 

ipeet  of  a  screen  that  pops  up  every 

■  the  TV — or  whatever  it  evolves 
—is  turned  on.  Tlu-ough  the  guide, 
'ers  could  be  able  to  perform  Web- 
tasks  such  as  sending  E-mail  and 

«ring  pizzas.  Since  the  merger  was 
junced  a  year  ago,  News  Corp.'s  49% 
e  in  TV  Guide  has  increased  in  value 
!1.3  billion. 

hese  days,  of  course,  such  gains  from 
>  euphoria  can  seem  routine.  Even 
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with  News  Corp.'s  Btepped  up  plans,  the 

likes  of  Disney,  Tune  Warner,  and  \i;<    re 
main   more  active  and   more  advanced. 

Thomas  Rogers,  president  ofNBt  'able, 

says  there  are  "a  lot  of  questions"  about 

whether  consumers  will  rely  on  the  TV 

Guide  screen  to  navigate  the  digital 


LONG  VIEW 


and  K  commerce  model  that   -o  far  • 

\ui  has  perfected  "If  you  look  al 

a  big  cable  network,  th  big 

market    capitalization  and  these  people 
want  to  encroach  on  it." 

But  better  than  most,  Murdoch  knows 
what  Web  mistakes  feel  like.  Aside  from 


"We're  not  freaking  out  about 
today,"  says  James  Murdoch.  "We're  trying 
to  build  long-term  earnings  stories  out  of 
these  businesses" 


world,  or  just  click  through  it  to  another 
portal  such  as  Yahoo!  or  nbc's  Snap.  And 
while  Rogers  agrees  that  it  is  too  early 
in  the  media  Web  wars  to  declare  win- 
ners and  losers,  he  believes  companies 
like  his  that  have  already  established  a 
beachhead  have  the  edge.  "Other  com- 
panies have  done  more  than  us,  but  I 
don't  know  that  they  have  a  lot  to  show 
for  it,"  says  Rupert  Murdoch. 

The  endgame,  says  Larry  Haverty  of 
State  Street  Research  in  Boston,  is  for  all 
the  media  giants  to  try  to  grab  a  piece  of 
the  lucrative  subscription,  advertising, 


missed  investment  opportunities,  his 
failed  mid-'90s  attempt  to  build  Delphi  In- 
ternet Services  into  a  major  online  ser- 
vice remains  a  blemish.  "We  made  a  lot 
of  mistakes  there,"  he  admits.  Clearly, 
he  is  determined  not  to  repeat  them.  In 
fact,  the  just-remarried  mogul  was  plan- 
ning to  cut  into  his  honeymoon  to  fly  to 
London  to  attend  the  announcement  of 
the  Softbank  partnership.  In  old  or  new 
media,  Murdoch  plays  to  win. 

By  Richard  Silclos  in  New  York, 
with  Stanley  Reed  and  Heidi  Dawley 
in  London 


www.compaq.com/nonstopfacts 


ONE  FAMILY'S  STORY 

For  Dave  and  Lynn  Frohnmayer  of  Eu- 
gene, Ore.,  and  their  children  Mark,  24, 
Jonathan,  14,  and  Amy,  12,  the  joys  of 
family  life  mingle  with  anger,  denial, 
and  grief.  Missing  from  their  portrait  are  two 
daughters,  Kirsten  and  Katie,  claimed  by  a 
rare  and  poorly  understood  genetic  disease 
called  Fanconi  anemia.  Kirsten,  who  respond- 
ed to  a  controversial  experimental  treatment 
with  a  male  hormone,  lived  to  be  24.  Katie, 
with  more  serious  complications,  died  at  12. 

The  shadow  of  illness  has  still  not  left  the 
Frohnmayers.  Their  third  daughter,  Amy,  who 
just  finished  sixth  grade,  has  long,  blond,  gen- 
tly curling  hair,  blue  eyes,  and  a  fondness 
just  now  for  green  nail  polish — and  is  also 
afflicted.  This  time,  however,  the  family  is 
hoping  they  will  not,  once  again,  be  compelled 
to  watch  helplessly  as  a  daughter  dies. 

Researchers  around  the  world  are  begin- 
ning the  first  human  trials  of  promising  new 
methods  of  gene  therapy — curing  disease  at 
the  most  fundamental  level  by  correcting  the 


PICTURE  OF  DISEASE 

■  Special  cells  in  the  bone  marrow  generate  all  of 
the  body's  blood  cells.  Healthy  bone  marrow  is 
packed  with  developing  red  and  white  blood  cells 
(left).  In  contrast,  the  bone  marrow  from  a  patient 
with  fanconi  anemia  is  eerily  empty  (right),  due 
to  premature  cell  death. 
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The  first  attempts 

produced  flickers  of 

hope-but  failed.  For  the  Frohnmayer  family, 

that  left  unrelenting  grief.  Now  they're  helping 

researchers  fight  the  killer  in  their  midst 


THE  FROHNMAYERS:  AMY,  MARK,  DAVE,  JONATHAN,  AND  LYNN 
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genetic  errors  responsible  for  it.  The  newest  gene-therapy 
techniques  represent  a  substantial  advance  over  methods 
that  were  only  partly  successful  a  decade  ago.  These  new  ef- 
forts, and  the  further  advances  sure  to  follow,  could  ulti- 
mately transform  the  treatment  of  heart  disease,  cancer,  and 
scores  of  other  ailments — including  inherited  disorders  such  as 
Fanconi  anemia. 

Whether  the  new  techniques  will  be  perfected  in  time  to 
save  Amy  is  uncertain.  But  the  Frohnmayers  had  no  hope  at 
all  with  their  first  two  daughters.  Fanconi  anemia  was  a 

mystery  to  geneticists, 
who  could  describe 
the  symptoms  but  had 
no  idea  what  caused 
them.  Dave,  then  Oregon's  attorney  general  and  now  presi- 
dent of  the  University  of  Oregon,  and  Lynn,  a  social  worker, 
launched  an  effort  to  learn  everything  they  could  about  the 
disease.  When  they  realized  how  little  was  known,  they 
started  raising  money  to  fund  research.  That  effort  blos- 
somed into  the  Fanconi  Anemia  Research  Fund  Inc.,  a  full- 
fledged  research  program  that  has  raised  $6  million  and  led 
directly  to  the  characterization  of  three  of  the  eight  genes 
known  to  be  responsible  for  Fanconi  anemia. 

When  the  Frohnmayers  began,  only  a  handful  of  re- 
searchers had  more  than  a  casual  familiarity  with  the  disease. 
Now  there  are  more  than  40  scientists  studying  it  in  Am- 
sterdam, Paris,  Seattle,  Boston,  at  the  National  Institutes  of 
Health  (nih)  in  Bethesda,  Md.,  and  elsewhere.  When  Kirsten 
and  Katie  fell  sick,  the  Frohnmayers  could  do  little  but  com- 
fort them.  With  Amy,  they  are  in  a  race. 

The  first  attempt  to  correct  a  genetic  disease  in  a  human 
being  was  made  in  September,  1990.  W  French  Anderson, 
then  at  the  nih,  treated  a  four-year-old  Cleveland  girl  named 
Ashanthi  DeSilva  suffering  from  a  genetic  disorder  called 
adenosine  deaminase  deficiency.  The  disease  stems  from  a  mu- 
tation in  the  gene  for  an  enzyme  called  adenosine  deami- 
nase, or  ada,  and  cripples  the  immune  system,  leaving  its  vic- 
tims defenseless  against  infections.  Anderson's  treatment  had 
worked  well  when  applied  to  cells  in  a  lab  dish,  but  when  he 
gave  it  to  his  young  patient,  it  was  disappointing.  It  produced 
only  a  partial  correction  of  her  ADA  deficiency. 
TROJAN  HORSE.  The  treatment  depended  upon  a  clever  strat- 
egy under  development  at  the  time  in  a  handful  of  laborato- 
ries. The  problem  the  researchers  faced  was  that  gene  ther- 
apy would  not  be  effective  unless  the  corrective  genes  were 
inserted  into  the  nuclei  of  thousands  or  even  millions  of  dis- 
eased cells.  In  most  cases,  simply  injecting  the  genes  into  the 
specific  tissue  where  they  were  needed  would  have  no  effect, 
because  the  genes  would  not  reach  the  cells'  nuclei. 

Investigators  then  realized  that  nature  had  given  them 
an  unlikely  tool  for  the  job.  Many  viruses  produce  disease  by 
entering  cell  nuclei  and  integrating  their  genes  with  those  of 
the  cells.  Anderson  removed  white  blood  cells  from  his  young 
patient  and  mixed  them  with  a  specially  engineered  virus  in 


FIXING  A  GENE 

Thousands  of  people, 
many  of  them 
children,  die  each 
year  from  genetic 
diseases.  Too  often, 
there  is  no  treatment, 
only  this  wish:  that 
biologists  will  learn  to 
reach  into  cells  and 
correct  the  fatal 
genetic  error.  Here's 
how  researchers 
envision  treating  two 
such  diseases,  cystic 
fibrosis  and  Fanconi 
anemia. 


■  Using  molecul 
biology  technique^ 
a  corrected  copy  <| 
the  gene  is 
inserted  into  a 
modified  virus. 
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which  the  key  disease-causing  genes  had  been  removed  < 
working  copy  of  the  adenosine  deaminase  gene  added.  I 
virus  behaved  as  expected,  it  would  infect  the  cells  bi 
stead  of  inserting  viral  disease  genes,  it  would  pass  or 
ADA  gene.  The  infected  cells  would  then  begin  to  produce 
correcting  Ashanthi's  deficiency. 

The  experiment  proved  that  the  concept  could  work, 
a  period  of  two  years,  the  procedure  was  repeated  abc  i 
dozen  times,  and  her  body  now  produces  about  25%  of  | 
normal  amount  of  ADA.  But  that's  not  quite  enough, 
Ashanthi,  now  12  years  old  and  in  the  seventh  grade, 
tinues  to  need  injections  of  ADA.  The  gene  therapy  isn't 
efficient — the  number  of  cells  that  acquired  the  correc 
gene  was  too  small.  "We  got  a  rude  awakening,"  says 
derson.  "It  is  much  more  difficult  to  get  genes  into 
than  we  thought  it  would  be,  and  once  in  the  cells,  g#! 
were  turned  off  after  a  few  days  or  weeks."  The  gene  thei 
eased  Ashanthi's  symptoms,  but  it  wasn't  yet  close  to  a  c 

The  disappointing  outcome  sent  researchers  back  to  t! 
labs  to  design  better  viral  delivery  systems  and  other  md21 
of  getting  genes  where  they  needed  to  go.  "All  along, 
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THE  GENE 

THERAPIST'S 

TOOLBOX 

There  are  now  many  ways  to 
deliver  a  corrective  gene  to 
affected  tissue. 
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RETROVIRUS 

ADVANTAGES 

The  inserted  genes 
are  stable  and  can 
carry  large  genes. 

DISADVANTAGES 

The  introduced 
genes  can  disrupt  genes  and  harm 
the  cell.  Or  they  can  provoke  an 
immune  response. 


NAKED  DNA 

ADVANTAGES 

Doesn't  cause  an 
immune 
response.  Can 
carry  large  genes. 

DISADVANTAGES 

Inefficient  at  inserting  genes  i 
cells.  Genes  may  not  make  en  j) 
product  to  cure  a  patient. 


■'■ 


NolecJiThe  virus  is  deactivated  so 
%JW>n't  cause  disease  or  an 

^copJfimune  response. 
is 


■  To  treat  cystic 
fibrosis,  an  inhaler 
could  be  used  to 
deliver  the  altered 
virus  to  the  lung 
cells. 


■  It 

material,  including 
the  new  gene,  in  the 
nucleus  of  some 
fraction  of  the  lung 
cells.  The 
modified 
cells  then 
begin  to 
make  the 
protein 
needed  to 
H    treat  cystic 
fibrosis. 
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I  To  treat  Fanconi  anemia,  bone- 
narrow  cells  are  harvested  from 
he  patient  and  grown  in  the 
aboratory.  Next,  the  cells  are 
nfected  with  a  virus  that 
ntroduces  a  healthy  version  of 
he  Fanconi  anemia  gene. 


three  problems  [withj 

gene    therapy    have 

been  deliveiy,  delivery, 

and  deliveiy,"  says  Dr. 

R.  Michael  Blaese,  one  of 

Anderson's  colleagues  at  the 

Researches  began  to  fine-tune  their  viral  carriers  to  try 

nprove  their  efficiency.  They  also  began  to  explore  other 

us  of  getting  genes  into  cells:  Now,  a  new  set  of  gene 

apy  "tools"  is  available  (below).  "Within  the  next  decade, 

e  will  be  an  exponential  increase  in  the  use  of  gene 

;   apy,"  predicts  Helen  M.  Blau,  director  of  the  gene-therapy 

m  nology  program  at  Stanford  University. 

he  research  has  also  moved  from  academic  laboratories  to 
tstry.  Dozens  of  companies  are  now  involved  in  develop- 
gene  therapy.  Treatments  for  heart  disease  are  likely  to 
j'l^  ivailable  in  the  next  two  to  three  years  from  Valentis,  Vi- 
,e  and  Vascular  Genetics,  a  subsidiary  of  Human  Genome 
mces.  Vical  and  Introgen  Therapeutics  are  completing 
lan  trials  of  gene  therapy  for  melanoma  and  head  and 
i  cancer.  Targeted  Genetics  has  completed  promising  but 


■  These  cells  are 
transfused  back  into 
the  patient,  where 
they  begin  to  pump 
out  blood  cells  and 
correct  the  anemia. 
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ry  only  small  genes.  Difficult 
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ARTIFICIAL  CHROMOS 

ADVANTAGES 

Acts  like  normal 
chromosome.  Does 
not  cause  immune 
response.  Can  carry 
large  genes. 

DISADVANTAGES 

Inefficient  at  getting  to  cells  and 
inserting  genes  into  cells. 


preliminary  human  trials  of  gene  therapy  to  treat  cystic  fi- 
brosis, while  Cell  Genesys,  Avigen,  and  Chiron  Technolo- 
gies are  targeting  hemophilia. 

The  Frohnmayers  have  been  waiting  for  treatments  like 
this  since  1983.  "That  had  been  a  good  time  in  our  lives," 
Lynn  remembers.  "We  had  three  wonderful,  healthy  chil- 
dren, and  felt  very  blessed — when  suddenly  Kirsten  got 
sick."  Then  10  years  old,  Kirsten  began  to  feel  weak  and  tired 
and  braised  easily.  But  she  didn't  have  the  signs  of  Fanconi 
anemia,  which  can  include  missing  fingers,  extra  digits,  or 
shortened  arms  and  legs.  Kirsten  was,  to  all  appearances,  nor- 
mal. "We  had  read  about  Fanconi  anemia  as  a  possible  diag- 
nosis, and  we  were  grateful  she  didn't  seem  to  fit  the  mold, 
because  everything  about  the  disease  was  so  discouraging," 
Lynn  says. 

Lynn  and  Dave  were  celebrating  their  13th  wedding  an- 
niversary when  they  got  the  dreadful  news  about  Kirsten. 
Additional  genetic  tests  revealed  that  Katie,  then  four,  also 
had  the  disease.  Mark  was  unaffected.  "In  one  blow,  we 
went  from  thinking  we  had  three  very  healthy  children  to  re- 
alizing that  both  our  daughters  had  a  life-threatening  ill- 
ness  It  was  just  an  overwhelming  ex- 
perience." And  there  was  an  element  of 
unreality.  "Passing  either  one  of  them  on 
the  street,  you  would  never  know  any- 
thing was  wrong  with  them,"  says  Dave. 
"Kirsten  was  pale,  but  Katie  was  bouncy, 
bright,  and  vibrant." 

Fanconi  anemia  is  a  recessive  dis- 
ease— it  occurs  only  when  children  in- 
herit two  copies  of  the  defective  gene, 
one  from  each  parent.  The  disease  ap- 
peared only  because  Dave  and  Lynn,  who 
each  carry  a  single  copy  of  the  Fanconi 
gene,  came  together.  Kadi  of  their  chil- 
dren had  a  one-in-four  chance  of  getting 
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GENETIC 
HAVES  AND 
HAVE-NOTS? 

As  researchers  per- 
fect current  meth- 
ods of  gene  therapy, 
they  are  preparing  for 
an  even  more  profound 
development:  germ- 
line  gene  therapy  in 
which  changes  made 
to  a  patient's  genes 
would  be  passed  on  to 
all  of  the  patient's 
offspring. 

That  possibility 
poses  unprecedented 
ethical  and  practical 
questions.  Bioethicists 
and  scientists  worry 
that  the  technology 
could  be  used  by  those 


IThe  corrective  gene  for 
an  illness  such  as 
Fanconi  anemia  is  added 
to  a  fertilized  egg  by 
injection.  It  will  insert 
itself  into  the  egg's 
genetic  material. 


2 The  egg  divides  twice. 
A  cell  is  removed  for 
testing -to  make  sure  the 
gene  inserted  itself 
correctly.  If  so,  the  other 
cells  will  be  implanted  in 
the  mother's  uterus. 


9Ll 


3 Nine  months  later, 
healthy  child  is  borr 
The  new  gene  is  preser 
in  every  cell  so  that  shj 
and  all  her  offspring  wi| 
be  free  of  Fanconi 
anemia. 


seeking  to  create 
superhumans  or 
designer  babies. 

Lee  M.  Silver,  a 
biologist  at  Princeton 
University,  is 
concerned  that  the 
technology  could 
create  a  divide 


between  genetic  haves 
and  have-nots.  "People 
who  can't  afford  it 
will  be  disadvantaged, " 
he  says. 

Even  so,  some 
scientists  expect  germ- 
line  therapy  to  arrive 
soon.  Gregory  Stock, 


director  of  the  Scienc 
Technology  &  Society 
program  at  the 
University  of  Calif om\ 
at  Los  Angeles  Schoc 
of  Medicine,  says:  "li 
not  a  question  of  if  it 
will  happen.  It's  a 
question  of  when. " 
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two  copies  of  the  gene.  It  is  only  by  chance  that  the  disease 
struck  then*  daughters  and  not  their  sons. 

When  Katie  and  Kirsten  Frohnmayer  were  first  diagnosed, 
little  was  known  about  the  disease.  It  was  far  too  uncommon 
to  attract  much  attention  from  researchers:  Fanconi  anemia 
affects  only  about  1,500  Americans  and  3,000  people  world- 
wide. No  one  knew  what  gene  was  responsible  for  the  disease 
or  how  it  did  its  damage.  All  that  was  known  was  that 

something  was  de- 
stroying blood-produc- 
ing bone-marrow  cells. 
Patients  also  had  in- 
creased susceptibility  to  cancer,  especially  leukemia.  And 
there  was  no  cure.  The  Frohnmayers  learned  about  the  po- 
tential of  gene  therapy  from  an  episode  of  the  National  Pub- 
lic Broadcasting  show  Nova  and  realized  that  might  be  the 
one  hope  for  their  children.  "If  there  was  going  to  be  a  fix," 
says  Dave,  "that's  the  way  it  had  to  go." 

Dave  and  Lynn  immediately  set  out  to  find  other  families 
with  Fanconi  anemia  to  see  what  they  could  learn.  "Our  first 
support  group  had  19  families  in  it,"  says  Lynn.  "And  David 
and  I  wrote  out  a  newsletter  at  the  computer  on  our  kitchen 
table"  in  1985.  Kirsten's  blood  counts,  meanwhile,  were 
plummeting.  "It  was  just  horrific  to  watch,"  says  Lynn. 
They  took  her  to  Harvard  Medical  School,  where  doctors  ad- 
vised treatment  with  a  male  hormone  called  oxymethalone. 
On  the  West  Coast,  experts  said  the  treatment  was  worth- 
less. "When  she  was  13,  we  put  her  on  a  male  hormone.  It 
was  a  horrible  thing  to  do,  but  we  felt  that  our  backs  were 
completely  against  the  wall."  Kirsten  responded 
to  the  drug.  Her  blood  counts  improved  and  held 
steady.  Then  Katie  developed  the  first  symptoms. 
By  1988,  the  Frohnmayers  were  beginning  to  in- 
terest researchers  in  the  disease.  Dr.  Arleen  D. 
Auerbaeh,  a  geneticist  at  Rockefeller  University, 
asked  if  they  could  raise  $50,000  for  research. 
They  wrote  letters  to  friends  and  relatives  and 


soon  had  the  money.  The  following  year,  two  more  resear< 
asked  for  funding.  The  Frohnmayers  realized  they 
need  help,  so  they  assembled  a  scientific  review  boail 
assess  the  value  of  the  proposed  research.  In  1989,1 
Frohnmayers  formalized  their  work  with  the  establishmef 
the  Fanconi  Anemia  Research  Fund. 

They  also  held  their  first  scientific  symposium  that 
They  invited  every  scientist  who  was  working  on  the  dis| 
or  who  they  thought  might  be  interested.  About  18  scier 
attended,  along  with  a  number  of  patients.  When  one  ses 
of  the  symposium  ended,  Lynn  found  a  scientist  crying  ir 
ladies'  room.  "I  have  been  working  with  cells  under  a 
scope,"  the  researcher  told  her.  "I  have  never  ever  se4 
person  with  this  disease." 

DECODING  TASK.  The  Frohnmayers  used  the  funds  they 
raising  to  promote  projects  to  find  the  gene  or  genes! 
sponsible  for  Fanconi  anemia.  In  1991,  they  also  held  I 
first  of  their  annual  summer-camp  meetings  for  Fanconi 
mia  families.  The  getaways  proved  deeply  comforting.  ' 
camps  are  phenomenal,"  says  Jack  Redekop  of  Calgary,  I 
berta,  who  has  a  nine-year-old  daughter  with  the  disej 
"With  a  disorder  like  this,  you  feel  very  distanced,  withoif 
lot  of  people  to  relate  to."  When  he  went  to  his  first  campl 
met  several  hundred  people  and  some  of  the  leading  FanJ 
anemia  researchers.  Of  the  Frohnmayers,  he  says:  "T| 
have  to  deal  with  then'  grief  and  an  incredible  amount  of 

fering,  and  yet  it  is  inspirational  to  see  them They 

with  their  grief  and  continue  on." 

By  that  time,  Katie  had  developed  severe  complications,! 
eluding  a  condition  called  moya  moya,  a  narrow 
of  the  carotid  artery  running  up  through  the  n^ 
to  the  brain.  That  led  to  one  stroke,  and  tr 
two  more,  from  which,  finally,  she  could  not 
cover.  When  she  was  7,  Katie  had  been  told 
had  at  most  two  months  to  live.  She  lived  for 
more  years.  "Mom,  I  am  just  so  glad  that  I  ha 
had  these  years,"  she  told  Lynn.  At  that  po| 
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Look  what  we  do  now. 


GROWING 
ARTERIES 

One  of  the  most 
exciting  frontiers  in 
gene  therapy  is  in  the 
treatment  of  heart  dis- 
ease. Dr.  Ronald  G. 
Crystal  of  Cornell  Uni- 
versity's Weill  Medical 
College  in  New  York 
is  one  of  several 
researchers  who  have 
devised  an  alternative 
to  bypass  surgery  or 
angioplasty.  Crystal's 
version  of  the  therapy 
uses  an  engineered 
adenovirus  with  a  gene 
that  promotes  blood- 
vessel growth.  When 
the  virus  is  injected 
into  a  patient  near 
blocked  coronary  arter- 
ies, it  can  trigger  the 
growth  of  new  arter- 


ies— a  kind  of  "bio- 
bypass"  around  the 
clogged  vessels.  Early 
results  are  encourag- 
ing, but  it  will  be  at 
least  two  years  before 
tests  are  completed, 


Crystal  said.  The  trials 
are  being  run  by  Gen- 
Vec  Inc.  of  Rockville, 
Md.,  with  Parke-Davis 
Pharmaceutical 
Research,  a  division  of 
Warner-Lambert  Co. 
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she  had  been  hospitalized  18  times  in  14  months.  Katie  died  in 
1991.  She  was  12  years  old. 

The  summer  camps  were  giving  researchers  their  first 
opportunity  to  collect  blood  and  test  dna  from  a  compara- 
tively large  number  of  Fanconi  anemia  families.  Just  after 
Katie  died,  the  first  Fanconi  anemia  gene  was  found — a 
direct  result  of  the  Frohnmayers'  efforts  to  promote  re- 
search. Two  more  genes  have  been  found  since,  and  re- 
searchers now  know 
there  are  eight  genes 
that  can  cause  the 
disease.  Without  this 
knowledge,  gene  therapy  would  be  impossible. 

While  the  genetics  of  Fanconi  anemia  were  slowly  being 
decoded,  gene  therapy  was  moving  closer  to  reality.  Re- 
searchers who  had  been  humbled  by  the  earlier  disappoint- 
ments began  to  devise  improved  methods  of  delivering  genes 
to  cells.  One  of  the  most  promising  new  techniques  relies  on 
a  tiny  organism  called  adeno-associated  virus  (aav),  already 
present  in  80%  of  the  human  population.  AAV  is  able  to  avoid 
the  defenses  of  the  human  immune  system,  possibly  because 
it  does  not  cause  disease.  It  can  worm  its  way  into  a  variety 
of  cells  in  the  brain,  the  nervous  system,  and  the  lungs  that 
could  not  be  reached  by  the  first-generation  gene-therapy 
viruses.  When  tested  in  mice  and  monkeys,  the  corrective  aav 
genes  have  functioned  for  up  to  two  years  so  far. 
Dr.  James  M.  Wilson,  director  of  the  Institute 
for  Human  Gene  Therapy  at  the  University  of 
Pennsylvania,  expects  to  begin  human-safety  trials 
using  aav  to  treat  muscular  dystrophy  and  he- 
mophilia later  this  year.  "Now  we  have  a  more  re- 
alistic view  of  what  the  delivery  systems  can  and 
cannot  do.  That  means  we  can  match  them  to  the 
diseases  they  are  most  likely  to  treat,"  says  Wil- 
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son.    Chiron    Techn 
Corp.  is  experimenti 
aav  to  treat  dogs  v\ 
mophilia,  while  Targe 
netics  Corp.,  in  conj 
with  Stanford  Univei] 
using  it  to  treat  si 
flammation  in  cystic 
patients.  The  result 
early  safety  trials, 
were    announced    i 
March,    showed    th 
therapy  caused  no  s 
fects  and  reduced  t 
nusitis  of  the  23  patie] 
UNLIKELY  HELPER.    I 
haps    the    most    st 
turnabout  in  gene  th 
Dr.  Inder  M.  Verma, 
rologist  at  the  Salk  In; 
for  Biological  Studies 
Jolla,  Calif.,  is  using  th 
^y  I  virus  to  make  a  gene 

py  delivery  system 
developed  a  pared-dow 
activated    version    o 
virus  that  retains  the  a 
to  infect  cells  but  no 
contains  the  deadly  % 
that  allow  it  to  reprc 
and  spread.  Like  aav 
can  infect  virtually  e 
cell  in  the  body.  But  be* 
hiv  is  easier  to  manufa 
and  can  hold  larger 
of  dna  than  aav,  Verma  believes  it  could  one  day  be  the 
ferred  viral  delivery  system. 

Verma's  lab  has  used  the  virus  to  deliver  genes  intc 
brain,  liver,  muscle,  bone  marrow,  and  retinal  cells  of  rats  p?Wl 
mice.  The  genes  seem  to  function  for  at  least  five  mo  pontb 
Verma  hopes  his  modified  aids  virus  can  do  as  well  in 
mans.  He  expects  his  first  human  experiments  to  be  dire 
against  hemophilia  and  Fanconi  anemia.  There  are  at  leas 
other  viruses  being  tested  as  potential  gene  carriers,  in< 
ing  Epstein  Barr  virus  (ebv)  and  the  herpes  virus. 

Some  researchers  are  simply  abandoning  the  virus 
proach.  Transgene  and  Valentis  Inc.  are  developing  tinj 
globules  designed  to  carry  tumor-suppressor  genes  dire 
into  cancer  tumors.  Vical  Inc.  and  Vascular  Genetics 
have  dispensed  with  delivery  systems  altogether.  They  ir 
genes  directly  into  muscle  cells  in  a  procedure  as  simp! 
administering  a  shot  of  penicillin.  The  naked  dna,  as 
called,  is  taken  up  by  some  of  the  muscle  cells,  where 
genes  begin  to  function  for  at  least  a  brief  period.  In  the  A 
issue  of  the  journal  Nature  Biotechnology,  researcher; 
GeneMedicine  Inc.,  now  part  of  Valentis,  in  The  Woodlai 
Tex.,  reported  using  this  technique  to  produce  the  promi 
anticancer  drug  endostatin  in  the  muscle  cells  of  labora 
mice.  The  drug  has  proved  difficult  to  manufacture,  but 
injections  of  endostatin  genes,  the  muscle  cells  took  o 
that  job.  The  drug  was  soon  moving  through  the  bio 
streams  of  the  mice,  where  it  inhibited  the  gro 
of  cancer  tumors  and  helped  prevent  the  cane 
spread. 

One  drawback  of  these  nonviral  delivery  s! 
terns  is  that  they  may  be  far  less  efficient  tl 
viruses  at  getting  genes  into  cells.  In  additi 
the  genes  might  not  survive  long  enough  to  be 
substantial  help.  Companies  such  as  Chromos  M 
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ON  THE 
CUTTING  EDGE 

When  W.  French 
Anderson  proposed 
the  first  gene  therapy 
in  1987,  he  encoun- 
tered some  criticism. 
But  that  experiment 
was  tame  compared  to 
what  he's  now  consid- 
ering: curing  two  inher- 
ited diseases  by  direct- 
ly injecting  genetic 
material  into  the  tis- 
sues of  the  fetus. 

The  first  disease  is  a 
hemoglobin  deficiency 
that  kills  the  fetus 
before  it  is  born.  The 
second  is  ADA  defi- 
ciency, the  "bubble 


boy"  disorder  he  tr 
ed  in  his  1990  pio 
neering  trial.  Ander 
believes  that  fetuse 
are  better  candidat 
than  children  or  ad 
because  fetal  cells 
divide  so  rapidly  th 
may  take  up  foreign 
genes  more  readily. 
But  there's  also  tr 
chance  the  engineer 
genes  may  infiltrate 
the  egg  or  sperm  ce 
and  alter  the  child's 
genetic  legacy.  "It's 
powerful  technology, 
Anderson  admits.  " 
need  to  be  sure  we 
it  responsibly — only 
treat  genetic  disease 
not  to  create  design 
babies." 
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ecular  Systems  Inc.  and  Athersys  Inc.  are  trying  to  find  a 
way  around  these  problems  by  developing  artificial  chromo- 
somes— long,  fibrous  strings  of  genetic  material  that  behave 
like  human  chromosomes.  The  artificial  chromosomes  are 
constructed  so  that  the  corrective  gene  is  accompanied  by 
components  essential  for  long-term  function  in  the  cell.  So  far, 
studies  of  cultured  human  cells  show  that  artificial  chromo- 
somes can  be  maintained  for  the  lifetime  of  the  cell.  Getting 

enough  of  them  into 
the  target  tissue  is 
still  a  problem,  how- 
ever. Gil  van  Bokke- 
len,  the  ceo  of  Athersys,  says  human  trials  are  several  years 
away. 

Even  more  fantastic  are  the  attempts  by  some  researchers 
to  do  more  than  simply  add  a  corrective  gene — they  want  to 
repair  the  existing  error.  "It's  a  form  of  molecular  Wite-Out  to 
correct  the  genetic  typos,"  says  Blaese,  formerly  of  the  nih 
and  now  the  chief  scientific  officer  at  Kimeragen  Inc.  The 
process  would  still  require  a  delivery  system,  but  the  cor- 
rective genes  would  be  constructed  in  such  a  way  that  they 
would  replace  the  defective  genes  rather  than  just  plugging  in 
anywhere  and  going  to  work.  With  this  approach,  doctors 
would  not  have  to  worry  about  dna  inserting  itself  into  the 
wrong  place  and  potentially  causing  harm. 
PRESSING  ON.  Dr.  Johnson  M.  Liu,  a  hematologist  at  nih,  is 
using  this  approach  with  Fanconi  anemia.  Working  with  Amy 
Frohnmayer's  bone-marrow  cells,  he  has  shown  that  he  can 
correct  the  genetic  defect  that  is  causing  her  illness.  The 
next  step  is  to  show  that  the  technique  will  correct  anemia  in 
a  mouse.  If  that  works,  humans — maybe  even  Amy — could  be 
next.  The  first  human  trials  are  likely  to  be  years 
away,  but  the  Frohnmayers  are  pressing  on.  "You 
can  never  afford  to  lose  hope,"  says  Dave. 

The  most  recent  findings  on  Fanconi  anemia 
were  released  on  May  15  at  the  Frohnmayers'    c 
scientific  symposium  in  Chicago.  This  year,  the  fo- 
cus was  on  gene  therapy.  Verma  presented  the  re- 
sults of  his  most  recent  experiments,  which  use  the 
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aids  virus  to  deliver  Fanconi  genes  to  bone-marrow  ce 
am  quite  excited,"  he  says.  "We  haven't  overcome  all  ti 
stacles,  but  it  looks  good." 

Gene  therapy's  immediate  goal  is  to  slow  or  stop  illn 
Amy  and  millions  of  others  who  cannot  be  helped  by 
ventional  treatment.  Ultimately,  researchers  could  mo 
ward  gene  therapy  that  includes  correcting  genetic  defe 
human  sperm  and  eggs.  Such  germ-line  therapy,  as  it's 
would  not  only  correct  disease  in  an  individual  but  it 
also  eliminate  the  genetic  flaw  from  all  of  that  individual'! 
spring.  Such  a  treatment  could  wipe  out  Fanconi  ane 
the  Frohnmayer  family,  for  example.  It  could  also  mean 
families  plagued  by  heart  disease  or  breast  cancer 
avoid  passing  on  that  genetic  vulnerability  to  their  chil 
If  all  this  comes  to  pass,  the  genetic  legacy  we  pass 
our  children  will,  for  the  first  time,  be  under  our  control 
would  be  a  boon  for  treatment  of  disease,  but  it  raises 
bling  moral  and  ethical  questions.  Some  bioethicists 
that  the  power  to  alter  genes  could  be  turned  to  question 
ends,  such  as  making  human  beings  stronger  or  more  in' 
gent.  'We  are  kidding  ourselves  if  we  think  we  can  say  y 
therapy  and  no  to  enhancements,"  says  Erik  Parens,  a  bio 
cist  at  the  Hastings  Center  in  Garrison,  N.  Y. 

As  with  any  emerging  technology,  gene  therapy  has  me 
share  of  failures.  Enthusiasts  were  accused  of  overse' 
the  concept  when  they  couldn't  deliver  the  goods  five  y 
ago.  In  1995,  a  review  panel  at  nih  published  a  report  c 
cizing  researchers  and  investors  for  rushing  patients 
clinical  trials  before  fully  understanding  the  unsolved  probl 
that  remained.  Despite  the  advances  in  recent  years,  some 
searchers  are  still  taking  a  wait-and-see  attitude.  "Gene  ti 
apy  has  not  cured  any  disease  up  to  this  point 
exciting,  but  a  lot  more  animal  research  needs 
be  done,"  says  Rockefeller  University's  Auerbs 
Still,  researchers  are  hopeful  that  recent  advan 
signal  that  the  second  wave  of  therapies  will 
successful.  "It  appears  that  gene  therapy 
have  turned  a  corner,"  says  Anderson. 

Sadly,  these  advances  have  come  too  late 
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Try  "ingenious."  How  better  to  describe  a  PC  that  makes 
your  life  so  much  easier  in  so  many  ways — and  at  so  little 
cost?  Industry-leading  management  tools  make  Compaq 
Deskpro  as  cooperative  a  machine  as  you  could 
dream  up.  And  Deskpro  is  designed  to  integrate 

painlessly  into  a  full  array  of  enterprise  management  solutions.  Plus,    pentium*/// 

mth  our  new  Insight  Manager  LC,  you'll  configure,  track,  upgrade  and  diagnose 

kach  Deskpro  with  ease.  How  smart  is  that?  Find  out  more 

t  www.compaq.com/deskpro,  contact  your  reseller  or 

bone  l-SOO-AT-COMPAQ. 
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0«kpfoENjt  $2,699*- Intel*  Pentum*  ill  Processor  S50 MHz 

•  128  MB  SDRAM  •  io  CB"  SMART  II  Ultra  ATA  Hard  Drive 

•  Compaq S700 17" (15.7" viewable)  monitor  •  $2X  Max' CD-ROM 

•  }-year  limited  warranty  including  1  year  on-site 
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help  Kirsten  Frohnmayer.  The  male  hormone  treatments  she 
began  as  a  child  helped  her  to  survive  until  she  was  24.  She 
died  in  June,  1997.  Amy's  future  is  uncertain,  but  it's  con- 
ceivable that  the  experiments  now  under  way  could  pay  off 

in  time  to  save  her 
life.  On  the  wall  in 
their  living  room,  the 
Frohnmayers  display 
a  pastel  drawing  of  Katie  when  she  was  Amy's  age.  They  look 
so  much  alike  they  could  be  twins.  But  Amy's  future  might  be 
different  from  her  sister's. 

"It  is  a  constant  race  against  the  old  clock,"  says  Lynn.  "It 
is  terrifying  to  be  a  patient — or  the  parents  of  a  patient — and 
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to  be  desperately  counting  on  gene  therapy  right  nov\| 
Frohnmayers  have  made  an  enormous  contribution 
research  that  could  help  millions  of  others.  "What 
us,"  says  Lynn,  "is  the  hope  that  we  can  still  save  Amj 
one  could  have  a  more  powerful  incentive. 

In  August,  the  Frohnmayers  will  gather  with  other 
lies  in  Lake  Geneva,  Wis.,  for  their  annual  family 
Some  faces  will  be  missing — the  faces  of  children  whc 
died  since  the  last  gathering.  With  the  promise  of 
therapy,  the  Frohnmayers  can  hope  that  one  day  thel 
leave  such  a  gathering  knowing  that  the  next  time| 
meet,  everyone  will  return. 

By  Ellen  Licking  in  Eugene 


GENE-THERAPY  COMPANIES  CATCH  THEIR  BREATH 


Because  it  promised  to  cure 
everything  from  cancer  to 
hemophilia,  the  field  of  gene 
therapy  captivated  the  imaginations 
of  scientists  and  Wall  Street  in  the 
early  1990s.  However,  as  trial  after 
trial  failed  to  produce  results,  the 
excitement  dwindled — and  so  did 
the  cash.  ■■■■ 

Many  startups  didn't 
survive  long  enough  to 
get  their  products 
through  clinical  trials, 
which  can  take  up  to  10 
years.  Consequently,  in- 
vestors have  taken  a 
much  less  optimistic  view 
of  the  biotech  sector,  par- 
ticularly gene  therapy, 
than  have  scientists. 
However,  research  into 
gene  therapy  is  making 
slow  and  steady  progress, 
and  some  analysts  are 
betting  that  therapies  will 
become  available  to  the 
public  within  five  years, 
primarily  in  the  areas  of 
cancer  and  heart  disease. 
Large  investors,  though 
noncommittal,  remain 
watchful.  "The  market  is 
really  in  'show  me'  mode," 
says  sg  Cowen  analyst 
David  K.  Stone.  "The 
question  isn't  'Who  has 
the  technology?'  It  is 
'Who  will  actually  bring  a 
product  to  market?' " 
CONSOLIDATION.  In  order  to  grab 
that  brass  ring,  companies  have  been 
fighting  since  the  early  1990s  to  lock 
up  the  rights  to  the  crucial  gene  de- 
livery systems,  such  as  bioengineered 
viruses.  Both  Vical  Inc.  in  San  Diego 
and  Cell  Genesys  Inc.  in  Foster  City, 
Calif.,  now  hold  substantial  patent 
rights.  To  solidify  its  position  as  a 
major  gene-therapy  player,  Novartis 


Pharmaceuticals  in  East  Hanover, 
N.J.,  consolidated  its  subsidiaries, 
SyStemix  and  Genetic  Therapies,  last 
September.  Meanwhile,  GeneMedicine 
and  Megabios  announced  a  merger 
and  formed  Valentis  in  Burlingame, 
Calif,  in  early  April. 

This  increasing  consolidation  is  a 


WHO'S  FIGHTING  WHAT 


Gene  therapy  can  be  used  to 
treat  a  wide  variety  of  diseases 
including  heart  disease  and 
cancer.  These  are  some  of  the 
companies  trying  to  cash  in  on 
the  new  gene  medicines: 


COMPANY 

RESEARCH  PROGRAMS 

CHIRON  (CHIR) 

Graft  vs.  host  disease 
(GVHD),  hemophilia 

CELL  GENESYS  (CEGE) 

AIDS,  cancer 

INTROGEN  THERAPEUTICS 

Cancer 

GENETIC  THERAPY  (GTII) 

Cancer,  heart  disease, 
HIV,  hemophilia 

TARGETED  GENETICS 
(TGEN) 

Cancer,  cystic  fibrosis, 
cytomegalovirus  (CMV) 

VALENTIS  (VLTS) 

Cancer,  cystic  fibrosis 

VASCULAR  GENETICS 

Heart  disease 

VICAL  (VICL) 

Cancer,  hepatitis  B,  HIV 

sign  of  just  how  difficult  it  is  to  ex- 
cel in  the  many  different  research  ar- 
eas— from  gene  discovery  to  treat- 
ment delivery — that  define  a 
successful  gene-therapy  company. 
Smaller  companies  can  have  difficulty 
putting  together  the  compelling  data 
that  they  need  to  pursue  a  treatment 
on  their  own.  Says  Francois  Meyer,  a 
senior  vice-president  at  rpr  Gencell, 


the  gene-therapy  division  of  Rhon 
Poulenc  Rorer  Inc.:  "To  be  success 
in  gene  therapy,  you  need  to  estab 
lish  a  knowhow  that  is  beyond  one 
company." 

"NASCENT  TECHNOLOGY."  That  knov 
how,  though,  must  be  channeled  co 
rectly.  Companies  need  to  avoid  tb 
■|^m|      temptation  to  work  on 
every  type  of  gene-deli 
^^^^      ery  system  out  there  an 
to  focus  on  making  one 
successful.  "It  is  a  nasce 
technology,  and  it  takes 
lot  of  money,  just  as  it 
does  to  launch  a  drug," 
says  analyst  Michael 
B.  Sheffrey  of  OrbiMed 
Advisors. 

Analysts  predict  that 
investors  will  come  back 
as  soon  as  a  gene-therap; 
company  shows  it  has  a 
working  product.  A  num 
ber  of  companies  are  vy- 
ing for  that  honor.  Vical'sl 
allovectin-7,  which  treats 
metastatic  melanoma,  be- 
gan Phase  III  trials  in 
May,  1998.  And  Introgen 
Therapeutics  Inc.'s  p53 
therapy  for  cancer  of  the 
head  and  neck  is  also  in 
end-stage  trials.  Both 
companies  hope  to  launch 
products  by  early  2000. 
Bernard  J.  Gilly,  chief  ex- 
ecutive of  French  gene- 
therapy  company  Trans- 
gene,  is  spurring  his  researchers  to 
develop  delivery  systems  that  are 
even  more  powerful.  Says  Gilly: 
"There  is  still  a  lot  of  work  to  be 
done,  but  I  believe  that  gene  therapy 
will  be  considered  the  medical 
weapon  of  choice  10  years  from 
now."  That  should  get  investors  ex 
cited  again. 

By  Ellen  Licking  in  New  York 
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Resourceful? 


Bordering  on  "miraculous."  Not  only  are  Compaq 
Deskpro  PCs  built  to  stand  up  to  anything,  you  can 
command  them  from  anywhere,  updating  drivers 
remotely  in  minutes  with  our  exclusive 
System  Software  Manager.  And  Deskpro 

livers  what  may  be  the  best  price/performance  numbers  in  the     ceieron- 

[iustry — not  just  a  lower  cost  of  ownership,  but  a  better  return  on  investment. 

hich  means  they're  far  less  taxing  on  your  resources.  (What  else  would 

h  expect  from  the  world's  best-selling  brand?  ) 

nd  out  more  at  www.compaq.com/deskpro, 

jhtact  your  reseller  or  phone  1-800-AT-COMPAQ.    : 
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THEY'RE  RUNNING 
AS  FAST  AS  THEY  CAN 

Sports-shoe  makers  hope  some  big  changes  will  end  their  slump 


The  idea  for  Nike's  latest  shoe  came 
from  a  car  show.  One  of  the  compa- 
ny's designers,  attending  an  auto 
show  last  year,  spied  a  car  with  a  paint 
job  that  seemed  to  change  colors  at  dif- 
ferent angles.  Intrigued,  he  took  the 
concept  back  to  Beaverton,  Ore.,  and 
Nike's  design  team  began  work  on  a 
dual-pigmented  material  that  can  be 
molded  to  a  shoe.  The  results  will  hit 
stores  this  fall:  the  $160  Air  Flight- 
posite,  a  basketball  shoe  that  looks  as 
smooth  as  a  sock,  with  metallic  hues 
that  alternate  depending  on  the  angle 
it's  viewed  from.  "It's  the  kind  of  prod- 
uct that  looks  like  a  superhero  shoe," 
says  Michael  Wilskey,  Nike's  vice-presi- 
dent for  U.  S.  marketing. 

Auto  paint  mixed  with  comic-strip 
fashion  is  just  the  sort  of  out-there  tac- 
tic the  makers  of  athletic  shoes  hope 
will  lift  them  out  of  a  sales  rut  and 
back  into  the  forefront  of  trendiness. 
In  the  past  year,  the  industry  has 
slashed  costs,  ditched  scores  of  athlete 
endorsers,  and  produced  ad  campaigns 
designed  to  dispel  the  "Just  Do  It"  se- 
riousness of  previous  campaigns  with 
humor,  music,  and  urban  cool.  Now, 
amid  nascent  signs  of  sales  improve- 
ment, the  companies  are  poised  to 
launch  a  slew  of  radical  new  designs, 
marketing  deals,  and  technological  bells 
and  whistles  in  hopes  of  igniting  not 
just  a  recovery  but  a  new  sneaker 
boom.  The  summer  and  back-to-school 
seasons  are  key  for  athletic-shoe  mak- 
ers, so  much  of  the  action  will  take 
place  in  the  coming  months. 
DEATH  BY  KHAKI.  It  won't  be  an  easy 
rebound.  Nike  Inc.  Chairman  Phil 
Knight  has  likened  the  industry's  1998 
collapse  to  that  of  the  Chicago  Bulls. 
Just  as  the  Bulls  fell  from  the  pinnacle 
of  a  "threepeat"  to  the  cellar,  so  the 
sneaker  companies  went  from  hotshots 
to  brands  dismissed  as  dead. 

Until  last  year,  sneaker  makers  were 
sprinting  ahead.  U.  S.  branded  sneaker 
sales  climbed  11.3%,  to  $8  billion  in  1997, 
following  a  9.8%  jump  in  1996,  according 
to  researcher  Sporting  Goods  Intelli- 
gence. Then,  suddenly,  "athletic  footwear 
lost  its  fashion  component,"  says  Doug 


THEN AND  NOW 

Radical  designs  and  colors,  new  technology, 
and  more  doum-to-earth  ad  campaigns  are 
starting  to  produce  an  uptick  in  sales 


NIKE 

Left:  Air  Jordan  II 
Right:  Air  Flightposite 


All-F 


CONVERSE 

Left:  Chuck  Taylor  All  Stars 
Right:  Helium 


REEBOK 

Left:  White  Aerobic  Shoe 
Right:  Traxtar 


SAUCONY 

Left:  Ms.  Hornet 
Right:  Jazz  Original 
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Ford,  a  principal  at  Kurt  Salmo 
ciates.  Teens  and  young  adults  tj 
the  sameness  of  sneakers,  and 
clothing  styles  shifted  from  de 
khaki,  which  doesn't  look  good  wi 
letic  shoes.  Instead  of  snapping 
latest  from  Nike,  many  shoppers 
turning  to  leather  shoes  and  s 
Susan  Kunchandy  of  Boston,  2i 
typical  example.  She  once  owned 
pie  pairs  of  athletic  shoes.  Now,  s 
one  for  jogging — and  five  sets  of 
in  different  colors.  Athletic  shoe 
her  current  wardrobe?  "It's  a  f 
faux  pas,"  she  says. 
NASTY  SKID.  Nor  could  other,  les 
dish  markets  make  up  for  the  drp 
ercise  is  not  the  popular  pastime 
in  the  '80s  and  early  '90s.  Sales  of 
ing  goods,  from  treadmills  to  bas< 
are  sluggish.  The  result:  Last  year 
sneaker  sales  skidded  6%,  the 
drop  since  the  sneaker  boom 
in     the     '80s.     And 
plunged  with 
Nike's  net  ear 
fell  50%,  while 
bok     Interna 
Ltd.  suffered  an 
drop.  And  though  Adidas-Salomo: 
held  on  through  1998,  this  year,  it 
has  seen  global  profits  slip. 

So  after  months  of  hoping  s 
ers  would  make  a  come 
>j^  manufacturers 

broken    with 
styles  that  r| 
them     fam 
They    hope| 
reinvent  foot  fashio1 
they  did  in  the  '80s.  Several  new 
offerings  look  like  they'd  be  mor 
home  on  a  spaceship  than  a  bai 
ball  court.  And  Chuck  Ta 
wouldn't  recognize  the  car 
flage  or  even  the  label  on  (  n  too  l 
verse's    new    $100    basket 
^      shoes,  which  are  co-brar 
with  rapper  Master 
"No     Limit"     la 
The  new  looks 
welcome,  says 
ris     Pagrabs 
spokesman 
Venator,  which  o 
the  Foot  Locker  chain, 
largest  specialty  retailer  of  athletic  sh 
"A  kid  will  be  in  our  store  12  tim« 
year.  If  he  sees  the  same  proc 
month  after  month,  he  loses 
terest,"  says  Pagrabs. 

Meanwhile,  snea 
makers   "are 
coming  subst 
tially  more 
tomer-focus£ 
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A  PERCENT 

DATA:  SPORTING  GOODS  INTELLIGENCE 


by  "moving  away  from 
white  to  colors"  in 
shoes  priced  under  $65, 
which  account  for  the 
vast  bulk  of  sneaker 
sales,  says  Robert  L. 
Mettler,  president  of 
merchandizing  at  Sears, 
Roebuck  &  Co.  Ree- 
bok's line  of  Classics — 
once  sold  in  white  and 
black — now  come  in 
red,  orange,  and  blue. 
And  sales  at  Saucony 
Inc.  are  on  pace  to  dou- 
ble, thanks  to  the  smash  success  of  its 
Jazz  Originals,  offered  in  a  rainbow  of 
colors.  "The  industry  is  becoming  a  lot 
more  pragmatic,"  says  Shawn  Neville,  a 
senior  vice-president  at  Reebok.  "It's 
not  just  about  $120  shoes  anymore." 

To  be  sure,  companies  are  still  count- 
ing heavily  on  expensive  shoes,  where 
they're  introducing  new  technology  to 
pump  up  sales.  In  November,  Converse 
will  launch  the  first-ever  shoe  cushioned 
by  capsules  of  helium.  "It's  the  most 
exciting  thing  we've  ever  done,"  says 
ceo  Glenn  N.  Rupp.  For  holiday  shop- 
pers, Reebok  will  feature  a  new  kid's 
shoe,  the  Traxtar,  with  a  microprocessor 
that  measures  how  far  a  child  can  jump. 
CUSTOM  FIT.  But  the  biggest  change 
may  come  in  how  sneakers  are  made. 
Most  of  Adidas'  new  efforts  focus  on 
improved  technology  for  shoes,  such  as 
a  surface  on  the  toe  of  their  line  of  soc- 
cer shoes  that  looks  like  a  ping-pong 
paddle.  Others,  including  Reebok  and 
Saucony,  are  racing  to  develop  high- 
tech  devices  to  measure  feet.  The  re- 
sulting digital  image  could  then  be  used 
to  produce  a  shoe  that  is  "partly  stan- 
dardized, partly  customized  to  the  indi- 
vidual shopper's  foot,"  says  Saucony  of 
North  America  President  Arthur 
Rogers.  While  technical  hurdles  must 
still  be  surmounted,  the  potential  is 
enormous.  A  1998  study  by  Footwear 
Market  Insights  found  that  60%  to  70% 
of  consumers  find  it  difficult  to  find 
shoes  that  fit  well. 

The  new  looks  and  gizmos  have  been 
accompanied  by  a  shift  in  marketing 
tactics.  Win-at-all-costs  messages  have 
been  ditched  for  commercials  heavy  on 
humor  and  real  people.  Adidas  ads  now 
feature  real-life  situations  with  nary  a 
shoe  in  sight.  The  latest  show  kids  play- 
ing backyard  football.  Reebok  President 
Carl  J.  Yankowski  ignored  the  incredu- 
lous howls  of  his  staff  and  jetted  to 
New  York  earlier  this  year  to  sign 
Rosie  O'Donnell  and  her  "Chub  Club"  as 
endorsers.  Hard-core  athletes  they're 
not.  "But  these  women  wear  a  lot  of 


SNEAKERS  LOSE  STEAM 


shoes  and  have  two 
feet.  So  what's  wrong 
with  this?"  he  says. 

Something  may  be 
quite  right.  Reebok 
sold  more  than  50,000 
pairs  of  shoes  this 
spring  via  the  Chub 
Club  promotion.  And 
they  aren't  the  only 
ones  finally  seeing  a 
bit  of  an  uptick.  Sales 
of  all  athletic  shoes 
rose  about  10%  in 
1999's  first  quarter,  vs. 
the  same  period  last  year,  reports  re- 
search firm  npd  Group,  as  the  new 
marketing  and  designs  began  to  bring 
customers  back.  Some  smaller  compa- 
nies are  doing  a  lot  better  than  that. 
Sales  at  New  Balance  Athletic  Shoe 
Inc.  jumped  32%,  to  $350  million,  last 
year  and  are  on  track  to  hit  $525  mil- 
lion this  year.  Their  secret:  a  focus  on 


baby  boomers,  a  segment  whi 
mand  hardly  flagged. 

Most  industry  watchers  lid 
sneaker  companies  as  a  wholw 
stopped  the  sales  slide.  Althougpj 
continue  to  limp  badly — Conver 
Reebok  are  still  expected  to  poH 
sales  this  year — others,  such  asl 
have  begun  to  recover.  "The  w{ 
over,"  says  Ford  of  Kurt  Salmon1 

But  will  the  boom  be  back? 
little  sign  of  the  surge  that  let 
nies  like  Nike  quadruple  in  less  | 
decade.  Athletic-shoe  makers  ma; 
to  "come  to  grips  with  the  fad 
prospects  for  long-term  sales  g 
are  fairly  modest,"  says  analyst! 
Landes  of  Thomas  Weisel  Partner; 
ter  10  years  of  huge  growth,  the 
try  has  matured,"  concedes  Jim 
ceo  of  New  Balance.  And  that's  a 
road  for  any  shoe  to  travel. 

By  William  C.  Symonds  in  B\ 
with  Louise  Lee  in  San  Mateo,  Ci 
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MEANWHILE,  THERE'S  NO  JOY 
IN  MALLVILLE 


Once  unstoppable  retailer  Just 
For  Feet  Inc.  has  tripped.  After 
five  years  of  explosive  growth, 
last  month,  ceo  Harold  Ruttenberg 
warned  of  lower  earnings  for  the 
year.  Standard  &  Poor's  Corp. 
slashed  its  credit  rating  to  junk-bond 
levels.  "I  thought  this  industry  had 
hit  bottom,"  says  Martin  E.  Hanaka, 
ceo  of  rival  Sports  Authority  Inc. 
"But  this  is  a  bad  omen." 

Welcome  to  one  of  the  most 
troubled  corners  of  U.  S.  retail 
ing.  Like  Just  For  Feet,  most 
athletic-footwear  chains  went 
on  an  expansion  binge  over 
the  past  five  years.  Now, 
they're  facing  a  stagger- 
ing hangover.  Last 
year,  the  $44  bil- 
lion sector  suf- 
fered huge  losses 
and  a  stock  mar- 
ket rout. 

"LAND  GRAB."  The 
roots  of  the  crisis  lie  in 
the  early  1990s.  With  Nike  Inc.  roar- 
ing and  sports  hot,  "a  number  of  us 
were  able  to  raise  a  lot  of  money  on 
Wall  Street,"  says  Steven  J.  Schnei- 
der, cfo  of  Finish  Line  Inc.  While 
Finish  Line  grew  to  358  stores,  from 
100  in  1992,  Sports  Authority  grew 
to  226  stores  in  1998,  up  from  80  in 


'93.  "It  was  a  big  land  grab,"  says 
Michael  Godfredson,  ceo  of  catalo, 
rival  Road  Runner  Sports. 

But  as  sneaker  and  sports  appar< 
sales  collapsed  last  year,  red  ink 
gushed.  Sports  Authority  lost  $64  n 
lion  in  the  year  that  ended  on  Jan. 
Venator  Group — which  owns  Foot 
Locker,  the  largest  sports-shoe  r< 
/      tailer — lost  $136  million 

Repair  efforts  have  be- 
gun. Sports  Authority  re- 
cently closed  18  stores.  Ve- 
nator  cut  its  capital  budget 
to  $175  million,  clown  68% 
from  last  year.  Plus  retailers 
are  starting  to  demand  excli 
sives  from  manufacturers  tc 
help  differentiate  their 
stores. 

But  even  as  retail- 
ers fix  their  own  bal 
H'k       ance  sheets,  they  mu 
contend  with  the  in- 
ventory liquidations  of 
weaker  brethren  such  as  Jus 
For  Feet.  What  retailers  really  neec 
is  a  surge  of  spending  on  sports.  Bu 
with  no  signs  of  that,  "profits  will  re 
main  elusive,"  warns  Robert  J. 
Corliss,  ceo  of  Athlete's  Foot.  And 
true  turnaround  is  something  they 
can  only  dream  about. 

By  William  C.  Symonds  in  Bostoi 
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Why  these  Internet  services  outperform  yours. 


With  10.5  Cbps  capacity,     <J3?' 

Hotmail 

257  peering  relationships  and 
DoubleChcK   a  global,  one-hop 

www  doubleclick   not  *-^ 


network,  we  provide 


the 


NETSCAPE' 

connections  to  make  sure  all 


these  f^j     a    Web  services 
always  deliver.  Streaming  media. 

Voice-over  IP.     \ff    Distance 

CNH   Th*  Compute!  »>t*1Ht 

medicine  and  learning.  Gaming. 
W^foMD  E-Commerce.  With 
us,  they  have  the  headroom  they 
need  no  C=£?n^  matter  how 

tall  the  spikes  get.    ('  -li'iliTBtf 
If  you'd  like  to  plug  into  clearly 
superior  connectivity, 


flycast 

co-location  facilities,  and  technical 
services  l,,AM  to  assure  your 
own  outstanding  performance, 
call  800  475  2733 
www.above.net 


Internet  spikes?  No  problem. 


©J999  AboveNet  Communications,  Inc.  All  rights  reserved   AboveNet  and  the  AboveNet  logo  are  servicemarks  of  AboveNet  Communications.  Inc. 
All  other  marks  are  property  of  their  respective  owners. 


Four  rentals  can  make  you  a  proud  owner.ljS{ 


Free  Odyssey  Putter  arter  just  iour  rentals. 


The  coolest  cars  on  the  road  earn  you  the  coolest 
cluhs  on  the  links.  Enroll  in  Perfect  Drive  and  after 
just  four  rentals  you'll  earn  a  free  Odyssey"-  Putter. 
Odyssey  is  the  #1  putter  in  golf  and  is  valued  at 
c>115  —  that's  about  a  S29  gift  per  rental.  You  can 
also  earn  points  toward  other  Callaway    golf  clubs, 
like  the  famous  Biggest  Big  Bertha   driver. 


In  addition,  members  can  earn  free  vehicle  rentals 
and  upgrades,  resort  vacation  packages  and  airline 
miles.  Winter  sports  fans  can  select  awards  from  K2 
skis  and  Bolle  eyewear.  And,  unlike  other  companies' 
programs,  Perfect  Drive  awards  points  for  every  dollar 
you  spend,  including  tax  and  insurance.  To  enroll, 
stop  by  our  counter  or  www.drivebudget.com. 


GOLF^ 


faSfbreak 


:©: 


PBVOTMmfg? 


Budqei 


Got  out  of  the  ordinary.*" 


Earn  an  Odyssey™  OF  660  Putter  after  your  first  four  qualifying  Perfect  Drive  rentals  (totaling  at  least  US$300)  between  April  1,  1999  and  September  30,  1999.  All  points  accumulated  in  these  four  tran: 
will  be  allocated  towards  this  redemption.  You  must  redeem  for  this  special  putter  offer  prior  to  December  31,  1999.  Offer  is  limited  to  one  per  member  and  is  subject  to  availability.  See  enrollment  b 
for  complete  program  details.  "1999  Budget  Rent  a  Car  Corporation.  A  global  system  of  corporate  and  licensee  owned  locations.  We  feature  Lincolns,  Mercurys  and  other  fine  cars  and  trucks.  PD-0: 


in  exclusive 
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Express 


Card 


ardmembers: 


Cards 


For  Budget  CSR  use  only. 
In  BCD#  field  enter  U041513 
In  Promo  field  enter  TLA 
Write  Ra# 
Write  Operator  ID 


Place  coupon  in  designated  coupon  area 
PRT-040-99  IID-ET7389 


Get  $25  Ori  Weekly  Rentals  on  a 

Sport  Utility  Luxury  Car,  Minivan  or  Jaguar. 

1  his  certificate  entitles  you  to  $25  on  a  weekly  rental  at  participating  U.S.  locations  only  when  you  pay  with,  the 
American  Express  Card.  For  reservations,  call  your  travel  professional  or  Budget  at  oUU-3^i-UiU(J  or  visit 
www.drivebunget.com.  To  take  advantage  of  this  offer,  ask  for  BCD#U04I51  3 


Certificate  valid  when  payment  is  made  with  the  American  Express  Card.  When  reserving  your  vehicle  for  $25  off  a  weekly 
rental  (5  day  minimum,  7  day  maximum),  mention  BCD  #11041513.  Additional  days  extra.  Offer  valid  at  participating  U.S. 
locations  between  6/14/99  -  9/30/99.  Blackout  dates  apply.  Offer  requires  24-hour  advance  reservations  and  is  subject  to 
vehicle  availability.  Offer  applies  to  time  and  mileage  charges  only.  Taxes,  airport  concession  fees,  vehicle  license  fees,  addi- 
tional driver  fee,  refueling  services,  taxes,  LDW  surcharges,  and  optional  items  are  extra.  Offer  may  not  be  combined  with 
CorpRate,  government  or  tour/wholesale  rates  or  any  other  promotional  offers.  Vehicle  must  be  returned  to  the  original  rent- 
ing location,  except  when  otherwise  permitted.  Local  rental  and  age  requirements  apply.  Locations  that  rent  to  drivers  under 
25  may  impose  an  age  surcharge.  One  certificate  per  rental.  Budget  rents  Lincolns,  Mercurys,  and  other  fine  cars  and  trucks. 
'1999  Budget  Rent  a  Car  Corporation.  A  global  system  of  corporate  and  licensee-owned  locations. 
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jh-Tech  Land  claims  it's 
meritocracy.  So  where, 
ekson  asks,  are  all  the 
,cks  and  Hispanics 

(esse  Jackson  has  seen  the  future 
of  his  push  to  win  a  bigger  piece 
of  prosperity  for  people  of  color — 
and  it's  in  Silicon  Valley.  Whether 
self-proclaimed  meritocracy  needs 
sort  of  pressure  for  minority  inclu- 
that  Jackson  has  brought  to  bear 
vVall  Street  and  elsewhere  is  debat- 
■.  But  there  is  no  question  that  Jack- 
is  taking  his  economic  road  show 
lie  vihnml  heartland  of  the  New 
momy,  where  whites  command  more 
n  90%  of  the  CEO  jobs  and  board 
ts  at  the  top  150  public  companies. 
ackson's  Rainbow/PUSH  Coalition  has 
jght  about   $l()(),i)i)()  worth  of  stock 
>o  of  the  biggest  high-tech  corpora- 
is.  That  gives  Jackson  entree  to  an 
Ril  meet  inns     a  tactic  he  has  used  be- 


fore. Later  this  summer,  Jackson  plans 
to  open  a  staffed  office  in  San  Jose.  He 
is  recruiting  an  advisory  board  of  top 
Valley  executives  to  suggest  ways  to 
increase  black  and  Hispanic  participation 
in  the  region's  high-tech  work  force- 
currently  at  3.7%  and  8.4%,  respective- 
ly. And  this  fall,  again  min-oring  his  ef- 
forts on  Wall  Street,  Jackson  intends 
to  host  a  conference  that  will  address 
ways  to  better  educate  blacks  and  His- 
panics for  jobs  in  high  tech. 
UNABASHED.  But  the  pragmatic  culture 
of  Wall  Street,  which  at  least  appeared 
to  respond  to  Jackson's  exhortations,  is 
a  far  cry  from  the  bootstrap  mentality 
of  High-Tech  Land.  More  important,  Sil- 
icon Valley  already  has  a  diverse  work 
force.  Some  31%  of  the  tech  industry's 
engineers  and  professionals  are  Asian, 
and  the  Valley  is  a  major  employer  of 
immigrants.  Several  have  gone  far  in 
the  Valley,  such  as  Sun  Microsystems 
co-founder  Vinod  Khosla,  a  native  of  In- 
dia and  now  a  venture  capitalist. 

Jackson    acknowledges    this    but    is 


fU*:  ■ 


ECONOMIC  ROAD  SHOW:  Jackson  talk- 
ing inclusion  at  a  posh  country  club 

pushing  for  corporations  to  reach  be- 
yond their  traditional  networks  to  tap 
minority-owned  businesses — as  money 
managers,  lawyers,  ad  agencies,  and 
vendors,  thus  widening  their  pool  of 
money  and  talent.  The  peripatetic  cleric, 
however,  has  little  experience  in  the 
ways  of  the  Valley.  Here,  among  rolling 
foothills  and  million-dollar  tract  houses, 
financiers  pumped  $4.5  billion  into  786 
ventures  last  year — numbers  that  dwarf 
startup  investments  anywhere  else  on 
earth.  And  the  region  is  unabashedly 
proud  that  it  has  generated  more  than  a 
third  of  the  country's  economic  growth 
since  1995. 

To  its  denizens,  techdom  thrives  pre- 
cisely because  it  is  such  a  free  market. 
Unfettered  competition  reigns;  big  gov- 
ernment, regulation,  and  affirmative  ac- 
tion are  disdained.  T.J.  Rodgers  of  Cy- 
press Semiconductor  Corp.  and  Ronald 
K.  Unz  of  Wall  Street   Analytics  Inc. 
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Social  Issues 


were  among  the  biggest  backers  of  Cal- 
ifornia's Proposition  209,  the  anti-affir- 
mative action  law  passed  in  1996. 

Jackson  scoffs  at  the  idea  that  the 
Valley  is  a  true  meritocracy.  "Everybody 
tells  that  lie,"  he  says.  But  Valley  execs 
are  fervent.  Says  John  T.  Chambers,  ceo 
of  Cisco  Systems  Inc.:  "We  don't  care 
what  your  sex  is,  how  old  you  are,  who 
your  parents  are,  or 
your  country  of  origin. 
If  you're  good,  we  love 
you."  Rodgers  of  Cy- 
press contends  that 
Jackson's  race-based  de- 
mands are  "striking  at 
the  heart  of  what  makes 
the  Valley  successful." 
Told  that  Jackson  is  fo- 
cusing on  the  Valley 
precisely  because  of  its 
unparalleled  prosperity, 
Scott  G.  McNealy,  ceo 
of  Sun  Microsystems 
Inc.,  says:  "If  that's  the 
case,  it's  terrorism." 

But  not  every  Valley  exec  agrees  that 
Jackson  should  butt  out.  Frank  S. 
Greene,  ceo  of  New  Vista  Capital; 
Robert  E.  Knowling,  ceo  of  Covad  Com- 
munications; Roy  Clay  of  Rod-L  Elec- 
tronics; and  Kenneth  L.  Coleman,  a  se- 
nior vice-president  at  Silicon  Graphics 
Inc.,  are  all  African  Americans — and  all 
part  of  Jackson's  inner  circle  in  the  Val- 
ley. "There's  big  denial,"  says  Knowling. 
"It's  all  about  public  image  and  big 
egos."  Blacks,  he  adds,  "have  not  had 
representation  and  won't  get  a  part  of 
the  value  creation  unless  they're  sitting 
in  board  of  directors  seats." 

Edward  W.  "Ned"  Barnholt,  the 
white  ceo  of  Hewlett-Packard  Co.'s 
soon-to-be-spun-off  test-and-measure- 
ment  unit,  who  has  met  with  Jackson, 
says:  "He's  putting  the  spotlight  on  [the 
diversity  issue]  and ...  I  hope  that  will 
bring  about  change." 

Certainly,  the  demand  for  qualified 


HOW  WHITE  IS  MY  VALLEY 


White  males  dominate  corporate  boards 

in  Silicon  Valley.  None  of  the  five  biggest 

technology  companies  in  the 

S&P  500  index  has  a  single  black 

or  Hispanic  person  on  its  board. 

COMPANY  MEMBERS    BUCKS     HISPANICS    ASIANS 


workers  is  huge.  Currently,  some  30,000 
jobs  in  the  Valley — out  of  about  480,000 — 
are  unfilled.  And  a  great  many  positions 
are  being  taken  by  foreigners:  Congress 
raised  the  limit  for  temporary  work  visas 
from  65,000  in  1998  to  115,000  in  1999 
largely  to  accommodate  high-tech  de- 
mand. The  ceiling  was  unexpectedly  hit 
in  June,  and  tech  execs  want  to  raise 
the  limit  to. 200,000  for 
the  year  2000. 

That  infuriates  mi- 
nority advocates.  They 
point  to  Bureau  of  La- 
bor Statistics  data  that 
show  more  than  300,000 
African  Americans  and 
Hispanics  hold  engineer- 
ing and  scientific  jobs. 
"That  blows  away  the 
whole    argument    that 


at&t's  $8  billion  bond  offering 
tial  public  offerings  by  Pepsi 
Group  and  Goldman,  Sachs  &  Co 

On  the  Street,  however,  Jack; 
joys  the  backing  of  Sanford  I.  W< 
co-chief  executive  of  Citigrou 
Richard  A.  Grasso,  chief  execu 
the  nyse.  They  have  opened  do< 
Jackson  and  co-sponsored  two  hi 
file  conferences  attended  by  Bill  ( 
The  President  says  he  "strongl 
ports"  Jackson's  efforts  to  gei 
Street  and  now  Silicon  Valley  t 
more  minorities.  "I  think  he  dese 
lot  of  credit,"  Clinton  says. 

In  Silicon  Valley,  Jackson 
guardian  angels  like  Weill  and  ,G 
though  he  is  making  high-level  coi 
Intel  ceo  Craig  R.  Barrett  has  a 
to  meet  with  Jackson  in  coming  v 
And  in  a  mid- April  visit  to  Apple 


U  It's  the  same  kind  of  stereotypi 
he's  done  in  the  past.  [Jackson]  if 
screwing  with  my  company,  and  he's  screwj 

SiliCOn  Valley  J  J  —  T.  J.  RODGERS,  Cypress  Semiconductor 
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DATA:  COALITION  FOR  FAIR  EMPLOYMENT  IN  SILICON  VALLEY 

there  aren't  enough  qualified  blacks,"  says 
John  Templeton,  director  of  the  Coali- 
tion for  Fair  Employment  in  Silicon  Val- 
ley, which  promotes  minorities  in  busi- 
ness. Maybe.  But  while  recruiters 
concede  they  visit  state  and  predomi- 
nantly black  schools  less  often  than  top-20 
colleges,  just  7.2%  of  engineering  and 
computer  science  degrees  went  to  blacks 
and  5.9%  to  Hispanics  in  1996,  says  the 
National  Science  Foundation. 
STREET  VICTORIES.  How  Jackson  aims 
to  bridge  the  high-tech  education  gap  of 
African  Americans  and  Hispanics  beyond 
raising  awareness  of  the  issue  remains 
unclear.  In  fact,  one  of  the  frequent  crit- 
icisms of  Jackson's  techniques  is  that 
they  are  heavy  on  showboating  and  light 
on  follow-up.  For  example,  the 
long-term  effectiveness  of  other 
Jackson  initiatives,  such  as  the 
Wall  Street  Project,  is  open  to 
question  though  he  can  point  to 
several  victories. 

Two  years  ago,  for  the  first 
time,  the  New  York  Stock  Ex- 
change closed  on  Martin  Luther 
King  Jr.'s  birthday,  in  part  because 
of  pressure  from  Rainbow/pusH. 
And  Jackson's  jawboning  has  got- 
ten a  handful  of  his  favorite  mi- 
nority invest;  ent  banks — such  as 
Blaylock  &  Partners — signed  up 
as  co-managers  of  high-profile  debt 
and  equity  underwritings,  including 


puter  Inc.'s  headquarters,  Jackson 
he  pressed  ceo  Steve  Jobs  to  in 
minorities  on  his  board.  When  Job 
Apple  had  a  color-blind  approa< 
business,  Jackson  says  he  count* 
"The  price  you  pay  for  blindness  i 
being  able  to  see  opportunities." 
declined  to  comment  for  this  sto: 

As  Jackson  sees  it,  corporate  e) 
tives'  "cultural  blinders"  prevent  t 
from  recognizing  markets.  For  e: 
pie,  African  Americans  spend  $3.8  b 
on  computer  and  consumer  electi 
gear,  according  to  Target  Market  N 
a  Chicago  report  on  black  buying  pc 
"We're  trying  to  stop  companies 
boycotting  the  market,"  Jackson  j 
"They're  the  ones  building  the  wal 

Is  Jackson  calling  Valley  execs  j 
udiced?  "We  can't  be  prejudiced  or 
be  out  of  business  tomorrow,"  fu 
Rodgers.  "When  Jesse  makes  a  ge 
alization  about  business,  it's  the  s; 
kind  of  stereotyping  that  he's  don 
the  past.  He's  screwing  with  my  c 
pany,  and  he's  screwing  Silicon  Vail 

For  his  part,  Jackson  vows  that 
will  not  rest  until  the  boards  and 
money  managers  and  the  employees 
like  the  customer  market."  In  Silicon 
ley,  that  promises  to  be  a  long,  hard  si 

By  Roger  O.  Crockett,  with  Ay 
Reinfiardt  and  Peter  Burrows,  in 
con  Valley,  and  Leah  Nathans  Spirt 
New  York 
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problem 


Compaq  and  Windows  NT  Workstation. 

A  Better  Business  Solution. 


The  Compaq  Deskpro*  EN  Series  running  Microsoft"  Windows  NT*  Workstation  is 
the  solution  that  addresses  the  changing  needs  of  your  business.  Windows  NT  has 
increased  reliability',  performance*,  and  the  familiar  Microsoft  Windows*  interface, 
all  of  which  help  you  save  time  and  money.  Windows  NT  services  and  advanced 
management  features  from  Compaq  ensure  that  industry-leading  Compaq 
Deskpro  products  integrate  seamlessly  into  your  organization.  Windows  NT 
Workstation  on  Compaq  Deskpro  -  it's  the  solution  that's  all  business. 
For  more  information  or  to  get  Windows  NT  Workstation  on  a  Compaq 
Deskpro,  consult  your  Compaq  Authorized  Reseller  or  go  to  Compaq's  Web  site: 

www.compoq.com 
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CABLE  &  WIRELESS 
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Cable  &  Wireless  is  investing  billions 
in  increasing  the  bandwidth  on  our 
Internet  backbone. 

Allowing  us  to  offer  you  the  ability  to 
send  your  multi-media  and  Internet 
traffic,  night  and  day,  with  no  delays  at  all. 

r 

Even  during  peak-time  rush  hours. 
At  Cable  &  Wireless,  we  are  constantly 
working  to  improve  our  response  to 
customers'  needs,  wherever  they  may  be 
in  the  world. 


If  anyone  can  do  it,  we  can. 


And  will. 


www.cwusa.com 
info@cwusa.com 
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INSURANCE 


A  BRISK  MARKET 
IN  INSURANCE  RISK 

These  days,  bondholders  are  snapping  up  what  used  to  be  laid  off  on  reinsurers 


Last  July,  the  folks  at  Toyota  Motor 
Corp.  were  getting  nervous  about 
the  mountain  of  North  American 
lease  deals  they  had  signed.  Leas- 
ing is  a  lucrative  business  if  you  can 
sell  the  vehicles  for  a  good  price  when 
they  come  off  lease.  But  if  the  used-ve- 
hicle market  is  in  a  slump  at  that  point, 
you're  stuck  with  a  parking  lot  full  of 
white  elephants. 

What  to  do?  In  similar  circumstances, 
some  executives  resort  to  prayer.  Toyota 
shopped  for  specialized  property  and 
casualty  insurance  but  couldn't  find  any 


Who's  Using  the  New  Securities 


DATE      ISSUER 

SIZE  OF  ISSUE 
TYPE  OF  SECURITY                          MILLIONS 

1995  NATIONWIDE  MUTUAL 

Contingent  surplus  notes 

$400 

1996  RLI 

Catastrophe  equity  puts 

50 

1997  USAA 

Catastrophe  bonds 

477 

1998  RELIANCE  NATIONAL 

Catastrophe  bond  options 

20 

1998  TOYOTA  MOTOR 

Corporate  bonds 

566 

1999  ORIENTAL  LAND 

Catastrophe  bonds 

200 

DATA:  INSURANCE  SERVICES  OFFICE;  COMPANY  REPORTS 


that  fit  its  needs.  So  it  chose  a  third 
route.  With  the  help  of  Goldman,  Sachs 
&  Co.,  it  set  up  a  special  company  to  is- 
sue a  $566  million  series  of  bonds  with 
an  unusual  payoff  plan:  If  the  residual 
value  of  260,000  leased  Toyotas  is  high, 
bond  buyers  will  get  all  of  their  princi- 
pal and  interest  payments.  If  the  resid- 
ual value  falls  below  a  certain  threshold, 
payments  will  be  cut.  Bondholders  could 
even  lose  all  of  their  principal.  These 
structured  bonds,  which  mature  in  1999, 
2000,  and  2001,  took  part  of  the  risk  of 
the  leases  away  from  Toyota  and  put 
it  onto  the  backs  of  sophisticated  insti- 
tutional investors,  who  were  happy  to 
accept  it  in  return  for  attractive  yields 
(table,  page  118). 

Toyota  and  Goldman  are  in  the  van- 
guard of  a  movement  that  is  beginning 
to  shake  the  business  of  insurance  to 
its  foundations.  Until  now,  nearly  all 


underwriting  has  been  done  by  insur- 
ance companies  and  reinsurance  com- 
panies. In  the  new  deals,  by  contrast, 
the  ultimate  guarantors  of  risk  are  the 
deep-pocketed  world  financial  markets. 
Toyota  tapped  the  markets  directly. 
More  often  in  such  new  deals,  insurers 
and  reinsurers  are  doing  the  tapping — 
selling  special  securities  that  transfer 
risk  exposure  from  themselves  to  in- 
vestors who  have  an  appetite  for  it. 

This  transformation  has  benefits  all 
around.  For  one  thing,  people  who  need 
insurance  get  a  new  source  of  capital 
competing  for  their 
business.  That  should 
drive  down  premiums 
and  could  someday 
make  it  possible  to  ob- 
tain coverage  for  mas- 
sive risks  once  consid- 
ered uninsurable. 

Investors  benefit,  too, 
by  becoming  underwrit- 
ers. "Risk  securities" 
constitute  a  new  class 
of  investment  whose 
performance  isn't  corre- 
lated with  stocks,  bonds,  or  other  hold- 
ings in  their  portfolios.  Even  though 
some  risk  securities  are  volatile,  they 
add  stability  to  a  portfolio  if  they  tend 
to  zig  when  everything  else  is  zagging. 
That's  what  diversification  is  all  about — 
and  it  explains  why  institutional  in- 
vestors flocked  to  Toyota's  bond  issue. 
WHO  LOSES.  Even  insurance  companies 
can  benefit  from  the  new  wave  of  risk 
securities  if  they  play  their  cards  right. 
To  be  sure,  the  securities  make  it  pos- 
sible to  cut  insurers  out  of  the  picture. 
But  if  smart  insurers  use  the  new  tools 
to  reduce  their  own  risk  exposure,  they 
can  afford  to  write  more  policies  than 
ever  before.  They  can  make  then-  mon- 
ey from  drumming  up  business,  assess- 
ing risk,  processing  claims,  and  so  on. 

The  losers?  Well,  the  opening  up  of 
underwriting  doesn't  look  like  a  healthy 
development  for  reinsurers,  which  in- 


sure insurance  compames. 
Once  insurance  is  sold  off 
to  investors,  who  needs  a 
reinsurer?  Just  ask  David 
Wasserman,  president  and 
CEO  of  Centre  Solutions 
Holdings  Ltd.,  an 
innovative  player  that 
changed  its  name  from 
Centre  Reinsurance  to  re- 
flect its  expanding  role  in 
the  financial  markets.  "It's 
bad  news  for  reinsurers," 
says  Wasserman.  "They 
could  be  disintermediated 
right  out  of  the  picture." 
Recognizing  that,  reinsur- 
ers are  madly  hiring  in- 
vestment bankers  and  do- 
ing deals  to  become 
leaders  in  the  new  field. 

Risk  securities  are  still 
in  their  infancy.  Although 
more  than  $3.5  billion  of 
insurance  risk  has  been 
sold  in  the  market  to 
date,  that  pales  into  in- 
significance compared  with 
the  $2.1  trillion  of  con- 
ventional insurance  that's 
purchased  worldwide  each 
year.  Still,  the  enormous 
potential  is  attracting  big 
players.  Goldman,  Merrill 
Lynch,  and  Lehman 
Brothers  have  already  set 
up  subsidiaries  to  design 
products  that  mimic  in- 
surance. Predicts  Scott  C. 
Stevenson,  vice-president 
of  Merrill's  Alternative 
Risk  Markets  Group: 
"This  won't  take  over  the  whole  in 
ance  industry,  but  it  will  be  many,  m 
multiples  of  its  current  size." 

Indeed,  legislators  are  making  mo 
that  could  fuel  an  explosion  in  dome 
deals.  Today,  most  deals  are  done 
shore,  in  places  such  as  Bermuda. 
Illinois  Governor  George  H.  Ryan 
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Even  insurance 
companies  can 
benefit  from  the 
new  wave  of  risk 
securities.  If  they  use 
these  tools  to  reduce 
their  own  exposure, 
they  can  afford  to 
write  more  policies 
than  ever 


in  he  will  sign  a  law  giving  catastro- 
,mJf-bond  issuers  tax  and  accounting 
itment  similar  to  what's  available 
hore,  and  similar  legislation  is  be- 
debated  in  other  states.  A  commit- 
of  the  National  Association  of 
iiraiu-e  Commissioners  recently  ap- 
ved  model  legislation. 


For  investment  bankers,  it's  just  an- 
other opportunity  to  exercise  their  skills. 
Last  year.  Wall  Street  sold  some  $201) 
billion  in  securities  backed  by  mort- 
gages, consumer  loans,  credit-card  re- 
ceivables, and  the  like.  This  bundling 
and  reselling  is  what's  commonly  called 
securitization.  To  date,  few  deals  of  that 


kind  have  been  done  in  the  insurance 
field.  Instead,  "securitization"  in  insur- 
ance typically  refers  to  the  selling  of 
new  types  of  securities,  such  as  Toy- 
ota's structured  bonds  that  transfer  risk 
to  the  market.  Says  Jim  Ament,  vice- 
president  for  operations  at  State  Farm 
Fire  &  Casualty  Co.,  which  has  been 
involved  in  some  deals:  "Technically,  you 
could  transfer  all  kinds  of  risks  that  are 
not  in  the  market  today." 
HAVOC.  Risk  securities  really  got  their 
start   after   Hurricane   Andrew   tore 
through  South  Florida  in  August,  1992. 
The  windstorm  whipped  up  $15.5  bil- 
lion in  losses  and  put  several  insurers 
out  of  business.  Other  insurance  com- 
panies tried  to  raise  their  rates.  Still 
others  sought  protection  on  the  rein- 
surance market.  For  higher-risk  cus- 
tomers, premiums  shot  through  the  roof. 
The  havoc  got  many  people  wonder- 
ing just  how  reliable  their  insurance 
companies  were.  And  it  drew  attention 
to  a  bigger,  less  visible  problem:  Most 
risks  simply  go  uninsured.  Sometimes 
it's  because  people  don't  mind  bearing 
the  risks  themselves,  but  often  it's  be- 
cause there's  simply  not  enough  capital 
in  the  insurance  industry  to  insure 
everything  out  there.  There  is  up  to 
$25  trillion  worth  of  property  in  the 
U.S.,  but  the  insurance  industry  has 
only  $250  billion  in  reserves  to  cover 
possible  losses.  The  imbalance  is  wors- 
ening as  more  people  come  to  live  in 
humcane-prone  Florida  and  earthquake- 
ridden  California. 

That  has  given  impetus  to  catastro- 
phe bonds,  which  are  usually  issued  by 
insurance  companies  as  an  alternative  to 
buying  reinsurance.  The  bonds'  payoffs 
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are  tied  to  indexes  such  as,  say,  hurri- 
cane wind  speeds  along  the  Louisiana 
coast.  Oriental  Land  Co.,  owner  of 
Tokyo  Disneyland,  recently  issued  $200 
million  in  catastrophe  bonds  whose  pay- 
offs are  structured  to  protect  Disney's 
revenues  in  case  of  an  earthquake. 

Insurance  companies  can  buy  cata- 
strophe-index call  options,  traded  on  the 
Chicago  Board  of  Trade.  When  a  hurri- 
cane or  earthquake  hits,  the  gains  on 
their  call  options  offset  their  losses  from 
claims.  There  are  even  catastrophe  eq- 
uity puts — which  entitle  the  holder  to 
raise  money  on  a  moment's  notice  by 
selling  a  block  of  equity  to  another  par- 
ty at  a  set  price. 

As  investors  grow  more  familiar  with 
catastrophe  bonds,  they're  willing  to  ac- 
cept lower  yields.  The  average  spread 
has  shrunk  from  about  six  percentage 
points  more  than  the  benchmark  Lon- 
don InterBank  Offered  Rate  (libor)  for 
the  first  wave  of  bonds  to  less  than  2Vi 
points  over  libor  for  recent  transac- 
tions. Investment  bankers  have  been 
slicing  the  risk  into  different  tranches, 
with  bonds  that  offer  a  range  of  risks 
and  returns  to  investors. 

One  pioneer  is  the  United  Services 
Automobile  Assn.  (usaa),  which  was  a 
beneficiary  of  the  first  large-scale  cat 
bond  in  June,  1997.  The  San  Antonio 
company  insures  U.  S.  military  families 
and  has  about  one-third  of  its  customers 
located  in  the  states  of  California,  Flori- 
da, and  Texas.  That  leaves  it  especially 
vulnerable  to  natural  disaster  claims, 
which  can  be  costly  to  hedge  through 
traditional  reinsurance. 
HARD  TO  PREDICT.  So  the  usaa  ap- 
proached several  investment  banks, 
which  established  Residential  Reinsur- 
ance Ltd.,  a  company  in  the  Cayman 
Islands  set  up  specifically  to  design  and 
sell  cat  bonds  to  investors.  The  first 
deal  sold  $400  million  of  hurricane-risk 
bonds  for  about  6%  more  than  libor. 
Residential  Reinsurance  issued  $450 
million  in  bonds  in  1998  and  $200  mil-  I 
lion  in  June,  1999,  both  at  lower 
rates.  Each  time,  private  investors 
have  snapped  up  the  bonds.  "We're  very 
happy  with  the  level  of  protection  this 
gives  us,"  says  usaa  spokesman  Thomas 
D.  Honeycutt.  "A  very  sizable  event 
could  mess  your  calculations  up  if  you 
just  go  with  reinsurance." 

But  catastrophe  bonds  have  prob- 
lems. Despite  sophisticated  modeling 
software  and  other  tools,  catastrophes 
remain  hard  to  predict.  That  makes  it 
tough  to  put  a  price  on  some  of  these 
bonds  and  even  tougher  for  investors 
to  know  how  much  risk  they  face. 

That's  why  plain-vanilla  policies  such 


HOW  TOYOTA  TOOK 

THE  RISK  OUT  OF 

AUTO  LEASING 


1  Toyota  Motor  leases  out  260,000 
vehicles.  It's  worried  about  what 
might  happen  if  the  used-car  market 
is  soft  when  the  leases  expire.  The 
company  might  have  to  sell  the 
Toyotas  at  a  huge  loss.  It  can't  find 
suitable  insurance. 


2  Goldman,  Sachs  &  Co.  helps  Toy- 
ota issue  custom-tailored  bonds 
that  take  away  much  of  its  exposure 
to  used-vehicle  prices.  Institutional 
investors,  who  are  willing  to  take  on 
that  risk  in  return  for  attractive  yields, 
buy  the  bonds  for  $566  million. 


3 Toyota's  bonds  come  in  three  lev- 
els of  risk,  or  "tranches."  The 
highest-yielding  tranche  pays  374% 
over  the  LIBOR  benchmark  rate.  But 
Toyota  isn't  required  to  pay  that 
interest — or  even  pay  back  the  prin- 
cipal— if  the  residual  value  of  the 
leased  cars  is  too  low. 


as  auto,  life,  and  homeowners 
ance  may  be  even  more  promisil 
gets  to  slice,  dice,  and  sell  as 
ties.  "For  a  lot  of  us,  catastroph 
the  last  thing  that  should  be 
tized,"  says  Peter  R.  Porrino,  r 
director  of  insurance-industry  ser 
Ernst  &  Young.  He  says  securi 
works  best  where  it  tackles  basic 
and-butter  businesses  that  are 
predict  and  divide  into  differe 
levels.  Last  year,  Germany's  Ha 
Re  and  Britain's  National  Provid 
stitution  sold  off  part  of  their 
surance  portfolios,  following  th 
dard  pattern  for  asset-backed  sec 
Experts  say  similar  deals  in  th 
are  only  a  matter  of  time. 
SWOLLEN  RESERVES.   Like  mos 
trends,  the  advent  of  new  risk  sec 
has  its  naysayers.  "There's  a  lot 
talk  than  action  at  the  moment, 
Brian  Duperreault,  president  an 
of  Ace  Ltd.,  a  reinsurer  in  Ha: 
Bermuda.  "The  product  can't  ge 
ture  if  there's  no  demand  for  it." 

In  truth,  only  a  few  dozen  deals1 
hit  the  news  in  recent  years.  It's  hi 
compete  with  the  deals  being  o 
by  conventional  insurers  these  da 
surers  and  reinsurers  are  caught  in| 
cious  price  war — one  they  can  aff< 
wage,  however,  because  their  res 
are  swollen  from  booming  market 
because  there  have  been  few  costl 
ural  disasters  in  the  past  few  yl 
Customers  don't  need  to  look  an; 
else.  "If  the  cost  of  doing  a  bo 
greater  than  any  insurance  pre 
why  would  we  do  it  right  now?" 
David  Burr,  assistant  vice-presiden| 
risk  management  in  the  Schaum 
(111.)  office  of  Burlington  Northern 
ta  Fe  Corp. 

Fair  enough.  But  how  much  lo 
will  insurers  be  willing  to  wage  a 
war?  Analysts  say  insurers  are  bo 
raise  their  prices  in  the  next  few  y< 
perhaps  because  of  an  industry  sh 
out,  a  setback  in  the  stock  marke 

a  series  of  natural  disasters. 

Chubb    Corp.    Chairman    Dean 
O'Hare:  "Once  you  see  [insurers]  ch 
ing  the  type  of  prices  they  shoulc 
charging,  you'll  see  securitization 
off  like  a  bat  out  of  hell." 

To  thrive  in  this  world,  insurers 
have  to  embrace  a  new  vision  of  t. 
business.  They  will  continue  to  iden 
risk,  measure  it,  and  even  help  pric 
but  they  will  be  less  and  less  likel 
hold  it  on  their  books.  The  transfo 
tion  just  might  energize  some  part; 
the  industry — and  shatter  others. 

By    Diane    Brady    in    Greenwi 
Conn.,  with  Emily  Thornton  in  Tok 
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COMMENTARY 

By  Dean  Foust 


WHY  ITS  SO  EASY  TO  SCAM  SMALL  INSURERS 


it 


It  was  the  perfect  crime,  as  only 
novelist  Ian  Fleming  could  have 
conceived:  A  charismatic  con  man 
who  moved  between  Connecticut  so- 
ciety and  the  Vatican  hierarchy  us- 
ing any  of  five  aliases.  A  mysterious 
suicide  at  a  reclusive  financier's 
ritzy  Greenwich  compound.  A 
byzantine  network  of  insurance  com- 
panies, all  investing  through  the  fi- 
nancier's London  trading  firm.  And 
in  the  end,  two  fireplaces  left  ablaze 
with  shredded  documents,  funds 
hastily  wired  to  Swiss  banks,  and 
the  disappearance  of  financier 
Martin  R.  Frankel,  a.k.a.  David 
Rosse  and  Eric  Stevens,  with- 
out a  trace. 

Except  that 
Frankel  isn't  a 
figment  of  Flem- 
ing's imagination 
but  the  mastermind 
behind  a  real-life  Ponzi 
scheme  involving  $215  mil- 
lion— or  much  more — in 
missing  funds.  So  far, 
Frankel's  scheme  has  ren- 
dered insolvent  two  insur- 
ance companies  that  gave 
the  fugitive  financier 
funds  to  invest,  left  at 
least  five  others  exposed 
— and  raised  disturbing 
questions  about  the  ade- 
quacy of  the  state  regula- 
tory agencies  charged  with 
playing  public  watchdog  over 
the  nation's  insurers. 
COMPLEX  TIMES.  In  an  era  in  which 
global  insurance  conglomerates  hedge 
their  risks  through  complex  deriva- 
tives and  other  financial  exotica  and 
move  funds  in  and  out  of  shadowy 
offshore  affiliates,  the  network  of 
humble  state  examiners  suddenly 
looks  like  an  anachronism  from  a 
simpler  time.  "Regulation  in  most 
states  is  inadequate,"  argues  J. 
Robert  Hunter,  a  former  Texas  in- 
surance commissioner  who  now 
serves  as  insurance  director  for  the 
Consumer  Federation  of  America. 
"How  do  examiners  in  Oklahoma 
know  that  funds  are  being  shifted 
across  borders  with  the  click  of  a 


Oklahoma  work  out  a  treaty  with 
England  or  the  Vatican?" 

If  there  are  any  lessons  "to  be 
learned  from  the  Frankel  saga,  it 
may  be  that  it's  time  for  the  federal 
government  to  assume  an  expanded 
role  in  regulating  the  nation's  insur- 
ance companies,  just  as  Uncle  Sam 
serves  as  watchdog  over  banks  and 
securities  firms.  At  a  minimum,  the 
U.  S.  should 


adopt  the  Canadian  model,  which  lets 
the  federal  government  set  solvency 
standards  while  leaving  sales  prac- 
tices and  other  consumer  issues  to 
the  provinces. 

Granted,  federal  oversight  raises 
issues  of  its  own — namely,  whether 
giving  Washington  a  larger  role  cre- 
ates an  implicit  taxpayer  liability  to 
cover  the  costs  of  any  solvency 
crises.  But  it's  fair  to  question 
whether  states  are  up  to  the  task  of 
regulating  the  new  breed  of  insurers. 
Truth  is,  in  many  states  the  insur- 
ance office  is  viewed  not  so  much  as 
a  watchdog  as  a  cash  cow  that  law- 
makers milk  for  other  pet  projects. 

Consider  this:  According  to  the 


tween  1991  and  1995,  U.  S.  insure 
paid  more  than  $43  billion  to  the 
states  in  taxes,  fines,  and  other  f< 
Yet  state  insurance  departments 
ceived  just  $2.8  billion,  or  6.5%  of 
those  fees,  in  funding  from  their 
islatures.  Among  the  worst  were 
perhaps  not  coincidentally — the 
Southern  states  that  Frankel  targ! 
ed:  Tennessee,  which  according  to 
Best  spent  just  2.4%  of  the  insure 
fees  it  received  in  1995,  and  Alab 
ma,  at  2.6%.  "Regulators  do  need 
more  money,"  maintains  Michael 
Bownes,  general  counsel  for  the 
abama  Insurance  Dept.  "Most  d 
partments  are  understaffed  an 
underbudgeted." 


It's  time  for  the 

feds  to  keep  tabs 

on  insurance 

companies 


The  result  isn't  trivial: 
While  banks  are  examine 
annually,  most  insurers  ui 
dergo  a  thorough  review 
only  every  three  to  five  year 
"Whose  interest  is  this  kind  of 
time  frame  protecting?"  Neil  D. 
Levin,  insurance  superintendent  for 
New  York  State,  asked  at  an  indust: 
symposium  last  fall.  "Is  the  regulatoi 
pretending  to  regulate,  and  are  com- 
panies pretending  to  be  regulated?" 
This  fragmented  system  also  per- 
petuates a  form  of  "regulatory  arbi- 
trage" in  which  insurance  companie; 
shop  for  the  most  accommodating 
regulator.  After  Alabama  ordered 
one  insurer  to  move  its  reserves 
from  Frankel's  brokerage  to  the  saf< 
ty  of  a  bank,  the  insurer  simply 
transferred  its  headquarters — at 
least  on  paper — to  Mississippi  and 
maintained  the  status  quo.  As  long 
as  such  practices  are  permitted,  mys 
tery  writers  won't  lack  for  material 
to  write  about. 


mouse?  And  even  if  they  do,  does 

A.  M.  Best  Co.  rating  service,  be- 

Foust  covers  finance  from  Atlantam 
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Although  he  knew  his  current  position  was, 
to  say  the  least,  compromising, 


Oscar's  urge  to  dig  deeper  was  too  strong  to  resist. 
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Seagate  Analysis'".  Built  on  proven  technology,  it  gives  you  ad  hoc  query,  OLAP, 
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And  we're  giving  your  IT  department  Seagate  Analysis  free  -  no  catch.  This  is  the    | 
full,  complete  version.  Find  your  information.  From  a  dignified,  seated  position. 

Access.  Analyze.  Report.  Share.  www.fetchseagate.com 


Bad  IT  managers 
don't  use  Seagate. 
Bad  IT  managers! 
BAD! 


<&*  Seagate  software 


I 1999  Seagate  Software.  Inc.  Se.ig.ite  Software.  Seagate  Analysis,  and  the  Seagate  logo  are  trademarks  of  Seagate  Software,  Inc.  Seagate  and  the  Seagate  logo  are  registered  trademarks 
ol  Seagate  Technology  Inc.  and  protected  by  mean  Rottweilers.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  U.S.  and/or  other  countries.  All  rights  reserved. 
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WALL  STREET 

BULLISH  ON 
PAPER  CLIPS 

Merrill  is  off  to  a  fast  start  in 
small-business  E-commerce 

This  January,  in  a  conference  room  at 
a  Hyatt  Hotel  in  Austin,  Tex.,  John 
L.  Steffens,  vice-chairman  of  Merrill 
Lynch  &  Co.,  listened  intently  to  a  pre- 
sentation by  the  head  of  a  local  Internet 
startup.  Bo  Holland,  34,  explained  how 
his  company,  works.com,  lets  small  busi- 
nesses buy  everything  from  paper  clips 
to  pes  online.  Right  after  the  presenta- 
tion, Steffens  started  negotiating  an  al- 
liance. Says  Holland:  "We  were  totally 
blown  away  by  how  quickly  these  guys 
were  moving." 

When  it  comes  to  online  trading,  Mer- 
rill is  playing  catch-up  to  E*Trade  Group 
Inc.  and  Charles  Schwab  &  Co.  But  the 
Wall  Street  behemoth  is  racing  for  a 
foothold  in  a  newer,  equally  hot  Internet 
business:  selling  products  and  services 
to  small  businesses  online,  or  b-to-b  E- 
commerce. 

EXCLUSIVITY.  In  early  July,  Merrill  Lynch 
plans  to  announce  a  new  service  for  the 
400,000  small-business  customers  served 
by  its  Business  Financial  Services  unit: 
buying  office  supplies  on  the  Internet. 
Works.com  customers  already  get  a  15% 
discount,  says  Holland.  Merrill  believes  it 
can  negotiate  additional  discounts  with 
some  suppliers  exclusively  for  its  own 
small-business  customers.  Another  ad- 
vantage: Half  of  such  customers  use  Mer- 
rill's small-business  cash-management  ac- 
count, called  wcma,  or  Working  Capital 
Management  Account.  They  will  be  able 
to  pay  for,  manage,  and  account  for  their 
works.com  purchases  centrally  through 


their  wcmas.  And  they  earn  reward 
points  on  their  wcma  Visa  card  for  their 
works.com  purchases. 

Merrill  says  it  doesn't  expect  to  make 
any  money  from  providing  this  service 
but  hopes  to  ultimately  attract  more  as- 
sets. While  Merrill  is  best  known  for 
catering  to  individual  investors,  many  of 
its  14,000  brokers'  wealthiest  customers 
are  entrepreneurs  who  already  have  a 
total  of  $145  billion  in  wcmas. 

Online  business  procurement  could  be- 
come as  popular  as  buying  books  online. 
Here's  how  Merrill's  new  service  would 
work:  For  example,  each  of  xyz  Co.'s  25 
employees  log  on  to  Merrill  Lynch  On- 
Line,  where  they  would  link  to  a  co- 
branded  version  of  works.com.  Employ- 
ees put  the  items  they  want  into  an 
electronic  shopping  cart,  generating  a 
purchase  request  that  is  forwarded  to 
an  xyz  Co.  approver.  Once  authorized, 
the  order  is  received  by  the  employee,  as 
soon  as  the  next  day  in  the  mail. 
Works.com  obtains  its  office  supplies  di- 
rectly from  S.  P.  Richards  Co.,  one  of  the 
largest  U.  S.  office-products  wholesalers. 


DIVIDEND 


airline  tickets  online,  says  Steffe 
later  services  such  as  printing  and 
resources.  "We're  using  our  pure 
clout  and  passing  the  savings  on 
customers,"  he  says.  "It  exemplify 
power  that  Merrill  Lynch  brings  t 
table." 

Merrill's  objective  is  to  become  a 
small-business  Web  site.  "Nobody  k 
what  a  business  portal  looks  like 
says  Holland.  "Merrill's  angle  is  to  b< 
nancial  portal.  We're  betting  that 
chasing  is  a  key  capability  for  a  bus 
site,  like  search  is  key  on  a  cons 
portal."  Bill  Gurley,  a  works.com  dir 
and  a  partner  at  Benchmark  Capit 
venture  capital  firm,  maintains  that 
rill  and  works.com  are  on  to  "the  bif 
idea  out  there"  because  the  new  se: 
will  automate  the  procurement  pn 
and  tighten  the  supply  chain  by  con 
ing  Merrill's  customers  through 
wcma  directly  to  wholesalers. 

It's  far  too  early  to  know  whe 


Merrill  thinks  it  can  attract  more 
assets  to  its  cash-management  accounts  by 
selling  office  supplies  online  at  a  discount 


The  expenditure  would  show  up  on  the 
monthly  corporate  wcma  statement. 

While  buying  pencils  and  envelopes 
online  seems  fairly  pedestrian,  the 
works.com  alliance  sheds  light  on  Merrill's 
broader  Internet  strategy.  By  taking  a 
10%  stake  in  works.com,  Merrill  has 
ditched  the  do-it-yourself  approach.  And 
it  plans  to  sell  computer  equipment  and 


Merrill's  new  venture  will  succeed, 
competition  is  fierce,  with  others  ra 
to  provide  their  small-business  custon 
with  similar  purchasing  services,  fi 
software  developer  Ariba  Inc.  to  Am 
can  Express  Co.  to  Staples.com.  Bu 
least  this  time,  Merrill  Lynch  is  ei 
with  a  good  idea. 

By  Leah  Natfians  Spiro  in  New  Y 
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HP  Vectra  PCs  and  Windows  NT  Workstation. 
The  reliable  choice  for  business. 

You  count  on  your  computer  to  work  as 
hard  as  you  do  -  so  count  on  the  HP  Vectra 
running  Windows  NT  Workstation  -  the 
most  reliable  Windows  operating  system 
available.'  Built  for  businesses  like  yours,  HP 
Vectras  are  specially  designed  to  maximize 
the  reliability  and  performance  of  Windows 
NT.  So  make  sure  your  next  HP  Vectra  has 
Windows  NT  Workstation  preinstalled  -  that 
way  you  can  improve  productivity  -  and  get 
the  break  you  deserve. 


should 


your 


i  Corporate  PCv  Intel®  Celeron'"  processor  366  MHz  up  to  Pentium®  III  processor 
;/ Microsoft®  Windows  NT  Workstation  4.0  /  64  MB  RAM  /  Up  to  13,5  GB  HD  /  Up  to 
MGA-G200  AGP  graphics  /  HP  TopTools  management  software  /  Starting  at  S94U. 

tou  buy  a  Window  .'000-Ready  PC  Rcidy  with  WMom  NT  Workstation,  i<Mdy  with  100  MH/  or  more. 
>4  MB  HAM  01  mort  Foi  moil  inform M  >.wwhpcom/windows2000/desklop. 


computer? 


www.hp.com/windows2000/desktop 
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COMMENTARY 

By  Gary  Weiss 


A  SLAP  ON  BEAR  STEARNS'  PAW 


In  the  annals  of  securities  fraud, 
the  defunct  microcap  brokerage 
A.  R.  Baron  &  Co.  was  in  a  class 
by  itself.  At  the  racketeering  trial  of 
Baron  Chief  Financial  Officer  John 
McAndris  last  year,  a  parade  of  ex- 
brokers  gave  ample  support  to  the 
view  of  Manhattan  District  Attorney 
Robert  M.  Morgenthau  that 
Baron  was  a  racketeering  en- 
terprise that  defrauded  the 
public  to  the  tune  of  $75  mil- 
lion. Their  testimony  also  con- 
tained evidence  that  support- 
ed another  troubling  aspect  of 
the  Baron  disaster — that  Bear, 
Stearns  &  Co.,  which  cleared 
trades  for  Baron,  knew  per- 
fectly well  what  was  going  on. 

Bear  Stearns  has  long  de- 
nied wrongdoing  for  its  role  at 
Baron.  But  it  has  been  con- 
ducting protracted  negotiations 
with  the  Securities  &  Exchange 
Commission  that  appear  to  be 
drawing  to  a  close.  In  an  sec  fil- 
ing on  June  28,  the  firm  an- 
nounced that  it  had  reached  an 
"agreement  in  principle"  with 
the  sec  staff  to  pay  a  fine  of  $5 
million,  and  to  pay  another  $20 
million  "to  settle  certain  private 
claims." 

It  seems,  at  first  blush,  to  be 
a  slap  in  the  face  for  Bear 
Stearns.  The  settlement's  seem- 
ingly considerable  size  and  prece- 
dent-setting nature  were  quickly 
noted  in  the  financial  press.  But  the 
stock  market  viewed  the  settlement 
as  an  assault  on  another  part  of 
Bear  Stearns'  anatomy — its  wrist. 
Bear's  share  price  rose  swiftly  after 
the  news  came  out  at  midday.  True, 
good  news  on  interest  rates  boosted 
all  financial  firms,  but  clearly  the 
settlement  was  viewed  as  a  win  for 
Bear  Stearns. 

NOT  EVEN  A  DENT.  And  no  wonder. 
For  one  thing,  $25  million  is  chump 
change  for  Bear  Steams,  whose  af- 
tertax profits  topped  $660  million  last 
year — a  good  chunk  of  which  comes 
from  its  clearance  activities  for 
smaller  firms.  The  deal  has  several 
other  positive  elements  from  Bear's 
perspective.  Word  of  the  settlement 


may  put  a  damper  on  a  criminal  in- 
vestigation of  Bear's  role  at  Baron 
being  conducted  by  Morgenthau's  of- 
fice. Bear's  role  as  clearing  agent  for 
yet  another  defunct  brokerage,  Ster- 
ling Foster  &  Co.,  is  being  probed  by 
the  U.  S.  Attorney  in  Manhattan.  At 
Baron  and  Sterling 


head  off  any  possible  criminal  prj 
ceedings  by  Morgenthau's  office.  | 
"That's  a  way  of  trying  to  com 
the  prosecutors  that  there's  enoJ 
blood  being  paid  pursuant  to  the| 
tlement  that  they  don't  have  to 
threaten  the  criminal  sanction," 
Coffee.  Bear  Stearns  declined  tl 
comment  on  either  the  settlemJ 
or  Coffee's  theory  regarding  w| 
was  announced. 
UNANSWERED  QUESTIONS.  To 
sure,  a  number  of  variables  re{ 
main  undetermined — such  as  tl 
scope  of  the  settlement,  or  anj 
further  steps  Bear  may  be  re-| 
quired  to  take  as  part  of  its  d| 
with  the  sec.  Also  undetermir 
is  the  fate  of  Bear  Steams'  cl 
of  clearing,  Richard  Harriton. 
Morgenthau's  office  and  the  si 
are  investigating  Harriton's  rj 
tionship  with  Baron  Chief  E> 
utive  Andrew  Bressman,  whc! 
pleaded  guilty  to  illegal  activ| 
ties  at  Baron.  Harriton's  lav 
Howard  Wilson,  declined  cor 
ment  on  the  criminal  probes  I 
and  said  his  talks  with  the  si 
were  continuing. 

True,  the  final  settlement  I 
may  contain  various  require] 
ments  to  ensure  that  Bear 
could  never  again  turn  a  bli| 
eye  to  small  investors  being 


$25  million  is  chump  change  for  Bear  Stearns 
whose  aftertax  profit  topped  $660  million 

IN  NOVEMBER,  1998,  BUSINESS  WEEK  DETAILED  ALLEGATIONS  AGAINST  BEA 


alike,  the  issue  is  the  same:  Did  Bear 
abet  investor  ripoffs? 

The  looming  criminal  probes  may 
well  explain  why  the  settlement  was 
announced.  Bear  Steams  could  have 
kept  mum  about  it.  John  C.  Coffee,  a 
professor  at  the  Columbia  University 
School  of  Law,  says  that  "it's  kind  of 
noteworthy  that  Bear  Stearns  was 
rushing  to  get  this  information  out." 
He  says  the  settlement  was  far  too 
small  to  require  an  sec  filing  by  a 
company  of  Bear  Steams'  size. 

Coffee  believes  word  of  the  tenta- 
tive settlement  was  rushed  out  to 


ripped  off.  But  30  cents  on  the  doll 
for  Baron  customers?  It  might  be  a 
equate  if  Bear  Stearns  did  not  ac- 
tively help  Baron  fleece  investors. 
But  what  if  its  role  was  more  exte 
sive?  If  indeed  the  evidence  points 
Bear  Steams'  actively  helping  A.  R.I 
Baron,  the  sec  should  reject  the  set 
tlement  worked  out  by  its  staff— an 
hold  Bear  accountable  for  every  pe: 
ny  that  was  lost  by  A.  R.  Baron's 
customers. 

Senior  Writer  Weiss  covered  the 
A.  R.  Baron  trial  for  business  weei 
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WANT  TO  DELIVER  FINANCIAL 
SERVICES  IN  THE  WEB  AGE? 

Learn  the  new  rules. 
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Understand  Customers 
Enable  E-Interactions 
Identify  Opportunities 
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E-Customer  Forum 


The  New  World  of  the 
Customer  in  Control 


Co-produced  by  Business  Week  and 
the  American  Bankers  Association 

Grand  Hyatt  San  Francisco  on  Union  Square 
San  Francisco,  California 
July  19-20, 1999 

At  this  executive-level  briefing,  you'll  hear 
success  stories  from  electronic  financial 
service  providers  and  online  businesses— 
and  discover  how  you  can  connect  with 
customers  in  our  new  digital  environment. 
The  Forum  features: 
>-  New  approaches  for  delivering 

personal  financial  services  online 
>•  Trends  and  predictions  regarding 

e-customer  expectations 
>  Experts  including  John  Hagel  III  of 
McKinsey  &  Company,  Inc.,  co-author 
of  Net  Worth:  Shaping  Markets 
When  Customers  Make  the  Rules 
Don't  miss  this  prestigious  event,  the 
only  conference  that  studies  those  really 
in  control  of  e-banking  and  e-business— 
the  customers! 

For  details,  call  ABA  Customer  Service  at 
1-800-338-0626  or  visit  www.aba.com. 

Be  sure  to  also  mark  your  calendar  for  the 
new  ABA  Future  Payments  Conference 
and  Expo,  September  12-15,  in  Chicago. 
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COMMENTARY 

By  Toddi  Gutner 


E-BONDS  LEVEL  THE  TRADING  FIELD 


An  electronic  revolution  is  sweep- 
ing the  bond  market — one  that 
could  be  as  momentous  as  the 
Internet  wave  that  is  transforming 
the  way  we  trade  stocks.  The  $13 
trillion  over-the-counter  bond  market 
is  inefficient,  with  no  required  re- 
porting of  bids  and  offers.  Fixed-in- 
come investors,  both  big  and  small, 
don't  know  by  how  much  deal- 
ers are  marking  up  bonds, 
so  they  don't  know 
whether  they're  get- 
ting a  good  price.  But 
now,  as  issuers,  un- 
derwriters, and  in- 
vestors begin  to  em 
brace  E-bond 
trading,  all  parties 
involved  are  sure 
to  benefit. 

Bond  prices 
are  affected  by 
the  trading  rela- 
tionships between 
the  participants. 
Technology  is  lifting 
the  veil  that  has  long 
shrouded  this  clubby 
fixed-income  world.  In- 
stead of  calling  around  to 
several  dealers  to  get  a 
price  on  a  bond,  buyers  and  sellers 
in  the  most  liquid  markets  can  get 
real-time  prices  and  execute  trades 
without  talking  to  a  trader.  "There  is 
a  collapsing  of  the  distribution  sys- 
tem and  the  middlemen  are  being 
squeezed  out,"  says  Jack  Mahoney,  a 
principal  with  Greenwich  Associates, 
a  consulting  firm. 
HOME  TRADES.  In  mid-April,  Ford 
Motor  Credit  Co.  became  the  first 
company  to  sell  commercial  paper  di- 
rectly to  institutional  investors  over 
the  Internet.  It's  likely  that  General 
Motors  Acceptance  Corp.  and 
Chrysler  Financial  Cos.  will  follow 
suit.  Some  municipalities  are  also  is- 
suing their  debt  directly  to  cus- 
tomers online. 

The  result?  Lower  transaction 
costs  for  institutions  and  individuals. 
Take  TradeWeb  LLC,  an  Internet- 
based  electronic-trading  system  that 
allows  institutional  investors  to  trade 
Treasuries  with  top  brokerage  firms. 


It  recently  saved  one  customer  near- 
ly $1,000  on  $25  million  worth  of 
bonds  that  it  was  selling,  says 
TradeWeb  President  James  W.  Tof- 
fey.  That  may  not  sound  like  much  of 
a  savings,  but  consider  that  $200  bil- 
lion worth  of  Treasuries  are  traded 


The  middlemen  are 

being  squeezed  out  of 

the  once  clubby  bond 

market 


daily.  TradeWeb,  which  started  in 
early  1998,  reports  a  daily  trading 
volume  of  $2.5  billion,  double  what  it 
was  in  January.  "Dealers  are  forced 
to  post  more  competitive  prices  be- 
cause of  the  transparency,  and  that 
creates  a  tighter  market,"  says 
Robert  S.  Kapito,  vice-chairman  of 
Blackrock,  which  manages  $80  billion 
in  fixed-income  assets. 

TradeWeb  is  just  one  of  the  nearly 
30  institutional  E-bond  trading  sys- 
tems that  have  popped  up  over  the 
past  few  years.  On  June  24,  Bro- 


kerTec  set  up  shop.  It's  an  online] 
terdealer  broker  backed  by  seve: 
large  brokerage  firms,  including 
Goldman,  Sachs  &  Co  and  Merril 
Lynch  &  Co.  "Any  institution  tha1 
doesn't  have  Internet  access  as  p;| 
of  its  fixed-income  strategy  will  b 
missing  a  large  chunk  of  business 
the  future,"  says  Andy  Nybo,  re- 
search director  at  the  Bond  M; 
ket  Assn. 
NO  STOPPING  'EM.  A  rece 
Greenwich  Associates  s 
vey  of  the  500  biggest 
Treasury  investors  re- 
ports that  21%  trade 
Treasuries  electroni 
cally.  That  numbe 
is  expected  to  ju 
to  50%  in  the  ne 
year. 

While  most  of 
the  changes  are  tc 
ing  place  on  the  ins 
tutional  side,  the  ret 
market  is  also  making 
headway.  In  the  past 
year,  E*Trade  Group  In 
and  Discover  Brokerage 
Direct  have  made  bond  tra< 
ing  available.  Cost  savings 
vary,  but  E*Trade's  markups  of  one 
half  to  three-quarters  of  a  percent- 
age point  are  significantly  less  than 
the  1%  to  3%  for  a  discount  or  full- 
service  broker.  Since  last  October's 
launch  of  TreasuryDirect's  electronic  j 
access,  which  allows  the  purchase  o 
U.  S.  government  debt  via  the  Bu- 
reau of  the  Public  Debt  Web  site 
(www.publicdebt.treas.gov),  40%  of 
Treasury  purchases  are  done  elec- 
tronically. 

It's  unlikely  we  will  ever  have  th 
same  price  transparency  and  liquidi 
ty  in  bond  trading  that  we  have  in 
stock  trading.  There  are  11,000  indi 
vidual  U.  S.  stocks,  as  opposed  to  4. 
million  individual  bond  issues — rang- 
ing from  huge  treasuries  to  tiny  mu 
nicipalities.  And  the  vast  majority 
don't  trade  regularly.  Still,  E-bond 
trading  can't  do  anything  but  help 
the  world's  largest  financial  market. 

Toddi  Guttier  covers  the  bond 
market  from  New  York. 
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welcome 


Welcome  to  the  exciting  world  of 
broadband  communications! 

What  you  are  about  to  read  is  a 
special  advertising  section  with  a 
difference.  Instead  of  advertisements, 
we  invited  leading  broadband  equip- 
ment makers  and  global  service 
providers  to  tell  us  stories  about  how 
their  customers  are  putting  the  latest  in 
broadband  communications  technology 
to  work  for  them,  cutting  costs  while 
increasing  output,  and  even  building 
new  lines  of  businesses. 

We  did  this  to  show  you  how  real 
people  at  real  companies,  with  real 
P6cL  responsibility,  are  putting  broad- 
band technologies  to  work. 

We  believe  that's  what  corporate 
executives  want  to  see  before  they  com- 
mit their  dollars. 

We  also  invited  Dr.  John  M. 
McQuillan,  a  recognized  authority  on 
the  Internet  and  broadband  technology, 
to  write  a  detailed  analysis  of  the 
impact  of  the  emerging  broadband 
Internet,  and  to  comment  on  current 
trends  in  new  technology  ventures. 

I  think  you  will  find  the  case  studies 
that  follow  both  instructive  and  useful. 

Best  Regards, 


David  Hold 

Executive  Editor 

Broadband  Publishing  Corporation 
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Broadband  networks  offer  much  greater 
'bandwidth'  than  the  older  narrowband 
technologies.  By  bandwidth  we  mean  the 
bit-rate,  or  number  of  bits  per  second  that 
can  be  transmitted.  The  International 
Telecommunications  Union  (ITU)  has  defined 
a  broadband  connection  as  any  rate  higher 
than  the  standard  rate,  T-1. 
SPEEDS  &  FEEDS.  Bit  rates  come  in  incre- 
ments called  Kilobits  (thousands),  Megabits 
(millions)  and  Gigabits  (billions)  of  bits  per 
second.  The  fastest  modems  connecting  a 
PC  to  the  Internet  operate  at  56  Kbps 
(Kilobits  per  second),  while  a  typical  fiber- 
optic cable  carries  2.5  Cbps  (Gigabits  per  sec- 
ond). Here  are  some  examples  of  typical  nar- 
rowband rates: 

►  PC  Modem  =  56  Kbps 

►  Telephone  call  =  64  Kbps 

►  Basic  ISDN  line  =  128  Kbps 

►  T-l  Leased  Line  =  1 .5  Mbps 
Narrowband   communications  normally 

operate  over  copper  wires  or  coaxial  cables. 
Broadband  transmission  technologies  were 
intended  to  leverage  the  vast  bandwidth  of 
fiber  optics.  The  Optical  Carrier  (OC)  hierar- 
chy, is  used  to  describe  broadband  rates: 

►  OC-1  =  52  Mbps 

►  OC-3  =  155  Mbps 

►  OC-1 2  =  622  Mbps 

►  OC-48  =  2.5Gbps 

►  OC-192  =  10Gbps 

Recent  advances  in  optical  transmission 
technology,  known  as  Dense  Wavelength 
Division  Multiplexing  (DWDM),  promise 
dramatic  increases  in  the  capacity  of  a  fiber 
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line.  DWDM  technology  splits  a  beai 
light  into  multiple  colors,  or  wavelen 
each  of  which  can  operate  at  10  Gbps. 
technology  is  rapidly  advancing,  with 
number  of  possible  wavelengths  excee 
100  per  fiber. 

CIRCUITS  VS.  PACKETS.  There  are  two  f 
damental  types  of  networks,  circuit 
packet.   The  telephone   network   is  tin 
switched,  while  data  networks,  such  as 
Internet,  are  packet  switched.  When  a  t 
phone  call  is  made,  a  live  circuit  is  set 
through  the  network,  and  a  fixed  amount 
bandwidth,  typically  64  Kbps,  is  reserved 
the  duration  of  the  call. 

Packet  technology  breaks  data  into  sm 
pieces,  each  containing  an  address.  Sendi 
a  packet  is  much  like  mailing  a  letter;  mai 
envelopes  of  data  enter  the  network  at  tl 
same  time,  where  they  may  travel  over  tl 
same  or  different  routes.  Eventually,  most  <  « 
them  arrive  at  the  destination. 

Packets  are  more  efficient  than  circuit  t 
because  a  single  line  can  carry  multiple  me;  - 
sages  simultaneously.  The  problem  is  'rea  : 
time'  communications,  like  voice  or  videc  i 
doesn't  work  well  on  packet  network  r 
because  there  is  no  way  to  know  when  th  j 
packets  will  arrive  or  in  what  order. 

Packet  technology  is  improving,  howev  [ 
er,  and  it  is  only  a  matter  of  time  before  ty 
packet  switched  networks  can  support  tele  : 
phone  calls,  with  an  acceptable  level  ol  H 
quality,  at  a  fraction  of  the  cost  of  a  circuit  I 
switched  call.  inj 
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|  With  the  rise  of  the  Internet, 
I  the  networked  economy  is 
V  looming  as  both  a  major  new 
■nue  opportunity,  and  a  major  new  tech- 
I/marketing  challenge  for  businesses  of 
sizes.  From  the  corner  mom-and-pop 
e  to  the  global  multinational  corporation, 
ne  sales  are  accounting  for  a  rapidly 
i/ving  share  of  total  revenues.  Research 
lects  the  value  of  U.S.  business  to  busi- 
se-commerce  to  be  $175  billion  in  2001. 
NVERGE  AND  OUTSOURCE.  This  shift  to 


wavelengi  ^online  economy  has  produced  a  need  to 
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employees,  suppliers,  and  customers  in 
hly  productive  ways.  As  a  result,  network- 
costs  are  consuming  an  increasing  share  of 
overall  IT  budget  as  well  as  IT  resources. 
wtwfiiat  is  why  management  consultants  are 
circuit,  a  /ising  their  corporate  clients  to  converge 
*s  is  arc  d  outsource  as  much  of  the  network  infra- 
iuch  as  (  jcture  as  possible  to  focus  on  core 
tenatel  siness  activities  to  achieve  the 
lis  set i  mpany's  business  goals. 
amount  But  that's  easier  said  than  done. 
saved  I  ?twork   managers   typically  just 

iy  more  circuits  and  bandwidth  to 
intosmi'pport    new 
Sendir  pplications. 
:er  ran  ;    a    result, 

any  compa- 
over Bites  find  them- 
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" Convergence  of  voice,  data,  Internet, 
and  video  is  the  future  of  the  corporate  net- 
work," says  Greg  Gordon,  director  of  Sprint 
ION  marketing.  "We  offer  a  solution  which 
will  level  the  playing  field  of  broadband  con- 
nectivity for  all  stakeholders." 

Sprint  has  invested  $2  billion  dollars  over 
the  past  year  to  develop  Sprint  ION;"  which 
can  meet  these  needs  and  change  the  com- 
munications medium  from  an  inhibitor  to  an 
enabler  of  business  applications. 

Designed  to  allow  the  complete  integra- 
tion of  multiple  services  over  a  single  network, 
and  to  deliver  fully  managed  services  to  both 
business  and  residential  customers,  Sprint 
ION  is  arguably  the  most  ambitious  service 
concept  ever  proposed. 
APPLICATIONS  ENABLER.  Sprint  ION  is  also 
an  applications  enabler.  Firms  depend  on 
specific  applications  to  establish  a  competi- 
tive edge  and 
to  meet  key 
challenges 
like  getting 
products  to 
market  faster, 
improving 
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ate  line  —  all  with  their  own  set  of  commu- 
ttvork!  ications  links,  support  equipment,  and  man- 
er  Kiel  gement  systems. 

This  duplication  increases  networking 
ost  and  complexity  and  wastes  expensive 
iandwidth.  The  ability  to  provide  integrated 
oice,  data,  video,  and  Internet  services  could 
educe  this  administrative  and  network  infra- 
tructure  management  burden,  lower  capital 
ind  operating  costs,  and  help  level  the  play- 
ng  field  for  even  the  smallest  of  operations. 


A  manufacturing  company  can  collaborate 

engineering  development  via  white  board 
sharing  in  real-time  coast  to  coast. 


customer  service,  and  hiring  and  retaining 
workers.  Imagine: 

►  A  major  oil  company  is  trying  to 
connect  to  a  remote  refinery  for  real-time 

.  production  reports; 

►  A  manufacturing  company  is  trying  to 
collaborate  engineering  development  via 
white  board  sharing  in  real-time  coast  to  coast; 
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►  A  textiles  supplier  is  accessing  one  of 
the  automaker's  extranets  to  optimize  their 
just-in-time  inventory  shipments  to  a  plant 

Sprint  ION  allows  applications  like  these 
to  perform  better  and  more  reliably  than  ever 
before  no  matter  where  they're  located. 
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Improving 
productivity 

COST  OF  OWNERSHIP.  Total  cost  of  WAN 
ownership  falls  into  three  main  cost  centers: 
transport  and  access,  network  management, 
and  equipment  and  software.  Users  of  Sprint 
ION  could  save  up  to  15%  in  the  short  term 
and  up  to  25%  in  the  long  term. 

Since  every  site  on  the  Sprint  ION  net- 
work has  the  ability  to  access  advanced  data 
and  voice  networking,  there  is  network 
equality  at  every  level  of  the  organization. 


Sprint  ION 


INTEGRATED 
ON-DEMAND  NETWORK 

Sprint  will  provide,  manage,  and 
maintain  an  integrated  services  hub 
at  your  locations.  This  hub  consoli- 
dates communications  from  your 
computers,  voice  systems,  and  other 
equipment  into  a  single  cost-effi- 
cient, high-speed  data  stream  for 
transmission  over  Sprint  ION. 

Using  the  desktop  manager, 
Sprint  ION  users  can  activate,  modi- 
fy, monitor,  control,  and  customize 
services  allocating  bandwidth  dynam- 
ically when  and  where  it's  needed. 

Sprint  selected  ATM  switching 
for  its  core  backbone  network, 
which  fully  supports  IP  applications 
and  services.  Sprint  ION  represents 
the  convergence  of  these  two  tech- 
nologies by  providing  the  applica- 
tion benefits  of  IP  with  the  quality 
of  service  levels  of  ATM. 

www.sprint.com/ion 
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AT&T  SOLUTIONS 


Maximizing  Customer  Service 


MANAGED 
SERVICES 


When  it  comes  to  creating  a 
competitive  advantage  the 
best  course  is  to  develop  a 
strategy  to  serve  and  satisfy  the  customer. 
AT&T  Corp.,  Basking  Ridge,  NJ,  is  a  master  at 
creating  competitive  advantage.  For  their 
corporate  customers,  the  AT&T  Solutions 
Managed  Bandwidth  Service  (MBS)  program 
provides  the  ultimate  in  effective,  efficient 
customer  service.  AT&T  Solutions  is  a  net- 
working professional  services  firm  with 
expertise  in  managing  corporate  networks. 
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Creating  competitive 
advantage 

"We  architect,  design,  build,  and  man- 
age corporate  networks,  and  provide  appli- 
cation oriented  solutions  that  range  from  the 
WAN  to  the  desktop,"  said  AT&T  Solutions' 
Ed  Nalbandian,  managing  partner  for 
Managed  Networking  Solutions. 

When  AT&T  Solutions  MBS  was  rolled 
out  in  May  1998,  it  enabled  customers  to 
transition  from  the  older,  narrowband  TDM. 
(time  division  multiplexing)  to  the  newer 
Frame  Relay  and  ATM  (asynchronous  trans- 
fer mode)  broadband  services. 
MANAGING  COMPLEXITY.  Customers  like 
IBM  Business  Recovery  Services,  a  provider 
of  disaster  recovery  services,  rely  on  AT&T 
Solutions  MBS  to  assure  themselves  instant 
ability  to  manage  complex  and  immediate 
networking  challenges.  AT&T  Solutions  sub- 
scribes to  the  'keep  it  simple'  rule-building 
the  core  of  its  worldwide  MBS  network  with 
products  from  a  single,  reliable  vendor.  This 
allows  AT&T  Solutions  to  assure  a  uniform 
level  of  service,  as  well  as  reduce  costs. 

That's  why  AT&T  Solutions  relies  on  the 
network  delivery  platform  from  Newbridge 
Networks  as  the  mainstays  of  their  MBS 
offering.  A  key  feature  of  the  Newbridge 
products  is  ATM  multi-services  capacity.  The 


result:  a  single  managed  solution  capable  of 
handling  all  corporate  network  voice,  image, 
video,  and  data  traffic. 
UNDER  NEW  MANAGEMENT.  AT&T 
Solutions  is  able  to  offer  true  managed  serv- 
ices thanks  in  part  to  Newbridge's  Global 
Services  Management  Platform. 

"Newbridge  is  known  for  its  sophisticat- 
ed management  platform,"  said  Dean 
DeLitta,  AT&T  Solutions  MBS  product  man- 
ager, who  explained  that  Newbridge's 
strengths  include  a  wide  range  of  products 
supporting  everything  from  T-1  multiplexing 
to  OC-12  (622  Mbps)  ATM  backbones. 

More  important,  all  Newbridge  devices 
can  be  managed  under  one  system  whereas 
other  companies  have  different  manage- 
ment systems  for  different  products.  "They 
had  the  best  offer  on  the  table -Newbridge 
was  clearly  ahead  in  this  area,"  DeLitta 
pointed  out. 

SEEING  EVERYTHING.   "We  manage  net- 
works with  just  about  every  vendor  out 


Newbridge  Networks 


there,"  Nalbandian  added.  "At  the  end 
the  day,  when  it  comes  to  caring  for  our  c 
tomers'  networks,  we  need  to  be  able 
design  and  manage  a  broad  array  of  n 
working  technologies  and  vendors." 

AT&T  Solutions  sees  all  its  customers, 
the  time.  Clients  receive  24x7  monitoring  a 
maintenance   from   sophisticated   netwc 
management  centers  around  the  world. 

AT&T  Solutions  MSS  also  gives  users  t 
flexibility  to  adjust  bandwidth  allocation 
switch  trunks  from  voice  to  data,  re-route  c 
volume  based  on  time  of  day,  or  change  ne 
work  flow  to  meet  disaster  recovery  needs 
MANAGING  RISK.  "We  are  investing  a  si 
nificant  amount  of  money  and  talent  int 
testing  many  solutions  in  our  labs  in  order  b 
stay    current    with    technology,"    sai 
Nalbandian.  "The  advantage  for  our  clients  i 
they  don't  have  to  commit  huge  resources  tj 
a  certain  technology,  which  could  lock  then  I 
into  one  path  when  everything  could  change  ikiift 
18  months  down  the  road.  We  can  offloaofcme 
much  of  the  risk  for  our  clients." 

The  bottom  line  is  a  win-win-wir 
partnership  between  AT&T  Solutions 
Newbridge,  and  the  clients,  who  gain 
effective,  efficient  customer  service. 
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The  Newbridge  Global  Services  Management  Platform  (GSMP)  is  a  fully  man- 
aged and  integrated  set  of  networking  products  optimized  to  deliver  advanced, 
standards-based  global  broadband  services. 

GSMP  lets  carriers  like  AT&T  give  thousands  of  corporate  network  cus- 
tomers a  full,  end-to-end  view  of  their  global  networks  encompassing  private 
line,  Frame  Relay  and  ATM  services.  This  includes  key  parameters  such  as  con- 
figuration, network  status,  Service  Level  Agreement  and  performance  reporting. 
Plus  customers  get  visibility  of  their  network  resources  down  to  the  network 
node,  card  and  port  level  through  a  Web-based  interface.  The  range  of  products 
used  by  AT&T  includes  Newbridge's  bandwidth  managers,  multiservice  ATM 
switches,  access  switches,  concentrators,  and  LAN  service  units. 

Newbridge  Networks,  of  Kanata,  Ontario,  Canada,  designs,  manufactures, 
markets,  and  services  total  networking  solutions  to  organizations  in  more  than 
100  countries.  Newbridge  customers  include  the  world's  350  largest  telecommu- 
nications service  providers  and  more"  than  1 0,000  corporations,  government 
organizations,  and  other  institutions.  Founded  in  1986,  the  company  employs 
more  than  6,000  people  on  five  continents. 

www.newbridge.com 
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Olsten  Staffing  Services,  a  sub- 
sidiary of  Olsten  Corporation, 
is  a  world  leader  in  staffing 
jrvices,  supporting  business  throughout  the 
!f-  .S.,  Canada,  Europe,  and  Latin  America. 
rom  clerical  support  to  product  assembly, 
a  ccountants  to  technical  staff,  Olsten  fulfills 
le  supplemental  staffing  and  employment 
eeds  of  business,  industry,  and  government. 
APID  GROWTH.  Olsten  Staffing  began  as 
lost  successful  companies  do-in  an  entre- 
m  order  to  ireneurial  way,  each  of  its  branches  operat- 
?»   saichg  independently   with   unique   personnel 
urclrtsisand  procedures.  Faced  with  the  challenges  of 
apid  growth  and  global  expansion,  Olsten 
lock  then  ealized  that  an  entirely  new  national  net- 
work infrastructure  was  required  to  tie  all  of 
ts  businesses  together. 

Darin  Prill,  assistant  vice  president  of  IS 
Technology  for  Olsten,  took  the  project  to  the 
next  step,  laying  out  the  network  structure  and 
neeting  with  prospective  service  providers. 
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BUSINESS    BENEFIT 


Improving 
customer  service 

"We  needed  a  network  that  will  cost- 
effectively  support  the  company  for  the  next 
'10  to  20  years,"  said  Prill  "With  the  reliabil- 
ity we  could  build  into  the  solution,  it  made 
sense  to  go  with  AT&T. " 
BROADBAND  SOLUTIONS.  Over  the  last 
two  years,  Olsten  has  moved  to  a  broadband 
solution  that  uses  a  combination  of  ATM 
(asynchronous  transfer  mode),  Frame  Relay, 
managed  IP,  and  network  access  services. 

This  state-of-the-art  network  is  designed 
in  a  hub  and  spoke  configuration  which 
enables  direct  communications  between 
headquarters  and  more  than  625  branch 
offices.  Traffic  flows  over  AT&T's  high  speed 
services  network  between  the  branches  and 
Olsten's  headquarters. 

"An  AT&T  network  solution  provides  us 


Jim  Harding 


with  a  redundant, 
reliable,  cutting  edge 
solution  that  is  also 
cost-effective,"  said 
Prill.  Instead  of  30- 
40  narrowband  T-1s, 
Olsten  can  use  a 
single  OC-3  (155 
Mbps)  to  connect 


offices  across  the  country  and  Canada. 
TESTING  THE  WATERS.  Olsten  worked 
together  with  3Com  and  AT&T  Labs  engi- 
neers to  conduct  an  in-depth  architecture 
test.  "The  AT&T  Lab's  test  included  Frame 
Relay  to  ATM  service  interworking  and  use  of 
AT&T's  ACCU-Ring'  service  for  local  access 
using  3Com's  Pathbuilder  S-600,"  said  Prill. 
"The  testing  alleviated  most  of  our  concerns 
about  'will  this  work,  will  this  function'." 
BUILDING  THE  BUSINESS.  "To  be  the  best, 
we  need  good  data,  a  good  structure,  good 
management,  and  a  good  network,"  said  Jim 
Harding,  Olsten  Corporation's  CIO.  "Now, 
because  our  network  is  so  stable  and  reliable, 
we  can  focus  our  attention  on  the  business." 

Olsten's  Precise"  system  provides  front- 
office  functionality  for  skill  evaluation,  skill 
enhancement  and  custom  matching.  In  addi- 
tion, Olsten  runs  two  applications  as  part  of 
its  Precise  customer  service  component: 
Precise  Payroll,  using  PeopleSoft  and  Precise 
Billing,  using  Oracle. 

"Running  these  applications  over  the 
network  has  improved  our  efficiency, 
enabling  us  to  improve  accuracy  with  less 
headcount,"  said  Harding.  "Now,  we  enter 
data  in  real-time  and  keep  all  of  our  infor- 
mation in  synch,  greatly  improving  our  abili- 
ty to  deliver  services  cost-effectively." 
A  DOUBLE  PLAY.  Unknown  to  Olsten  at  the 
time,  3Com  Corporation  was  undergoing  a 
similar  process  for  its  own  internal  network. 
Hoping  to  accomplish  the  move  from  multiple 
networks  to  a  single  global  solution,  3Com 
was  also  moving  to  AT&T  high  speed  services. 

3Com  had  asked  service  providers  to  rec- 
ommend a  solution  that  would  reduce  costs, 
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increase   the   responsiveness   0  'bal 

applications  and  incorporate  applications 
that  converged  voice,  data,  and  video. 

"We  looked  to  AT&T  for  several  reasons, 
including  its  global  reach  and  seamless  serv- 
ice interworking,"  said  Chuck  Lankford, 
director  of  3Com  Network  Services.  3Com 
sales  offices  are  now  connected  using  AT&T 
Frame  Relay  and  ATM  Services. 
IMPROVED  ACCURACY.  Both  companies  are 
reaping  the  benefits  of  the  move  to  ATM  For 
Olsten,  the  new  network  benefits  both  inter- 
nal and  external  customers,  improving 
Olsten's  ability  to  match  the  right  person  with 
the  right  position  at  the  right  time,  and  to  pro- 
vide accurate  and  timely  reporting  and  billing. 

"Our  solution  is  extremely  flexible, 
enabling  us  to  change  as  we  need  to.  We  are 
no  longer  prisoners  of  our  network.  Now  more 
than  ever,  no  one  can  do  a  better  job  than 
Olsten  in  the  staffing  industry,"  said  Harding. 
MULTI-MILLION  DOLLAR  SAVINGS.  With 
the  converged  network,  3Com  expects  to 
realize  multi-million  dollar  cost  savings  and 
dramatically  improve  both  customer  satisfac- 
tion and  employee  productivity.  3Com  is 
converging  the  majority  of  its  voice,  video, 
and  data  traffic  on  one  seamless  network 
and  will  benefit  from  increased  cost  savings 
and  the  ability  to  provide  numerous  video 
applications  to  its  sites  around  the  globe. 


AT&T 


AT&T  is  a  leading  provider  of  data 
services,  offering  private  line,  frame 
relay,  ISDN,  ATM  and  IP  services  to 
more  than  160  countries  world- 
wide. AT&T  serves  more  than  80 
million  customers,  including  con- 
sumers, businesses,  and  govern- 
ment. The  company  has  annual  rev- 
enues of  more  than  $52  billion  and 
110,000  employ* 

AT&T  runs  the  world's  larg* 
most  sophisticated  communications 
network  and  is  the  leading  provider 
of  long-distance,  data  nan- port, 

and  wireless  - 

www.att.com 
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TECHNOLOGY  ANALYSIS 


by  Dr.  John  M.  McQuillan 


What's  Next  for  the  Net? 


time  to  respond  to  outages  and  traffic  fluctu- 
ations. If  there  is  a  lot  of  traffic  between  two 
distant  routers,  optical  switches  can  establish 
a  direct  light  path  between  them,  like  estab- 
lishing a  non-stop  airline  route  where  once 
you  needed  to  make  a  connection. 


Net  technology  and  economics  are  improv- 
ing so  rapidly  that  the  impact  will  extend  far 
beyond  the  Web  to  transform  telephony, 
PCs,  and  software. 

How  can  we  be  so  sure  that  the  Net  rev- 
olution will  continue  or  accelerate?  The  key 
reason  is  that  the  three  forces  of  supply, 
demand,  and  finance  have  all  come  together 
to  completely  change  the  economics  of  the 
Net.  This  is  the  most  dramatic  deflation  ever 
seen  in  industry.  We  have  access  to  rapidly 
expanding  information  and  communication, 
at  little  or  no  cost. 

TECHNOLOGY  PUSH.  First,  technology 
push  is  creating  new  economics.  It  has 
become  commonplace  to  note  that  Moore's 
Law  means  that  chips  are  improving  at  a  rate 
of  57%  a  year,  doubling  every  18  months. 
There  are  dozens  of  new  chip  vendors 
working  to  accelerate  the  Net;  Intel  just 
announced  a  major  initiative  in  network 
processors.  Switches  and  routers  will  be 
bigger,  faster,  and  smarter.  The  pace  of 


INTERNET  DEMAND  IS  GROWING  MUCH  FASTER 
THAN  TECHNOLOGY  IMPROVEMENTS 


BASIC  TECHNOLOGY  PERFORMANCE  DOUBLING  TIME 

Moore's  Law  -  gates/chip 18  months,  59%  per  year 

Optical  Fiber  -  bps/fiber 12  months,  100%  per  year 

Packet  Switching  -  bps/$ 12  months,  100%  per  year 

BASIC  DEMAND 

Internet  Users 12  months,  100%  per  year 

Data  Bits 7.5  months,  300%  per  year 

Internet  Core 4  months,  1,000%  per  year 


improvement  in  the  Net  will  speed  up  even 
more  with  the  availability  of  standard  silicon 
building  blocks. 

BROADBAND  OPTICAL.  Broadband  optical 
and  packet  technologies  are  improving  even 
faster,  about  100%  a  year.  The  industry  is 
packing  twice  as  many  bits  per  second  on  the 
same  fiber-optic  link  every  year,  by  sending 
twice  as  many  colors  of  light  simultaneously. 
This  technology  will  be  able  to  rebuild  the 
basic  configuration  of  the  network  in  real- 


now,  data  has  been  a  small  percentage 
traffic  on  the  telephone  net.  Within  I 
years,  voice  will  be  just  a  small  percentaj 
the  traffic  on  the  Net.  Imagine  that:  tele) 
ny  will  become  a  legacy  application. 
CIRCUIT  TO  PACKET.  The  entire  global  | 
com  infrastructure  is  shifting  from  cira 
packet  technologies,  a  shift  even  more 
found  than  the  shift  from  analog  to  dijj 
because  it  threatens  the  survival  of  the  es 
lished  players.  In  the  regulated  world,  carl 


We  are  leaving  the  era  of  scarcity  and 
entering  the  era  of  abundance. 


■ 
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The  latest  optical  technology  promises  to 
send  160  different  colors  of  light  simultane- 
ously on  a  single  strand  of  optical  fiber,  each 
running  at  10  gigabits/second  (billions  of  bits 
per  second).  That's  over  one  and  half  trillion 
bits  a  second,  or  more  than  the  aggregate 
total  of  long  distance  telephony  in  the  whole 
world,  on  a  single  strand  of  fiber. 

Spurred  by  this  discontinuity  in  technolo- 
gy, and  by  deregulation,  more  than  3,000 
new  service  providers  have  been  formed  in 

the  last  three 
years.  The  largest 
of  these,  compa- 
nies like  Qwest, 
Level  3,  Williams, 
IXC,  Frontier,  and 
others,  are  each 
building  networks 
of  15,000  miles 
or  more,  with 
20  or  40  or  even 
100  fibers  in 
the  conduit.  The 
capacity  build-out  extends  to  the  undersea 
cables  and  low  earth  orbit  satellites,  making 
this  a  truly  global  phenomenon. 

We  are  leaving  the  era  of  scarcity  and 
entering  the  era  of  abundance.  The  tradi- 
tional telephone  companies  were  built  on 
assumptions  that  are  rapidly  becoming  out- 
dated. The  old  phone  model  was  free  local 
calls  and  expensive  usage  charges  for  long 
distance.  The  Net  model  is  a  moderate  access 
charge  and  no  usage  charges  at  all.  Until 


:'- 


saw  their  infrastructure  as  their  key  asse 
a  deregulated  environment,  it  can  be  a  li 
ity.  A  carrier  that  starts  two  years  later  fei 
acquire  optical  technology  that  is  four  tir  J  force  f 
better.  The  same  economics  that  have  dri\  |ng into 
prices  for   PCs  with   multi-gigabyte  di  mi 
under  $1 ,000  are  now  transforming  the  w  -. 
people  communicate  around  the  world,      mettif 
EXPLOSION  IN  DEMAND.  The  second  fo  % j 
is  the  explosion  in  demand.  After  20  years  ^ 
a  research  community,  the  Internet  suddei  L^ 
emerged  as  a  commercial  reality  a  few  ye  be 
ago.  Nothing  has  been  quite  the  same  sini  Lat 
It  is  striking  how  much  the  Net  affects  pi 
pie's  daily  lives.  There  are  100  million  peo 
using  the  Net,  sending  3.4  billion  e-mail 
day  in  the  U.S.  alone,  and  looking  at  m 
than  400  million  Web  pages. 

The  evolution  has  been  mind-bogglin 
Consider  the  rapid  succession  of  proble 
and  solutions.  The  Web  appeared  out 
nowhere,  but  it  was  hard  to  find  the  rigl 
information.  So  entrepreneurs  created  searc 
engines.  These  worked  well,  but  indexin 
the  Web  was  expensive.  Then  develope 
started  portals,  paid  for  by  advertising 
Dozens  of  companies  leapt  at  the  chance  t 
add  value  to  these  portals  with  free  e-mai 
free  stock  quotes,  news,  weather,  sport 
maps,  directories,  and  all  the  rest.  Now  4( 
million  people  have  free  e-mail  accounts  or 
the  Web,  up  from  zero  in  two  years. 
E-CHRISTMAS.  1998  was  the  firs 
E-Christmas  for  retailers.  Surfing  the  We_ 
reveals  all  the  dot-coms  you  might  possibl 
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of  —  books,  music,  clothing,  autos, 
'onics,  jobs,  travel,  real  estate,  gifts, 
ings,  health,  home  furnishings  —  the 
»oes  on.  These  sites  are  growing  to 
me  virtual  destinations  for  a  virtual  com- 
ity of  users,  with  clearly  defined  demo- 
■  >hics  that  appeal  to  advertisers. 
;rtising  in  turn  provides  the  funding  for 
:hing  these  sites  with  targeted  content, 
mmerce  transaction  systems,  user  rat- 
,  chat  rooms,  etc.  The  demand  curve 
ts  up  and  to  the  right. 
The  result  of  this  explosion  in  demand  is 
traffic  on  the  backbone  of  the  Internet  is 
bling  every  100  days,  or  growing  ten- 
in  a  year.  Traffic  is  a  thousand  times 
v/ier  than  it  was  just  three  years  ago. 
re  are  Web  sites  supporting  an  unheard- 
m  be  a  Si  ]qo  million  page  views  per  day. 
"toBITAL  MARKETS.  This  leads  us  to  the 
d  force  for  change:  the  river  of  money 
t  have  dm  tving  into  the  Net.  The  spectacular  growth 
Ptyte  t  iemand  has  attracted  the  interest  of  the 
tyto\  ital  markets.  Obviously,  the  Internet  has 
'worid  ome  the  dominant  theme  on  Wall  Street 
econdfs  1999,  and  also  for  the  venture  capital  and 
20yeais  h-yield  markets.  By  my  estimate,  VCs 
etiudda  ;ked  about  800  new  firms  building  chips, 
fewye  tware,  equipment,  services,  and  applica- 
iamesm  -\S  related  to  the  Net,  investing  $5  billion. 
•tops: a  new  carriers  have  access  to  even  larger 
ns  of  money  in  the  debt  markets. 
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McQuillan  Ventures 


A  OP 


McQuillan 
Ventures  provides 
investment  and 
strategic  advice 
to  top  entrepre- 
neurs building 
great  network 
companies.  The  firm  also  OT&Mliw I 
and  chairs  the  programs  for  the 
annual  Next  Generation  Networks 
and  NGN  Ventures  conferences.  Dt 
John  M.  McQuillan  is  the  pioneer  of 
Internet  routing,  a  prominent  advisor 
to  network  startups,  and  in  influen- 
tial industry  expat. 
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Money  is  pouring  into  the  Net  from  many 
directions.  Established  phone  companies  are 
doing  mega-mergers  and  acquisitions  of  cable 
companies.  Media  companies  are  buying  por- 
tals. Spending  for  online  ads  has  hit  several  bil- 
lion dollars  a  year.  The  traditional  equipment 


The  Net  is  the  beginning  of  the  end  for 
the  telephone  system.  You  will  place  phone 
calls  via  a  Web  browser  interface,  allowing  a 
mixed-media  conversation,  with  voice  and  a 
shared  data  workspace.  You  will  control  your 
voice  communications  via  a  browser,  estab- 
lishing whose  calls  you  take,  at 
what  times,  and  whether  by  office 
phone,  cell  phone,  PC,  voicemail, 
or  pager. 


vendors  like  Lucent,  Nortel,  Siemens,  Ericsson, 
and  Alcatel  are  spending  billions  a  year  to 
acquire  startups.  Cisco  alone  has  acquired 
more  than  30  companies.  And  the  IPO  win- 
dow is  open  for  the  Net-CLECs,  router  and 
switch  vendors.  Internet  software  companies 
are  going  public  at  impressive  valuations. 
NET  WINS.  So,  the  Net  has  won.  The  naysay- 
ers  point  out  that  the  Internet  is  not  secure, 
reliable,  or  predictable,  or  ready  for  carrying 
mission-critical  data.  But  that  misses  the  point. 
The  Net  is  the  focus  for  the  cream  of  high- 
tech  talent.  On  top  of  that,  it  is  dominating 
the  attention  of  the  capital  markets.  The  Net  is 
whatever  tens  of  thousands  of  hard-working, 
well-funded,  highly-motivated  engineers  can 
make  it.  Not  only  has  the  Internet  protocol 
and  technology  won,  but  the  Internet  devel- 
opment process  has  won  as  well. 
BEGINNING  OF  THE  END.  The  impacts  will  be 
far-reaching.  The  Net  is  the  beginning  of  the 
end  for  corporate  telecommunications  systems 
because  it  accelerates  the  trend  to  outsourcing. 
Just  like  many  enterprises  decided  not  to  run 
their  own  voice  networks,  they  will  soon  divest 
their  modem  pools,  private  line  networks, 
voicemail,  paging,  fax,  and  e-mail. 

BUSINESS  WEEK  /  JULY  12,  1999 


Telephony  and  Streaming  Media:  Two  examples 
why  traffic  on  the  backbone  of  the  Internet 
ioubHng  every  100  days,  or  growing  ten-told 


The  Net  is  the  beginning  of  the  end  for 
the  PC  as  the  only  way  to  work.  The  collapse 
in  PC  prices,  first  below  $1,000,  and  now 
below  $600  will  lead  to  a  new  class  of  infor- 
mation appliances.  There  will  be  many 
varieties-hand-held,  mobile,  video-centric, 
music-centric,  phone-centric,  etc. 

The  Net  threatens  the  entire  PC  model. 
Instead  of  buying  and  installing  software  on 
your  PC  you  will  use  Web-resident  tools  that 
automatically  load  the  right  application  into 
your  browser.  Instead  of  storing  files  and 
messages  on  a  "personal"  computer  you  will 
access  them  on  the  Net  from  various  infor- 
mation devices. 

Each  year,  more  Net  technology  is  avail- 
able for  free.  Browsers  are  free.  Web-based 
e-mail  is  free.  Stock  quotes  are  free.  MP3 
music  is  free.  There  is  even  a  site  offering  free 
PCs  (loaded  with  advertising).  Free  voicemail 
and  fax  is  coming  to  the  Net.  The  Net  is  the 
beginning  of  the  end  for  traditional  business 
models  for  software,  services,  and  content. 

The  next  decade  will  be  the  golden  age 
of  Net  expansion,  application  development, 
and  mass  deployment.  It  is  an  exciting 
time-take  advantage  of  it! 
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DELTA  AIR  LINES 
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Customer  Service  Soars 


A   Any    top-flight   organization 
must  constantly  evaluate  its 

SERVICES  ' 

V  business  objectives  and  design 
technology  initiatives  aimed  at  achieving 
those  goals.  One  of  the  ways  Delta  Air  Lines 
is  committed  to  delivering  customer  satisfac- 
tion and  operational  efficiency  is  through  the 
effective  use  of  broadband  technology. 
BETTER  SERVICE.  To  maintain  superior  serv- 
ice to  the  traveling  public,  the  leadership  of 
Delta  Air  Lines  set  out  to  build  the  industry's 
fastest  and  most  modern  communications 
system.  This  meant  reducing  lines  at  gates, 
getting  planes  airborne  on  time,  and  deliver- 
ing advanced  applications  to  support  field 
personnel. 

"As  part  of  our  Global  IT  Renewal  cam- 
paign, we  evaluated  numerous  ways  to 
achieve  our  goals,"  says  Paul  Millard, 
vice  president  of  engineering  for  Delta 
Technology,  Inc.,  Delta's  wholly-owned  infor- 
mation technology  subsidiary.  "We  realized 
we  needed  a  very  high  performance  infra- 
structure to  support  emerging  applications." 


BUSINESS    BENEFIT 


Improving  operations 


Delta's  initiatives  include  an  aggressive 
rollout  of  multimedia  applications — software 
programs  used  for  training  that  incorporate 
sound  and  video  —  aimed  at  improving  cus- 
tomer service.  But  the  existing  network  infra- 
structure could  not  support  these  new  appli- 
cations. In  addition,  Delta  wanted  to  explore 
the  efficiencies  of  consolidating  voice  traffic 
for  their  reservation  call  centers  onto  their 
data  network. 

CONSOLIDATION.  The  airline  was  also  try- 
ing to  consolidate  its  technology  base, 
explained  Barry  Lloyd,  director  of  network 
engineering  for  Delta  Technology.  "We  were 
supporting  every  networking  technology 
and  every  vendor  that  existed,"  he  said. 

So  Delta  turned  to  FORE  Systems,  Inc., 


Pittsburgh,  PA,  to  provide  the  world-class 
foundation  for  a  new  broadband  network, 
including  ATM  (asynchronous  transfer 
mode)  and  Ethernet  switches. 
WHY  ATM?  "We  needed  a  long-term,  scal- 
able solution  that  could  run  all  types  of  traf- 
fic on  a  common  network  so  we  could  get 
the  most  leverage  for  our  IT  investment  dol- 
lars," Millard  said. 

ATM  is  a  broadband  communications 
technology  optimized  for  the  convergence  of 
data,  voice,  and  video.  ATM  spans  both  local 
and  long  distance  networks,  and  integrates 
seamlessly  with  many  network  technologies. 

NETWORK 
LEVERAGE. 
With  the 
solution 
from  FORE 
Systems, 
Delta  was 
able  to  leverage  its  investment  in  existing 
networks  while  consolidating  multiple  tech- 
nologies. "In  addition  to  meeting  all  our 
requirements,  FORE  allowed  us  to  go  with  a 
single  vendor  solution,"  added  Lloyd.  "This 
made  things  like  support,  training,  and 
implementation  much  easier." 

Since  deployment  began  in  1998,  Delta 
has  built  one  of  the  nation's  largest  ATM  net- 
works, serving  26  airports,  11  reservation  call 
centers,  and  the  company's  22-building 
Atlanta  campus. 

The  Atlanta  headquarters  campus  net- 
work is  comprised  of  more  than  50 
ForeRunner  ASX-1000  ATM  backbone 
switches,  including  six  ASX-1000s  which 
make  up  its  'Super  Core'.  The  switches  are 
connected  with  redundant  OC-12  (622 
Mbps)  links  for  high  performance  and  relia- 
bility. FORE'S  ES-3810  provides  Ethernet 
LAN  connectivity  to  desktop  computers. 
DEPENDABILITY.  The  new  network  supports 
reservation  and  ticketing  services  and  carries 
all  voice  traffic  between  call  centers.  With 
such  vital  services  riding  on  the  network,  the 
technology  has  to  be  absolutely  dependable. 
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"Our  networks  cannot  fail,"  said 
"Sooner  or  later  something  will  brea 
we  had  to  be  sure  a  failure  will  not  c 
any  location." 

The  ATM  network  is  designed  for  ' 
resilience,'  Lloyd  explained.  The  FORE  Sy: 
products  are  highly  redundant,  and  all 
tions  have  multiple  switches  and  conne 
into  the  network.  "There  are  no  single 
of  failure,"  he  said.  The  initial  impact  o 
new  network  has  been  eye  opening. 
COST  REDUCTION.  "We  have  seen  3 
1  reduction  in  cost  per  megabit  by  runj 
applications  on  ATM  instead  of  Frame 
in  our  wide  area  network.  Without  ATM 
monthly   circuit  costs  would   have 
through  the  roof,"  said  Millard. 

Future  plans  are  to  extend  ATM 
further,  to  provide  integrated  data,  v 
and  video  to  desktop  computers.  Del 
also  planning  to  upgrade  its  Super  Core 
FORE'S   flagship   product,   the   ForeRu 
ASX-4000,  an  Internet-class  ATM  backb 
switch,   that  would   improve   performa 
even  further  with  OC-48  (2.5  Gbps)  link 

As  more  advanced  applications 
operational  efficiencies  become  possil 
Delta  will  leverage  its  new  brdadband  n  Wog 
work  to  provide  industry-leading  custor  ipetit 
service.  And  that  will  help  keep  the  air  ca  He,  pr 
er  flying  high.  fat 
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FORE  Systems 


Here's  a  brief  look  at  some  ways  the 
Delta  Air  Lines'  network  is  used: 

RESERVATIONS/TICKETING 
The  airport  reservation/ticketing 
system  processes  more  than  40  mil- 
lion transactions  every  day. 

CAMPUS  NETWORK 

Delta's  internal  data  network  trans- 
ports more  than  seven  trillion  bytes 
of  information  per  day. 

CALL  CENTERS 

The  reservation  call  centers  handle 
50  million  minutes  of  inbound  voice 
traffic  each  month. 

www.fore.com 
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Broadband  Without  Backhoes 


In     today's     Internet-centric 
world,  the  network  is  the  busi- 
ness. Companies  preparing  to 
-:ij  ipete  in  the  21st  century  know  their  net- 
:  -k  is  the  key  to  landing  new  clients,  and 
K      /icing  them  well  at  a  reasonable  cost. 
tea;  DADBAND  WIRELESS.  Broadband  wire- 
bvwf  access  technology  lets  communications 
-etyvider  Teligent  in  Vienna,  VA,  bypass  the 
;t ATM.  'per  wire  challenges  that  face  traditional 
•'  ftv/ice  providers,  bring  new  services  to  an 
ierserved   market  (small-   and   medium- 
■d  businesses),  and  get  right  to  the  business 
idivering  service,  savings,  and  simplicity. 
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USINESS    BENEFIT 


Creating 
new  services 
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posati  "Our  customers  want  the  best  in  data 
aixjn  :hnology  and  solutions  to  give  them  a 
jston  mpetitiveedge,"  says  Kirby  G.  "Buddy" 
ji'ra  :kle.  president  and  chief  operating  officer 
Teligent.  "With  the  expected  growth  and 
mand  of  data  services  and  e-commerce, 
■  ligent  required  a  seamless  network  to  carry 
I  types  of  traffic  to  serve  our  customer's 
;eds  today  and  tomorrow." 

Teligent  provides  local,  long-distance, 
gh-speed  data  and  Internet  access  services 
)  its  digital  broadband  SmartWave  net- 
ork.  Serving  28  U.S.  markets  today,  it  has 
enses  to  expand  to  74  by  2001 .  Teligent's 
jstomers,  businesses  with  10  to  350  phone 
les,  save  up  to  30%  on  services,  and  bene- 
:  from  having  one  provider  and  one  bill. 
•  PPORTUNITY  TO  MARKET.  Nortel 
etworks  is  Teligent's  preferred  supplier  and 
rincipal  network  integrator.  In  less  than  two 
ears,  Teligent  went  from  an  opportunity  in 
997  to  an  operational  company.  As  Teligent 
uilt  its  networks,  the  company  incorporated 
lortel  Networks'  Reunion  broadband  wire- 
;ss  access  systems,  network  design  and 
nplementation  capabilities. 


"Because  Nortel  Networks  is  a  data/ 
voice  communications  company,"  Pickle  says, 
"it  helps  Teligent  offer  customers  a  complete 
line  of  products  and  services." 
BROADBAND  BACKHOES.  The  former  CEO 
of  UUNet  (a  national  Internet  services 
provider),  Pickle  knew  first-hand  the  frustra- 
tion and  delays  of  using  copper  lines  to  pro- 
vide Internet  access  to  customers.  Worse, 
delivering  fiber-optic  services  to  buildings 
usually  means  backhoes  digging  trenches. 

Teligent's  deployment  of  digital  fixed 
wireless  networks  bypasses  existing  local 
telco  facilities.  Broadband  wireless  acts  like  a 
fiber-optic  cable  in  the  sky,  traveling  the  last 
mile  to  customer  buildings  over  the  heads  of 
local  telephone  company  monopolies.  This 
provides  small-  and  mid-sized  businesses 
affordable  access  to  high-speed  communica- 
tions, up  to  45  megabits  per  second,  previ- 
ously available  only  to  large  corporations. 

"Teligent's  SmartWave  technology  built 
with  Nortel  Networks  products  is  adaptable 
to  the  rest  of  the  world,  too,"  Pickle  says.  He 
anticipates  entering  the  Latin  American  and 
Western  European  markets. 

The  key  to  Teligent's  networking  success 
is  its  ability  to  integrate  advanced  point-to- 
multipoint  microwave  networking  with  tradi- 
tional broadband  wireline  technology.  When 
a  customer  picks  up  a  phone,  accesses  the 
Internet  or  initiates  a  videoconference,  the 
signal  travels  through  a  Nortel  Networks 
AccessNode  terminal  and  a  Reunion 
Network  Interface  Unit  to  an  antenna  on  the 
rooftop  of  the  customer's  building.  The 
antenna  relays  voice,  data  or  video  signals 
using  the  ATM  (asynchronous  transfer 
mode)  protocol  to  a  base  station  antenna. 

At  its  base  stations,  Teligent  has  Reunion 
Network  Node  Equipment  that  aggregates 
signals  from  a  number  of  customer  buildings 
and  routes  them  to  a  Teligent  switching 
center.  At  the  switching  center,  the  Nortel 
Networks  DMS  and  Passport  switches  route 
the  voice  and  data  to  public  networks 
and  ISPs. 
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REVENUE  CREATION.  The  opportunity  fac- 
ing Teligent  is  huge.  The  business  communi- 
cations market  is  expected  to  reach  $250  bil- 
lion by  2007  Two-thirds  of  that  market  is 
made  up  of  Teligent's  target  segment,  small- 
and  medium-sized  companies.  Dunng  1999 
the  company  plans  to  more  than  double  the 
number  of  customer  buildings  covered  to 
5,000,  grow  its  customer  base  to  10,000, 
and  install  more  than  75,000  new  lines. 

"Because  we're  deploying  SmartWave 
technology,  we're  able  to  move  quickly  and 
roll  out  service  in  40  markets  by  year-end 
1999,"  Pickle  concludes.  "And  Nortel 
Networks  has  been  vital  in  making 
this  happen." 


Nortel  Networks 


REUNION 


Nortel  Networks  Reunion  wireless 
products  transmit  high-speed  multi- 
media content  with  rapid  delivery 
for  the  'last  mile". 

Teligent's  SmartWave  networks 
built  with  Reunion's  digital  ATM- 
based  technology  handle  voice, 
video  and  large  data  file  transfers. 

The  Reunion  portfolio  includes 
base  station  equipment  with  multi- 
ple interfaces  to  wireline  networks, 
wireless  transmission  and  reception 
equipment,  customer  premises 
equipment  and  integrated  network 
management.  Value-added  services, 
include  business  case  analysis,  net- 
work planning,  installation,  train- 
ing, and  support. 

Nortel  Networks  Reunion  solu- 
tion integrates  with  other  Nortel 
Networks  elements,  thus  future- 
proofing  customers'  networks. 

\\  \\  w  .nortelnet\N  orks.COm 


FLYING  J 


Growing  Your  Business 
Without  Growing  Your  Costs 


Well-run  businesses  are  policy 
managed.  A  key  to  corporate 
success  is  the  ability  to  imple- 
ment and  manage  purchasing  policies,  hiring 
policies,  even  network  bandwidth  manage- 
ment policies. 

COST  MANAGEMENT.  Until  recently  it  was 
difficult  for  innovative  companies  like  Flying 
J,  Inc.,  Brigham  City,  UT  to  control  broad- 
band network  use  and  validate  service  level 
agreements.  WAN  (wide  area  networking) 
costs  hit  the  bottom  line  hard.  They  are  pro- 
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Improving  resource 
utilization 

jected  to  grow  as  much  as  35%  in  just  the 
next  two  years,  so  there  is  strong  incentive  to 
manage  costs  by  monitoring  applications 
which  are  heavy  bandwidth  users  and  by 
shaping  network  traffic  based  on  business 
objectives. 

Flying  J  is  a  fast-growing  business  with 
121  full-service  highway  gas,  service,  and 
hospitality  centers  across  the  United  States. 
The  firm  is  adding  15  sites  this  year,  with  a 
goal  of  20-30  new  sites  per  year  in  the 
future.  Just  as  they  want  to  provide  smooth 
traffic  flows  in  their  service  centers,  so  they 
need  to  direct  network  traffic  flow. 

Top  management  made  it  clear  that 
nothing  could  be  done  to  Flying  J's  network 
which  would  compromise  customer  service  at 
the  travel  plazas.  "Credit  card  authorization 
will  have  priority  over  the  internal  business 
requirements"  says  Robyn  Hunter,  manager 
of  the  network  services  department. 
"Customer  support  is  our  main  focus." 
VERIFYING  SERVICE  LEVEL  AGREEMENTS. 
She  is  impressed  with  ServicePoint's""  new 
ability  to  see  problems  before  the  network 
goes  down.  She  is  also  better  equipped  to 


verify  service  level  agreements  with  their 
service  provider.  Leased  lines  are  expensive 
because  they  are  paid  for  whether  or  not 
fully  used.  Until  now,  Flying  J  had  no  way  to 
check  that  availability  guarantees  were  met 
or  to  check  for  under-used  lines. 

But  Murphy's  Law  of  Networking — 
applications  selfishly  expand  to  consume  all 
available  bandwidth  —  must  be  controlled. 
"We  need  to  manage  the  cost  of  the  net- 
work by  keeping  our  providers  to  their  SLA, 
have  the  visibility  to  control  our  bandwidth 
instead  of  adding  additional  T-1's  that  are 
not  needed,"  says  Hunter. 
MONITOR  &  CONTROL.  To  gain  control 
and  set  priority  queuing  on  its  network, 
Flying  J  standardized  on  the  ADC  Kentrox 
ServicePoint  2140  SDU  (service  delivery 
unit).  It  provides  circuit  termination  and  net- 
work monitoring  at  all  levels.  It  is  scalable,  so 
it  can  grow  as  Flying  J  expands. 

"The  ServicePoint  platform  will  provide 
the  network  control  and  policy  management 
capability  we  need,"  says  Todd  Stott, 
Network  Engineer.  "Its  best  feature  is  the 
visibility  it  gives  us  into  our  network.  Next 
is  the  traffic  control  it  provides  over  all 
network  aspects." 

Flying  J  is  completing  a  total  upgrade  of 
an  outdated  network.  In  addition  to  handling 
existing  POS,  data,  and  interstate  voice  calls, 
the  new  network  will  provide  Internet  access 
for  service  plaza  customers,  videoconferenc- 
ing for  management,  and  other  futuristic 
applications. 

BANDWIDTH  OPTIMIZATION.  The  goal  is 
to  have  100%  up-time  on  the  network  while 
cutting  infrastructure  costs.  To  do  that,  Flying 
J  will  deploy  ServicePoint  at  every  site.  Units 
sit  at  the  network  gateways  and  enforce  poli- 
cies set  up  by  management  by  identifying 
and  classifying  all  network  traffic.  They  apply 
bandwidth  management  to  ensure  impor- 
tant applications  get  priority. 

Flying  J  wants  to  focus  more  on  its  core 


businesses  and  less  on  technology.  As| 
upgrade  their  network,  the  focus  will 
cost  control  and  bandwidth  optimization 
we  can  manage  the  price  of  bandwidth 
out  hurting  our  POS  transactions,  wej 
ahead  of  the  game,"  Stott  says, 
looking  to  ServicePoint  as  the  key  to 
taining  those  network  standards." 


ADC  Kentrox 


SERVICE  DELIVERY 
PLATFORM 

The  ServicePoint  Service  Delivery 
Platform  lets  managers  terminate, 
monitor  and  control  (TMC)  then- 
wide  area  network  (WAN). 
ServicePoint,  from  ADC  Kentrox, 
Portland,  OR,  is  a  new  class  of 
WAN  access  device  targeted  at  enter 
prise  users  and  service  providers. 

Integrating  Packeteer  application 
monitoring  and  bandwidth  manage- 
ment technologies,  ServicePoint 
allows  enterprise  users  to  control  use 
of  their  network  bandwidth  and  pro- 
vides application  performance  man 
agement  capabilities,  allowing  users  to 
take  control  of  their  WAN  resources 
and  costs.  Service  providers  gain  a 
platform  for  deployment  of  managed 
services,  creating  the  opportunity  for 
increased  revenues  and  profits. 

It  provides  Tl  or  sub-Tl  termi- 
nation, as  well  as  end-to-end  moni- 
toring of  frame  relay  circuits  and 
control  over  their  use.  ServicePoint 
hardware  and  software  lets  manage- 
ment analyze  and  control  network 
behavior.  This  is  higher  level  intelli- 
gence: bandwidth  management, 
traffic  analysis,  and  classification. 

ServicePoint  application  software 
includes  easy-to-use  reporting  and 
element  management  software  tools. 

The  bottom  line:  Delivering  mis- 
sion-critical application  perform- 
ance while  controlling  WAN 
resources  and  costs. 

www.kentrox.com 
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Building  a  Business  Class  Internet 
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IXC  Communications  is  a  com- 
pany with  a  mission-to  build 
the  Next  Generation  Internet. 
:  knows  that  by  starting  with  a  clean  slate 
i  deploying  the  latest  broadband  technol- 
/  they  can  gain  a  strategic  advantage  over 
competition. 

SHAPING  THE  NET.  That's  why  the 
stin,  Texas-based  IXC  recently  launched 
mini2000,  a  new,  high-speed  IP  data  net- 
>rk,  which  promises  to  reshape  the 
ernet.  The  goal  is  to  improve  service  qual- 
by  eliminating  the  congestion  that  cur- 
itly  plagues  the  Internet. 
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Creating  strategic 
advantage 

According  to  Mark  Lefebvre,  vice  presi- 

?nt  for  data  services  engineering,  IXC's  goal 

to  run  IP  data  packets  directly  over  multi- 

e  light  waves  on  its  10,000-mile  fiber  net- 

ork,  dispensing  with  many  layers  of  proto- 

ols  and  equipment.   "The  more  hardware 

du  eliminate,  the  more  efficient  and  less 

3stly  the  transport  is  going  to  be,"  he  said. 

USINESS  CLASS  SERVICE.  Our  goal  is  to 

■reate  an  Internet  that  can  offer  'Business 

Klass'  services,  Lefebvre  explained,  citing  the 

>xample  of  Virtual  Private  Networks  (VPNs), 

vhich  provide  all  the  benefits  of  private  net- 

vorks.  "Legacy  private  networks  could  be 

eplaced  by  VPNs  for  less  than  half  of  the 

:ost,"  he  estimated. 

Why  a  new  Internet?  The  problem  with 
he  present  Internet  is  that  there  is  no  way  to 
differentiate  among  users  or  applications. 
When  the  network  becomes  congested, 
everyone  suffers.  Corporate  America  will  not 
accept  the  Internet  as  a  replacement  for  pri- 
vate networks  until  those  problems  are  fixed. 
Routers  are  the  'traffic  cops'  of  the 
Internet,  but  the  current  generation  is  too 
slow  to  keep  up  with  the  explosive  growth. 


The  latest  wave  of  gigabit  routers  use  cus- 
tom-designed integrated  circuits  to  move 
packets  with  blinding  speed.  IXC  will  be  test- 
ing such  a  device  from  Unisphere  Solutions' 
Argon  Networks. 

SEARCH  FOR  SOLUTIONS.  To  make  voice 
and  data  convergence  a  reality,  a  new 
Internet  infrastructure  is  needed,  one  that 
supports  differentiated  services  at  the  edge, 
with  a  new  generation  of  fast  routers  at  the 
core.  This  is  the  strategy  of  Unisphere 
Solutions,  launched  in  March  1999,  to  focus 
on  IP  services.  Three  start-up  firms  form  the 
cornerstone  of  Unisphere  Solutions;  Argon 
Networks,  Redstone  Communications,  and 
Castle  Networks. 

FASTER  ROUTERS.  Argon  Networks'  strate- 
gy is  to  combine  IP  routing  with  ATM  switch- 
ing on  the  same  platform  to  cover  the  two 
most  important  services  in  use  today.  Argon 
has  also  integrated  fiber-optic  interfaces 
directly  on  the  platform  to  eliminate  the  need 
for  an  entire  class  of  optical  equipment.  "The 
result  is  reduced  capital  expense  and  lower 
operating  costs,"  said  Mike  Grady,  president 
and  CEO,  Argon  Networks. 
DIFFERENTIATED  SERVICES.  Redstone 
Communications  is  developing  a  new  type  of 
IP  router  that  will  deliver  differentiated  serv- 
ices at  the  network  edge,  so  that  each  cus- 
tomer can  be  treated  uniquely.  As  Jim  Dolce, 
founder  and  CEO  of  Redstone,  points  out, 
"The  edge  is  the  strategic  position  because  it 
is  where  you  can  figure  out  who  is  important 
and  who  is  not.  It's  that  simple." 
CIRCUIT/PACKET.  Castle  Networks  is  look- 
ing at  a  different  problem,  how  to  combine 
the  circuit-switched  technology  of  the  global 
telephone  system  with  packet-based  Internet 
technology.  Tom  Burkardt,  president  and 
CEO,  Castle  Networks,  is  vividly  aware  that 
after  60  years  of  engineering  effort  the  pub- 
lic switched  telephone  network  will  not  be 
t  replaced  anytime  soon.  "We  are  trying  to 
change  the  model  of  the  circuit  switched 
world,  by  mediating  between  the  old  and  the 
new  with  a  product  that  supports  both 


circuits  and  packets  on  the  same  platform  " 
NEXT-GEN.  Unisphere  Solutions  is  det' ■< 
mined  to  be  a  key  supplier  to  both  the  tradi- 
tional telephone  companies  and  to  the  next- 
generation  of  service  providers,  like  IXC,  that 
are  already  beginning  to  impact  the  compet- 
itive landscape. 


Unisphere  Solutions 


"You  have  to 
be  fast  in  this 
market,  but  you 
have  to  be  sure." 

Martin  Clague 

Siemens  A.G.,  sensing  the  need  for  a 
new  level  of  thinking  to  meet  the 
challenges  posed  by  voice  and  data 
convergence,  created  a  separate  U.S. 
based  entity,  Unisphere  Solutions. 

The  Unisphere  mission  is  to  be 
the  top  provider  of  next  generation 
platforms  for  service  providers 
around  the  world. 

According  to  Martin  Clague, 
president  and  CEO  of  Unisphere 
Solutions,  Siemens  made  a  bold 
move  to  create  a  separate  company 
with  a  stock  plan  to  attract  new 
blood,  and  the  power  to  make  fast, 
local  decisions. 

"You  have  to  be  fast  in  this  mar- 
ket, but  you  have  to  be  sure," 
Clague  explained,  noting  that  the 
market  is  changing,  and  companies 
have  to  adapt.  "Use  of  the  technolo- 
gy is  now  at  a  different  plane,"  he 
said.  "Our  customers  want  'five 
nines'  (99.999%)  availability,  not 
)ust  best  effort. " 

Clague  summed  it  up  bj  saying, 
"I  want  to  do  things  in  Web  years. 
I  want  something  new  happening 
every  three  months,  not  every  three 
years  like  a  traditional  company." 

www.unispheresohitions.coni 
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FUTURE  TRENDS 


by  Dr.  John  ML  McQuillan 


New  Ventures  Drive  the  Net 


If  you  want  to  know  where  the  Net  is  going, 
you  have  to  watch  the  venture-backed  start- 
ups. The  innovation  comes  from  startups 
across  the  board -in  chips,  switches,  routers, 
Web  infrastructure,  e-commerce  software, 
and  even  the  new  generation  of  service 
providers.  Increasingly,  the  real  break- 
throughs in  performance,  functionality,  and 
business  models,  come  from  new  ventures, 
who  are  defining  the  future  landscape  in  the 
network  business. 

ACQUISITIONS.  Consider  the  prices  being 
paid  to  acquire  networking  ventures  before 
they  even  have  any  significant  revenue.  In 
just  the  first  half  of  1999,  nine  pre- 
revenue    networking    ventures 
were  acquired  for  more  than  $240 
million  each,  for  an  aggregate  of 
$3  billion:  Argon,  Assured  Access, 
Castle,  Epigram,  Fibex,  Lightera, 
Omnia,   Redstone,   Shasta.   The 
acquirers  include  Cisco,    Nortel, 
Siemens,  and  others. 

Before  this  year,  only  one  pre- 
revenue    networking    company 
had  ever  been  sold  for  more  than 
$200  million.  There  has  been  a 
big  uptick  in  the  market  value  of  network 
ventures,  due  in  part  to  traditional  vendors 
realizing  they  cannot  afford  to  be  left  behind 
as  the  world  shifts  to  IP. 

What  are  some  of  the  hot  new  areas  we 
are  pursuing  at  McQuillan  Ventures? 
CHIPS.  At  the  bottom  of  the  food  chain  are 
the  chip  companies.  Network  processor 
companies  promise  to  shorten  the  time  to 
market  for  vendors  of  switches,  routers,  traf- 
fic management  devices,  and  Web  and 
telephony  equipment.  These  new  chips  pro- 
vide both  very  high  performance,  often 
equivalent  to  a  dozen  Pentiums  or  more,  and 
flexible  programmability.  Just  like  Intel  cre- 
ates much  of  the  value  in  the  PC  world,  these 
young  vendors  want  to  capture  more  of  the 
value  chain  in  networking. 
SMART  POUTERS.  The  world  of  routers  is 
changing.  A  few  years  ago,  Cisco  offered  a 


single  model  at  the  top  of  the  line,  for  enter- 
prises and  service  providers,  for  all  different 
applications.  Now  startups  have  attacked 
Cisco  on  all  sides,  building  lower-cost  routers 
for  enterprises  and  Web  server  farms, 
smarter  routers  for  the  edge  where  services 
are  created,  and  faster  routers  for  the  core  of 
the  net  where  optical  bandwidth  is  located. 
OPTICAL  SWITCHING.  Optical  networking 
is  a  huge  initiative,  with  many  startups  work- 
ing on  the  challenge  of  switching  very  large 
amounts  of  traffic  optically.  Investors  are 
convinced  that  this  revolution  has  only 
begun,  and  that  optical  communications  will 


Problem  solving  over  the  net  will  be 

dynamic  and  immediate.  Help  desks 
will  be  transformed. 


eventually  reach  everywhere  in  the  network, 
with  multiple  colors  of  light. 

The  SONET  (Synchronous  Optical 
Network)  optical  rings  that  are  common  in 
today's  metropolitan  areas  were  designed  for 
an  era  when  telephony  dominated  data  traf- 
fic, so  they  use  circuit-switching  technology. 
Startups  have  targeted  this  market,  bringing 
packet  switching  to  the  fiber  rings,  cutting 
costs  by  a  factor  of  5  or  1 0. 
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DSL/CABLE  MODEMS.  The  first  mile  in 
network  continues  to  be  an  important 
tleneck.  The  major  contenders  are 
(Digital  Subscriber  Line)  for  the  teleph 
infrastructure,  cable  modems  for  the  tel 
sion  infrastructure,  and  wireless  and  op 
for  other  situations. 

VPNS.  Investors  sense  that  the  Internet 
take  over  most  of  the  functions  of  tod 
private  data  and  voice  networks.  To  succe 
virtual  private  networking  startups  must  o 
vince  corporate  customers  that  their  pr( 
ucts  make  the  Internet  secure,  reliable,  a  L™  ^ 
predictable.  The  Net  will  soon  be  ready  fjt-lm 
mission-critical  business  traffic. 
WEB  TRAFFIC  BUSTERS.  The  huge  amoi  M1 
of  e-commerce  on  the  Net  is  stressing  t 
Web  infrastructure.  New  ventures  are  off<  j^, 
ing  many  different  kinds  of  solutions.  W  \tiev 
switches  and  lo. 
balancers  manage 
traffic  flowing 
multi-server  W 
^  sites.  Caches  sto 
the  most-frequen 
accessed  pages  clos 
to  users,  to  cut  do 
delays  and  redu 
transmission  cost 
There  is  a  lot  more  tj 
be  done  here,  to  continue  t 
scale  the  Web  as  e-commerc 
grows  to  be  a  trillion  dolla 
market. 

CONVERGENCE  SOLUTIONS! h 
One  of  the  most  exciting  area  m 
for  new  ventures  is  the  con 

vergence  of  the  Internet  anc 

°  .  aft 

the  public  switched  telephone  .. 
network  (PSTN).  Some  startups  are  working  U 
on  replacing  traditional  PSTN  switches  witr  tai 
modern  packet-oriented  switches.  Another  'ej 
key  challenge  is  transporting  voice  in  packet 
form-some  vendors  are  doing  this  across  the  f( 
core  of  the  Net,  while  others  are  enabling!*! 
integrated  access  on  the  first  mile,  the  costli-l 
est  segment. 

The  pace  is  picking  up.  The  Net  is  chang 
ing  daily.  Startups  are  the  change  agents. 
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You  can  reach  McQuillan  Ventures  at 
www.mcquillan.  com 
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MRIs 


RE  i  "I  1. 1)  BE  WORTH 
ore  than  a  thousand 
With  assistance  from 
uter,  it  might  even 
life.  Two  research 
are  teaching  comput- 
fosuca  inalyze  and  interpret 

0  ,c  resonance  imaging 
ans,  so  the  electronic 
i  can  help  discover 
ways  to  diagnose — 
reat — lung  disease, 
,  and  other  illnesses, 
urdue  University,  Car- 
Jrodley,  an  electrical 
t,  has  designed  a  vi- 
tabase  devoted  to  lung 
s.  A  new  patient's  MRI 

uared  with  images  in 

1  ^abase.  The  computer 
e  best  match  plus  four 
as  a  way  of  helping 

:tor  diagnose  the  type 
;  disease  and  rate  its 
y.  The  physician  can 

<:!M  ill  up  information  on 
atments  and  outcomes 
ilar  cases.  Additional 
ses  are  being  assem- 

costj  r  liver,  knee,  and  brain 
;s. 

he  University  of  Mass- 
tts  and  Baystate  Med- 
enter,  researchers  are 
»g  on  a  similar  system 
aating  stroke  victims, 
lope  to  train  their  com- 
to  spot  clogged  or  rup- 
arteries  in  the  brain, 
can  cause  one  kind  of 
:,  and  to  estimate  the 
;  of  the  trauma, 
nachine-learning  tech- 
i  can  be  used  to  teach 
Jters  to  become  pro- 
ively  better  at  under- 
ng  the  hard-to-interpret 
is  of  mri  brain  scans, 
onic  systems  could  be- 
even  more  valuable  in 
h  care.  The  machines 
L     turn      up      insights 
could  lead  to  improved 
■ores    for    minimizing 
e    damage,    according 
.  A.  Bernard  Fleet,  Hay- 
's chairman  of  neurol- 
Stacey  Higginbotham 
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HIGH  TECH 
FROM 
THE  HIVE 


IF     DUTCH     RESEARCHERS 

have  their  way,  a  spoonful  of 
honey  won't  just  help  the 
medicine  go  down — it  will  be 
the  medicine.  Scientists  at  the 
Netherlands  Agricultural  Re- 
search Organization,  or  dlo, 
were  surprised  when  they 
found  antifungal  proteins  in 
the  nectar  from  the  purple 
flowers  of  heather.  Curious, 
they  analyzed  some  commer- 
cial honey  and  found  the  pro- 
teins had  passed  undamaged 
through  the  honey  bees  and 
into  their  honey. 

That  sparked  a  major  pro- 


gram at  the  Di. o's  Center 
for  Plant  Breeding  & 
Reproduction  Research 
in  Wageningen.  A  team 
led  by  biologist  Tineke 
Creemers  has  rejiggered 
the  genes  of  petunia 
flowers  so  they  will  yield 
medically  useful  proteins. 
Next  year,  the  group  ex- 
pects to  harvest  the  first  test 
product — petunia  honey  con- 
taining an  antidiarrhea  vac- 
cine for  puppies. 

But  that's  just  for  starters. 
Creemers  predicts  that  flow- 
ers and  bees  could  provide  a 
rich  bounty  of  drugs.  Each 
flower  variety  could  be  modi- 
fied to  add  a  specific  protein 
or  two  to  its  nectar.  Some 
nectar  could  yield  honey  with 
a  particular  antigen:  Ingest- 
ing it  would  trigger  the  body 
to  produce  antibodies  and 
build  immunity.  Other  honeys 
could  contain  the  active  pro- 
teins of  drugs  for  treating 
various  diseases.  The  dlo 
says  a  few  drugmakers  are 
already  buzzing  around  its 
Wageningen  laboratory,  eager 
to  put  bees  to  work.  □ 


A  MICROPUMP  WITH  BUBBLE  POWER 

NEED  A  TINY,  ULTRARELIABLE  PUMP  FOR  DISPENSING 

liquids  drop  by  drop?  Andrea  Prosperetti,  an  engineer- 
ing professor  at  Johns  Hopkins  University,  figures  he 
has  just  the  ticket — a  micropump  with  no  moving  me- 
chanical parts  to  wear  out  or  malfunction.  Instead  of 
valves  that  open  and  close,  it  uses  tiny  bubbles  to  push 
drops  from  a  wee  orifice. 

Potential  applications  range  from  medical  implants  to 
so-called  labs-on-a-chip  for  chemical  analysis  and  drug 
discovery.  For  example,  the  micropump  could  end  dia- 
betics' need  for  daily  injections  of  insulin.  Equipped 
with  a  glucose  sensor,  an  implanted  pump  could  dis- 
pense insulin  on  demand,  whenever  the  sensor  detected 
rising  levels  of  blood  sugar. 

Currently,  Prosperetti  and  his  team  have  a  postage- 
stamp-size  working  prototype.  It  consists  of  a  plastic 
tube,  1.6  millimeters  in  diameter,  that  is  connected  to  a 
thinner  tube  by  an  even  narrower  "throat."  When  liquid 
in  the  tubes  is  heated  by  an  electrical  current  to  the 
boiling  point,  bubbles  form  in  the  throat.  By  the  time  a 
bubble  collapses  a  fraction  of  a  second  later,  it  has 
moved  about  1  mm  into  the  1.6-mm  tube,  pushing  a  tiny 
amount  of  fluid  ahead  of  it.  Next,  the  researchers  plan 
to  shrink  the  pump  by  a  hundredfold  or  more,  until  it  is 
smaller  than  a  pinhead.  Evelyn  L.  Wright 


INNOVATIONS 


■  Life  is  easy  for  some  lab 
rats  at  M<T  Hahnemann  Uni- 
versity in  Philadelphia.  When 
they're  thirsty,  they  don't 
have  to  move  a  muscle  to 
get  a  drink.  Before,  they  had 
to  press  a  lever,  which  trig- 
gered a  robot  arm  that  dis- 
pensed water.  Now  they  just 
think  about  doing  it,  and  an 
electrode  in  their  brain  picks 
up  the  signal  that  used  to 
go  to  their  muscles — and  ac- 
tivates the  arm  directly.  John 
K.  Chapin,  a  professor  of 
neurobiology  at  Hahnemann, 
hopes  the  technology  will  en- 
able people  to  control  artifi- 
cial limbs  by  brain  impulses 
alone. 


■  The  end  of  silicon's  glory 
days'  has  now  been  pegged: 
2012.  By  then,  a  key  element 
should  get  as  tiny  as  it  can 
be.  Research  at  Lucent  Tech- 
nologies Inc.'s  Bell  Labora- 
tories has  determined  that 
the  insulating  barrier  in 
transistors  can't  work  if  it's 
less  than  four  atoms  thick. 
Today,  the  barrier  is  down 
to  25  atoms  and  shrinking 
steadily.  At  the  current  rate, 
chips  will  smack  into  physi- 
cal limits  in  just  a  little  more 
than  a  decade. 

■  Testing  new  chemicals 
may  soon  become  a  lot  less 
cruel  to  animals.  InVitro  In- 
ternational in  Irvine,  Calif., 
expects  approval  for  a  test 
that  relies  on  a  gel  of  sus- 
pended collagen,  the  protein 
that  gives  skin  its  strength. 
The  time  it  takes  a  chemical 
to  eat  through  the  gel  indi- 
cates its  potential  to  damage 
skin.  The  most  caustic  sub- 
stances will  no  longer  need 
to  be  tested  on  rabbits. 
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n  September  28,  1999,  Business  Week  magazine  will  celebrate  its  70th  anniversary  with  a  very  special  event 
in  New  York  City.  A  select  group  of  accomplished  leaders  from  American  business  and  politics  will  gather  at 
The  Waldorf-Astoria  Hotel  for  a  private,  invitation-only  meeting  to  consider  the  most  important  challenges 
facing  American  business  at  the  turn  of  the  millennium.  This  exclusive  group  will  then  be  our  guests  at  a  gala 
dinner  to  celebrate  JO  years  of  Business  Week  that  evening  at  The  New  York  Public  Library. 

The  Business  Week  CEO  Summit  is  an  exclusive  event  reserved  for  the  world's  most  eminent 
business  leaders.  This  year's  participants  already  include  chief  executives  from:  American  Home 
Products  Corporation;  Archer  Daniels  Midland  Company;  The  Black  &  Decker  Corporation; 


Sponsored  by: 

Aon  Corporation 

Compaq  Computer  Corporation 

E.piphany 

Lucent  Technologies 

Mercer  Management  Consulting 

PeopleSoft 

Sapient 

Priority  Mail 

from  the 

United  States 

Postal  Service 


With  support  from: 
Diners  Club 
Lincoln 
The  State  of  Mississippi 


And  the  assistance  of: 


The  Business  Roundtable 
Spencer  Stuart 


m 


A  Division  of The  McGraw-Hill  Companies 


Walgreen  Co.;  PG&E  Corporation;  McKinsey  &  Company:  Hasbro.  Inc.;  DeloitteToucheTohmat.su;  Sears. 
Roebuck  and  Co.;  NCR  Corporation;  Tandy  Corporation;  Ingram  Micro.  Inc.;  New  York  Life  Insurance  Com 
pany;  and  F.li  Lilly  and  Company,  among  others.  To  ensure  privacy  and  to  promote  candid  discussion,  all  ses 
sions  will  be  conducted  in  a  closed  door  setting.   Among  the  topics  to  be  addressed  are  processes  and  strate 
gies  for  succeeding  in  an  integrated  global  economy,  as  well  as  assessments  of  past  and  future  leadership  skills. 


If  you  have  received  an  invitation,  we  urge  you  to  RSVP  today. 

If  you  have  not  received  one  but  believe  you  should  attend,  please  contact  us. 

Simply  call  212-512   4804. 
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E-COMMERCE 


A  HARD  SELL  ONLINE? 
GUESS  AGAIN 

Clothes,  furniture,  even  food  are  starting  to  move 


It  used  to  be  that  when 
Katy  Bremer  wanted  new 
furniture,  her  first  thought 
was  to  jump  in  the  car.  And 
she  would  have  gotten  little  argument 
from  even  the  most  ardent  E-commerce 
fans  on  Wall  Street.  Some  industries 
were  made  for  the  Internet  and  some 
weren't — or  so  the  early  wisdom  went. 
Furniture?  You  can't  tiy  out  a  chair  on- 
line. So  why  did  the  full-time  mother 
from  Villa  Park,  Calif.,  just  buy  a  dining 
room  set  from  FurnitureFind.com?  "I 
was  comfortable  with  the 
brand  name  and  the  price, 
and  you  get  a  lot  of  confi- 
dence in  them  from  a  cus- 
tomer service  standpoint," 
Bremer  says.  Besides,  she 
adds  with  a  laugh,  "you 
could  just  see  the  [store] 
salesmen  grimace  when  I 
told  them  the  price  I  got 
online." 

Customers   such  as 
Bremer  are  helping  chip 
away  at  one  of  the  last  blockades  to  E- 
commerce:  the  idea  that  some  types  of 
goods  just  can't  be  sold  online.  As  re- 
cently as  two  years  ago,  even  bullish 
analysts  had  a  list  of  industries  they 
thought  would  move  to  the  Net  slow- 
ly— or  not  at  all.  Now  those  industries 
are  making  a  rush  for  dot.com  gold. 
ONETIME  LAGGARDS.  Today,  new  Web 
stores  are  far  more  likely  to  enter  one- 
time laggard  categories  such  as  clothing 
and  art — and  less  likely  to  sell  Web  sta- 
ples   such    as    CDs    and 
books.  More  than  11%  of 
online   stores   open   less 
than  a  year  sell  mostly  ap- 
parel. And  new  E-tailers 
are  four  times  more  likely 
to  sell  toys  and  almost 
twice  as  likely  to  offer  art 
as  stores  that  opened  12 
months  to  24  months  ago, 
says   Harry   Wolhandler, 
vice-president  for  market 
research   at   ActivMedia 
Inc.  in  Peterborough,  N.  H. 


CODDLING  THE 
CUSTOMER 


HOUSE  CALLS: 

Streamline.com 

trucks  deliver 

fresh  food  to 

homes  on 

a  convenient 

schedule 


SPECIAL  LOCK: 

The  company's 
—  drivers  use 
^  a  keypad  lock 
£%  to  gain  access 
™  to  the  garage 

even  when 

nobody's 

home 


..'■■■■■ 

»,"  say 
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STOCKING  UP: 

Driver  Richard 

Piccini 

unloads 

groceries 

at  the 

home  of  a 

Needham 

(Mass.)  customer 


Even  perishable  groceries, 
and  car  parts,  named  in  Augus 
as  three  of  the  top  "Internet 
lenges"  in  an  influential  148-page 
by  Goldman,  Sachs  &  Co.,  are 
up.  Internet  investors  at  cmgi  I 
backing  CarParts.com  and  Fur 
com,  while  Jupiter  Communicatio 
thinks  online  grocers  will  claim  $^ 
lion  in  sales  by  2002— only  $200 
less  than  projected  online  book  s 
What's  changed?  Not  the  pr< 
Keeping  food  fresh  while  it's 
delivered  to  doorsteps  around  the 
is  still  tricky,  tailorei 
ions  can't  be  slippe 
cyberspace,  and  art 
does  anything  look 
beautiful   on   a   co 
er    monitor?    Wha 
changed  is  the  Net': 
ing    audience    and 
technologies  and  se: 
that  are  helping  enti 
neurs  to  overcome 
tomer  worries  abou 
being  able  to  squeez 
fruit,  feel  the  fabric, 
on  the  couch. 

Venture  capitalists  are  driving  *v 
trend,  too.  They're  funding  the  so-(   '■ 
laggards  and  putting  more  money  ' 
each  deal.  One  reason:  With  lots  of 
petition  already  in  once  easy-to-a 
markets — such  as  books  and  stock 
ing — venture  capitalists  are  lookrn 
novel  ideas.  And  larger  financings 
entrepreneurs  the  war  chests  they 
to  attack  touch-and-feel  issues.  Aik 
Busey,  ceo  of  the  new 
niture  site  Living.com 
spent  some  of  his  $6.5 
lion  in  venture  mone; 
imaging  systems  so 
customers  could  see 
resolution  pictures  of  I 
rics  they  can't  touch.  W^ 
he's  about  to  close  on  I 
million  more  in  ventl 
capital. 

One  big  boost  to  th« 

tailing  latecomers  is 

broadening  Web  audie  ? 

There  are  far  more  women  online  tcx 

helping  categories  such  as  furniture 

groceries  where  women  make  most 

the  buying  decisions.  Women  now 

count  for  46%  of  North  American 

ternet  users  and  38%  of  online  p 

chasers,  up  from  29%  last  year,  s; 

Jerome  Samson,  director  of  te 

nology  and  business  strateg 

at  Nielsen  Media  Research. 

you  look  back  a  couple 

years,  what  was  availa 

was  hardware  and  softw; 
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stores  use  technology  and  aggressive  service  to  offset 
;tomer  worries  about  not  being  able  to  touch  the  goods 
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I-ls-[ia»  e  on'y  consumers  were  white, 
0-  are j  nd  affluent,"  Samson  says. 
h'Vcij    wider  audience   probably  still 
indFui't  bite,  though,  unless  the  new 
•ased  the  earlier  fears.  Consider 
claim  J  om  Inc.,  a  high-end  crafts  store 
Iv.y.nj   in  Madison,  Wis.,  that   made  its 
hi  the  Web  in  March.  (Juild.com 
t  had  to  convince  consumers  that 
•amies,  jewelry,  and  other  crafts 
offered  were  a  good  value.  So 
ire  appointed  the  former  head  of 
nithsonian  Institution's  Renwick 
l  to  chair  the  panel  that  screens 
for  the  Web  site.  "Everything  on 
e  has  been  juried  by  someone  in 
ow,"  says  Marketing  Vice-Presi- 
ohn  Anderson. 
NAL  MODEL.  Clothiers  are 
J  a  similar  problem-solving 
igfliblach.    Catalog    merchant 
.    End  Inc.  has  developed  a 
suit  finder"  feature  to  mol- 
omen  who  don't  want  to 
each  gear  they  can't  try 
allows  consumers  to  pick 
body  type  from  an  array 
dees  and  recommends 
ikely  to  fit.  A  similar 
•e  called  the  "per- 
t(>a|  model"  helps  cus- 
ps   size    up    other 
f:s    based    on    their 
i"al    measurements, 
how     broad     your 
ders  are.  The  result: 
>'  End  raked  in  $61  mil- 
m  online  sales  in  its 
ifiscal  year  ended  in 
iry,  up  from  $18  mil- 
r,he  year  before.  And 
irrowth  is  continu- 
es   online    sales 
B  150%  in  the  first 
.er. 

»b  grocers  have 
;o  make  especially 
ccommodations.  Everyone's  goal  is 
id  a  way  to  distribute  food  cheaply 
gh  to  hold  down  or  eliminate  deliv- 
narges  and  still  make  a  profit. 
i  of  the  Web  grocers  has  quite  fig- 
it  out  yet.  For  example,  Han- 
oi's HomeKuns  Inc.,  the  Somerville 
s.t  based  grocer,  needs  ,S,()(K)  orders 
•ek  lo  break  even.  In  a  good  week 
ntly,  it  got  2,600,  says  Home- 
s.com  President  Tom  Furber.  Some 
■TS  already  have  been  forced  to 
ge  their  game  plans.  Skokie  (111.)- 
d  Peapod  Inc.  has  stopped  deliver- 
■oceries  ii  used  to  purchase  at  reg- 
lupermarkets  in  favor  of  building 


their  own  warehouses  and  buying 
wholesale. 

Streamline.com  Inc.  is  losing  money, 
too,  but  it's  confident  it  now  has  a  win- 
ning formula.  Suburban  Boston-based 
Streamline's  strategy  is  to  convince  cus- 
tomers that  they  can  get  fresh  food  de- 
livered oil  a  convenient  schedule  by  let- 
ting Streamline  install  a  refrigerator  in 
the  consumer's  garage.  Streamline  dri- 
vers use  a  keypad  lock  to  make  deliv- 
eries when  the  consumer  isn't  home. 
Still,  Streamline's  stock  has  dropped  af- 
ter its  $10  a  share  M'O  on  June  17,  to 
about  $8  today. 

The  problem  is  controlling  Stream- 
line's warehouse  and  delivery  costs, 
which  chewed  up  more  than  100%  of 


Now  for  Sale  on  the  Net: 
Art,  Antiques,  and  Apparel 


E-commerce  is  getting  more  diverse  along  with  the 

Web  audience.  A  bigger  proportion  of  newly  opened 

online  stores  are  in  categories  that  appeal  to  women. 
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PERCENT  OF  ALL  ONLINE  STORES 
OPEN  LESS  THAN  YEARS  SPECIFIED 


CATEGORY 


1YR 


2  YRS      3  YRS 


GIFTS/JEWELRY/FLOWERS/GREETINGS 


17.3%     3.2%    11.9% 


HOBBIES/CRAFTS/ANTIQUES 
MEDICAIAEGAL/OTHER  SERVICES 

APPAREL/ACCESSORIES 

COMPUTER  PRODUCTS/SOFTWARE 

cds/tapes/books 
toys/games 

ART 

BANKING/FINANCE/INVESTMENT 


16.5 


12.2 


11.5 
11.5 
9.4 
6.5 
2.9 
2.9 


12.8 
5.6 
5.6 
13.6 
15.2 
1.6 
1.6 
1.6 


. 


DATA:  ACTIVMEOIA  INC. 

Note:  Totals  add  up  to  more  than  100%  because  some  sites  are  in  more  than  one  category 

the  company's  1997  sales.  Skeptics 
thought  online  grocers  would  never  get 
order-picking  and  delivery  cheap  enough 
to  allow  them  to  make  money.  Still, 
Streamline.com's  case  suggests  that  fast 
sales  growth  could  one  day  outstrip  ex- 
penses. Sales  have  jumped  from  $1.8 
million  in  1997  to  $2.5  million  in  just 
the  first  quarter  of  this  year.  That 
helped  Streamline  lower  its  warehousing 
and  delivery  costs  to  47%  of  sales.  Sim- 
ilarly, Peapod  claims  that  it  will  be  prof- 
itable in  its  key  Chicago  market  by 
yearend  because  it  has  enough  cus- 
tomers there  to  cover  warehouse  costs. 
"We've  had   business  skepticism,  but 


against  a  backdrop  of  consumer  ace 

tance,"  says  Streamline  CEO  1  A. 

DeMello. ' 
Hoping  they  have  addressed  their 

weak  Bpots,  the  new  online  stores  are 

selling  the  idea  that  their  non-Web  ri- 
vals are  more  vulnerable  than  anal;. 
once  thought.  CEO  Andrew  L.  Brook.-  of 
Worcester  (Mass.)-based  Furniture. 
com  says  analysts  underestimated  on- 
line furniture  selling  partly  because 
they  didn't  understand  how  inconve- 
nient regular  stores  are.  And  Furber 
says  the  meat  HomeRuns.com  delivers 
is  actually  fresher  than  a  supermarket's 
because  it  has  never  sat  out  in  a  dis- 
play rack.  Now  he  just  has  to  convince 
consumers. 

WHIPSAWED.  And  that's  the  rub: 
None  of  the  new,  high-profile  on- 
line merchants  has  proven  it  has 
a  profitable  business.  Like  other 
E-commerce  players,  they're 
putting  up  big  sales  growth  on  a 
small  base  and  occasionally  get- 
ting whipsawed  by  the  stock 
market's  changing  moods.  Even 
promising  players  such  as  Alloy 
Online  Inc.,  a  Generation  Y 
clothing  retailer,  feel  the  pinch: 
Alloy  wTent  public  at  $15  in  May 
and  is  trading  around  $11.  On 
the  other  hand,  despite  Gold- 
man's 1997  report  calling  toys  a 
below^par  online  opportunity, 
eToys  Inc.'s  $20-a-share  price  at 
its  ipo  in  May  spiked  to  $85. 
One  spur:  eToys'  annual  sales 
jumped  to  $30  million  in  the 
year  ending  in  March,  from 
$687,000  the  year-  before,  even 
though  the  company  lost  $29 
million.  The  lead  underwriter  of 
that  deal?  None  other  than 
Goldman  Sachs. 

Despite  early  losses  and  fick- 
le stock  markets,  it's  all  but 
certain  that  venture  capitalists  will 
let  more  E-stores  that  once  seemed 
like  dogs  try  to  seize  their  day. 
"What's  happening  is  complete 
euphoria,"  says  Marc  Singer,  a  vice- 
president  at  Brand  Equity  Ventures  in 
Greenwich,  Conn.  "They're  throwing 
money  around  fairly  [crazUy]."  There 
seems  to  be  no  retail  niche  where  E- 
commeree  companies  can't  claim  turf. 
The  hard  part  will  be  executing  well 
enough  to  deliver  for  customers — and 
for  investors. 

By  Timothy  J.  Mnllaneij  hi 
York,    with    David   Leonhardt    in 
Chicago 
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Corporate  Gifts 


1000  Temporary  Tattoos  with  your  Logo, 

Just  S189.00!! 

plus  S10.00  S&H  (CA  add  7.25%  sales  tax) 

Customized!  Full  Color!  2"x2" 


Calico 

3000  Alamo  Drive,  Ste  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Computer  Equipment 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


•  Prestigious  British  University 

•  World  Leader  in  Distance  Learning 


•  No  GNAT  required 

•  Local  support  center 

•  Flexible  Education  Financing  available 

•  Work  experience  6c  qualifications  considered 

•  Member  of  the  Association  of  Business  Schools 

•  Accredited  by  the  Association  of  MBAs 

•  Offered  under  Royal  Charter 


^Leicester 
^University 

f 


W 


Management 
Centre 


Tdi 

800-874-5844  •  email:  rdiusa@erols.com  •  WWW.rdi.CO.uk 


Corporate  Gifts 


HE  W LETT-PA  CKARD 

Buy-Sell-Trade 

LaserJet  Colorpro    Draft  /Master 

DeskJet  Draft  pro    Design- Jet 

Electrostatic  Plotters        Ruggedwriter 

HP  9000  Workstations  &  Vectras 

Demo  &  Refurbished  Equipment 

Ted  Dasher,  Inc. 

PO  Box  131269  Birmingham,  AL  35213-6269 
Phone  205/591-4747    Fax  205/591-1108 
800/638-4833  E-mail  sales@dasher.com 


MAKE  A  BIG  HIT 

Logo  &  Personalized  Golf  Bnlls 


Tr\n  J"i  trr" 


To 
Order 
Call: 


Unbon.  \*i 
PRECEPT  V- 
Pfiinackr     •* 
MAXFLL 


LA.  GOLF  BALLS 

1-888-ID  BALLS 

(1-888-432-2557) 


MBA 


Rushmore 
University 

International  MBA  by  Distance 

Learning.  Flexible  curriculum. 

Bachelors  not  always  required. 

370  Anchor  Drive  Ste.  250.  Dakota  Dunes 

SD  57049  US,  Phone:  605-232-6039 
Fax:  605-232-6011  bw@distancemba.com 

www.distancemba.com 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  -- 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Aviation/Fractional  Ownership 


WHICH  IS  FASTER,  YOUR  ASAP 
OR  YOUR  COMPETITIONS? 

As  a  fractional  owner  of  a  Learjet®  or  Challenger®  business  jet, 

modern  CEOs  are  able  to  respond  with  speed  and  spontaneity  due 

to  less  congested  airfields  and  personalized  scheduling  built 

around  their  specific  business  needs.  For  more  information  regarding 

the  many  affordable  benefits  of  being  a  Flexjet"'  fractional  owner, 

call  1-800-FLEXJET. 

FLEXJET 

we  build  the  aircraft 


iKrw°fl 


l»Ur 
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The  Practitioner's  MB    t 
Programs.  Accredi 
Doctor,  Master,  Bad 

www.monticellt 

Fax  605-988-0'; 

800-405-793^ 


The  Leader  in  Distc 
Learning  for  20  Ye 


•Associate«Bachelor»MasteH 

Business  (Mgmt,  HRM,  Health! 
Management  of  Technolod 
Pschology,  Law 
Southern  California  Univ 
for  Professional  Stud\ 

1840  E  17th  St  BW,  Santa  Ana, 
800-477-2254       www.scufl 


Bar  Code  Equipmt 


Bar  Code  Readers,  Prii 
Software,  Labels,  Ribb 

Cash  Drawers,  Point-of 

Products,  Magnetic  St 

Readers,  Pole  Displays 

much  more.  Visit  us 

www. barcode. c 


CALL  1  ■•00-373-6344 

Talk  to  us  first.  Because  nobody  has  frarJ 
more  businesses  than  Franeorp.  I 
The  leader  in  franchise  developmen 
and  consulting.  Worldwide. 
WMOff 


FOR  AD  RAIES  AND  INFORMATION 

PHONE:  (312)  464  0500 
FAX  (312)464  0512  OR  WRITE 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 

500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 

CHICAGO.  IL  6061 1 


ipital  Available 

,ncial  Professionals  ^ 

TO  BORROW? 

"Collateralized  Loans 
ling  Program  Available 

IVe  Locate  Funders 
[  iusiness  &  Real  Estate 

■i.i in.  Esq.  ■  Keal  Estate 
i  in.  Esq.-Atty/Fiduciary 

lernational  Developing 
erpnses  Agency  (IDEA) 
Information  Available 
1+1-212-246-7600 

|X +1-212-262-0966 
iail.panglob@aol.com       j 
■ebsite:  panglobal.net       J 


Palm  Pilot  Holsters 


Venture  Capital 


ifcredi  I' 

r.BacI 

:cello 


porate  Investor 
eking  To  Invest 

erging  companies  in  new 
dia,  consumer  products 
nd  branded  services. 
e  lax  summary  description 
3-328-2394  or  e-mail 
•plan  @  ix.netcom.com 


Protect  Your  Palm  Organizer 

Palm  III&  PalmV 
Work-thru 
Carry  Cases 

I /8"  form-fit  skin  . 
Open  lid  to  access. 
Close  for  safe  stor- 
age. Pen,  IR  port  & 
buttons  readily 
accessible.  Incredible  non-slip  design,  no 
Velcro  or  adhesives.  $49.50  postpaid. 
Money  back  guarantee.  RHODIANA,  800- 
338-8759   V/Md'AMEX  www.rhodiana.com 


& 


Catalogs/Marketing 


GET  YOUR  PRODUCTS 

INTO  MILLIONS  OF  MAIL 

ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market  Please  call. 

Direct  To  Catalogs,  Inc. 

23  W  Walnut  St,  Hanover  PA  17331 

717-633-1850 


Investment  Services 


ANNOUNCING 


Signal 


YOU'LL    MAKE    MORE,    BECAUSE    YOU'LL    KNOW    MORE 


Streaming 
market  quotes 


Market-moving 
news  alerts 


Buy/ sell  alerts  to 
pager,  cell  phone 


Free  trading 
education  video* 


800.327.8026 


www.  e  signal,  com 

'Available  to  new  subscribers  limited  rime  offer  Ext  1 501 


Luxury  Bedding 


Pressure- 
Relieving 
Mattress 


Developed  for  NASA.. .Perfected  by  Tempi  r-Pedic. 
Designed  to  Fit  Yolr  Body... 


Matching  Pillows 


Viscoelastic  memory  cells  conform  to  every  curve  and 
angle  of  your  body.  Ventilating  channels  dissipate  heat 
to  provide  perspiration-free  comfort. 

Custom  sizes 

The  Miracle  is  on  the  inside!    /fj^EFtSmk      ™de  to  order 

r."wfl  Bafe'^I       LigM  years  ahead  of 

conventional1  mattresses 


Precision-Tuned 
Steel  Frame 

Direct  import  prices 
Shipped  duty-tree 
Free  setup  and  removal 

Hardwood  Base 

Indurated  Compression  Rods 


Heavy-Duty  Side  Rails 


■ 


It's  what's  inside  that  counts... 

SWEDISH  SCIENTISTS  GO  UNDERCOVER 
TO  CREATE  THE  WORLD'S  BEST  BED! 


Ultralight  Teny  Covet 
with  Air-PerTTieabte 
bqu'd  Bamer 

Pressure-Relieving  Comfort  Layer 
Viscoelastic  Tempur  Material 
8onded  Substrate 
Unitized  Steel  Understructure 


Prill 

SI™  -iir  I'nlii  s  phenomenal  Swiiisti  Sihp  Swtim    is  changing  the  way 

•ru.ins  sleep  Our  aiming  bed  Is  the  future  Innersprings  and  air 

he  past 

ler  DMOressB  art-  lann  mi  [lie  outside  0ui5  Is  .1  mirtklv  00  tl it 

'Hums  ill  iMni'l.LstH  mi  mow  mis  mirk  as  motecularsprings  <  see 
C(   ihom)  iiuonform /itTcue/i  lo  your  hod\ 

We  promise  83%  better  sleep! 
p.ul  thai  coven  othet  mattresses  keeps  their  steel  springs  inside,  bm 
luiunioik  effect  outside  rhis  actually  cjujs  pressure  points  Thai's 

inpufivdu  mis  tossing  .mil  turning  in  8 1 

Adjusts  to  lit  you  and 
your  spouse. 
Our  exclusive  renpuriS  material  uses  bod)  mass 
ami  temperature  to  xhcHvet)  adjust  to  youi  exact 
slia|H-  and  weight  IWs  steep  matrh  t;i\es  you  total 
support  iism/im/»iriwii/i/(  structure  is  self-veil 
Ulanngloi  uml  perspiration  free  vlnp 


aaat  nw  ..  ..„v*.i 


> 


You've  got 
to  feel  it  to 
believe  it! 


Works  naturally.. .automatically. 

iln  Unipiir Mk  hetl  utilizes  no  electricity,  no  compressed  .ur  no  healed 

water  Instead,  h  uses  natural  principles  ol  physics  to  give  you  the  energizing 

lid  ni  weightless  steep  There  are  no  settings  or  controls  to  adjust  no  healers 

motors  or  air  pumps  in  break  You  do  nothing  hut  lie  down  on  it1 

The  press  is  giving  us  rave  reviews! 

TV  radio,  muga/mev  newspapers,  medical  publications  mir  high-tech  bed  is 
winning  wide  acclaim  Dateum  \W  told  all  America  about  Tempur-Pedk  So  did 
Lou  linbhs  mi  i\\s  Business  Unusual  and  CNBCls  Power  timet  I  In  Wall 
Street  Journal,  Associated  Press,  Discover)  Channel,  and  others  ban  also  tea 
Hired  >>ur  breakthrough  steep  technology 

Recognized  by  NASA 

Our  bed  is  living  prool  o(  NASA's  contribution  of  new 

consumer  benefiting  technologies   Swedish  scientists, 

1  starling  where  NASA's  spacecraft  seating  research  ended, 

perfected  our  unique  (patent  pending)  product 

In  May  of  1998,  Tempur-Pedic  was  recognized 
by  NASA  for  technology-transfer  achievement. 


Try  it  at  our  risk  for  90  days! 

we  II  set  tip  a  brand  new  demo  bed.  in  tout  bedroom  even  remove  the  old 
bedding  and  give  you  5  full  months  lo  steep  on  it  Ifyoudoniloveit  well  pick 
it  up  ai  nur  expense —  and  refund  you  the  full  purchase  [inn-  less  onh  the 
original  shipping  cost! 

2S.000  doctors  &  sleep  clinics  say  'Yes!' 
Our  owners  tow  the  k^efinjofWBGHllESSSUlPandtbewa)  Tempur-l'edii  eases 
aches  pains  and  back  problems  Over  25,000  doctors  medical  profess 
and  steep  clinics  recommend  our  Swedish  Steep  S 

FREE  DEMONSTRATION  KIT 
IS  NOW  YOURS  FOR  THE  ASKING. 


TEMPUR 


•PEDIC 


PRESSURE  RELIEVO 


FREE  SAMPLE/FREE  VIDEO /FREE  INFO 

1-888-732-0163 

Fat  lo  1-606-259-9843  Visit  our  website  at  wwwtempurpedic.com 
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Business  Opportunities 


INVEST   IN 
LAWSUITS 


Unique  venture  capital  firm  with 
proven  system  for  investing  in 
pending  lawsuits  Recruiting 
partners  nationally  to  offer  our 
services.  Lucrative,  part-time 
and  only  for  the  serious.  $12,400 
required.  Call  for  FREE  Video 
and  Information  Kit. 


1-800-951-9620 

www.FutureSettlement.com 


Logo  Apparel 


**FREE**. 

Logo   &    Embroidery 


(.nil  Shirts  From 
$  1 1 .  •  *<  * 

I  >t*nini   Shirts.   Caps 
Jackets  &  More 

800-670-3050 


/ 

Your  Logo 
Here 


www.sierramills.com 


Men's  Footwear 


MEN'S  wide  shoes 

EEE-EEEEEE,  SIZES  5-13 

•  FREE  catalog 
•High  quality 

•  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55G  Hingham,  MA  02043 
1-800-992-wide   www.wideshoes.com 


Publishing  Services 
Publish  Your  Book 

75-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  write  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  1-800-695-9599 

Adventure  Travel 


ADVENTURE  CUBA 


•  6  DAY  MONTHLY  CULTURAL  ADVENTURE,. 

•  8  DAY  CIGAR  SMOKING  ADVENTURE  , 

•  CLAS8IC  CAR   ADVENTURE 

•  PAST  TRAVELERS 
REFERENCES  AVAIABL 
ON  REQUEST 

•  FULLY  LEGAL 
AND  ESCORTED 
BY  WINGS 


WINGS    OF    THE   WORLD 
416-482-1223 
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Home  Decorating 


Own  A  MASiTRPiLcrJ 


Exact  replicas 
on-canvas  in 
stately  wood 
frames.   Your 
fnend.s  will 
think  you 
looted  the 
Louvte! 


FREE  Color  Catalogue 
1-800-2-CANVAS,  !»■„ 

Vi-.it  us  at: 

www.MastersCollection.com 


Dealers  Wanted 


INNOVATIVE  NEW 
SAFETY  PRODUCT 

Industrial  -  Offshore  &  Marine  -  Unique 
Opportunity  lor  dynamic  Sales  Specialist! 
MIN.  INVESTMENT  -  MAX.  REWARD 

CALL  PAUL  ©704-525-6210 


Business  Opportunities 


54  year  old  company  is  now  setting 
up  a  limited  number  of  exclusive 
dealers  to  market  our  products.  This 
is  a  no-nonsense  opportunity  to  be  in 
your  own  business  and  make  70- 
80%  profit.  Call  for  exciting  details. 


1-800-675-6144 


Business  Software 


MAIL  ORDERS    WEB  ORDERS 


Order  entry,  credit  card  processing,  shipping,  A/R,  A/R 
contact  management  with  integrated  interna  e-mail  options, 

inventonr  management,  reporting,  list  management  and 

mailing; — everything  you  need  for  order  taking  bv  phone,  mail 

even  the  World  Wide  Web  in  one  simple  easy-ton^  and 

affordable  Windows  program  from  Dvdacomp. 
Call  I  -800-858-3666  or  visit  www.dvdaa>mp.corri/bwk 

MailOrderManager ' 


Financial  Services 


JAPANESE  HEDGE  FUND 

We  are  a  pioneer  Japanese  Hedge 
Fund  with  sound  track  record  which 
really  hedge  against  downside  risks. 

Tel:  +65-324-7873 

Fax:  +65-324-5531 

e-mail:  ndcpl@pacific.net.sg 

Home  Page:  http://homer.pacific.net.sg/~ndcpl/ 


www.instant-approval.com 


No  Credit  Check  -  72  hr  Svce.  •  EZ  approval 

100K  to  5  mil.  5.5%  -  Borrowing  Made  Easier 

with  compensating  balance  deposits. 


Business  Services 


OFFSHORE 


Companies  from  $250 


•  Ready  made  companies 

•  Lowest  first  year  and  annual  fees 

•  Banking  and  investment 

•  Mail  and  Fax  forwarding  services 

•  Offshore  credit  cards 

•  Asset  protection  Trusts 

•  Nominee  service 

Tol.:  +353-1 -679-0600  Fax:+353-1-676-0475 
E-mail:  offshore@fmcgate.com 


Funds  7-T  Express 

Rldg«  House.  1  Conyngham  Road,  Dublin  8,  Ireland 


Established  since  1980 


Business  Opportunities 

Offshore  bank 

FOR  SALE 

"FREE  report" 

800-733-2191 


WORLDWIDE 

BUSINESS     CONSULTANTS 


RESTAURANTEURS 

GREASE  TRAPS  OR  DRAIN  PROBLEMS 


See  Our  Website 

www.rhinoeco.com 

Exclusive  Dealerships  Available 

Environmentally  Correct 


1-877-746-6224 


OFFSHORE 


♦Com Dailies  Faxon  Demand 

♦BarE  (800)551-9105 

♦Credit  Cards         For  »  B**1  M 
♦Privacy  Cowp^c 

(800)  551-2141  Universal 

CORPORATE  SERVICES 

r-IC 


Visa/MC/Amex 


www.ucservices.com 


MAKE  MONEY  AS  A 

BUSINESS  FINANCE 

CONSULTANT 


Arrange  Business  Loans  and  Equipment 
Leases  from  $1,000  to  $10  million.  No  co- 
brokering.  Wdrk  directly  with  National 
Lenders.  Unlimited  earnings  potential  and 
residual  income. 
FREE  45  minute 
video  seminar  and 
information  packet 

CALL  1 -800-336-3933 

L.   The  Loan  Consultants,  Inc.  ^ 


(«       *J 


OFFSHORE  &  NE 
CORPORATIO 


•Asset  Protection,  Privacy ,| 
•Lie.  Offices:  Las  Vegas  - 
•Flat  Rate  Fees,  Nevada  Ccl 


ORDER  BY  PHONE  FR, 

1  -800-997-2 

www.nevadacorp.onevec 


CALL  N< 

SAVE  30%  to 


BUSINESS  AN 
COMPUTER  CHE 


Ordering  is  easy! 
Just  pick  up  the  phone  and 
Designer  Checks 

S  800  239  4087 

Fax   I -800-774- I  II 
WWW.designerchecks. 


Have  your  checks  4  deposit  tickets  in  front  o 
as  your  credit  card  You  can  fax  us  a  copy  ol 
deposit  ticket,  &  we  will  call  to  confirm  your  o 


100%  Satisfaction  Guar; 


Business  Service 


OFFSHORE  PRIV, 
MAILBOX  RENT/ 


•  Many  Hidden  Benefits 

•  Bahamas  Address 

•  Mail  Forwarding  -  Courier  J 

•  All  Offshore  Services 

A.S.A.P.  SERVICES  L 
Nassau,  Bahamas 
CALL  NOW  1-888-355-1 
www.asapbahamas.c 


INCORPORfiTI 


•  FREE  Information 

•  All  U.S.  States  and  Offsh 

•  Attorney  owned  and  oper 


www.corpcreations.c 


1-800-672-91 


TRADEMARK 


Financial  Services 


$30,000 ,.  $500,( 


Start  or  expand  your  busi 

with  a  business  loan  tha 

Guaranteed  by  the  Gov 

www.business-capital.t 

1-888-745-6756  Ext  8 
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a  (/tj/crc/uf 


W^  4C?\  tnnual 

v  Summer 

l   Symphony 

£^j  .   (n  afternoon  t/wt  maAes  u  i/t/fire/we 


t 

This  year  featuring 

The  Manhattan  Transfer 

with  the  San  Jose  Symphony 

Michael  Krajewski  Conducting 

Pre-event  entertainment  In  Jim  Cullumjazz  Hand 


A^/^/THE  CHILDREN'S  HEALTH  COUNCIL 

Where  families  get  answers  c\  kids  get  help 

rhe  Children's  Health  Council  of  Palo  Mto  proudly  presents  the  40th  Annual  Summer  Symphony 

This  unforgettable  afternoon  lias  something  foi  e\  erybody  and  benefits  Ba\  \ica  children,  too.  It's  a  concert 

m  the  open  aii  at  Stanford  I  niversity's  beautiful  Frost  Amphitheater.  Bring  youi  friends,  bring  the  family, 

bring  a  picnic!  Gates  open  at  4:30pm  with  the  concert  beginning  at  6:00pm. 


Frost  Amphitheater 
Stanford  I  ni\  crsitv 


July  18,  1W) 

6:00pm 


Call  (650)  617-3859 

for  Ticket  Information 


mmmmssm 
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Woodside  -  Atherton  Auxiliary  Presents 

Tally  Ho 

A  Venetian  Fantasy 

A   Benefit   for   the   Love   of  Children 

Saturday,  September  11,  1999 
Menlo  Circus  Club 
Atherton,  California 

PARADE  OF  HORSES  TO  EXCITE  AND  DELIGHT 

International,  National,  and 
State  Champions,  plus  local  stars 

SUMPTUOUS  FIVE  COURSE  DINNER 

or 

CASUALLY  ELEGANT  BUFFET 

All  prepared  by  leading  San  Francisco 


and  Peninsula  chefs 


NEW  PICKLE  CIRCUS  TO  THRILL  &  AMAZE 

A  one  ring  extravaganza  of  colorful 
characters  performing  amazing 

feats  of  balance,  grace  and  daring 


For  information  call 

1-877-TALLY  HO 

A  Benefit  for 


Lucile  Salter  Packard 
Children's  Hospital  at  Stanford 


*i 
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Students  start  business. 

Business  makes  profit. 

Students  use  profits  to  teach  children 

about  the  free  market  system. 

(Its  enough  to  give  a  capitalist  goose  bumps.) 


i 


* 


The  students  were  from  Pittsburg  State 
University,  Pittsburg,  Kansas.  They  didn't 
start  one  business,  but  successfully  ran 
six  businesses.  And  the  profits  they  made 
funded  53  educational  programs  they 
developed  and  actively  taught  throughout 
their  community. 

The  students  were  SIFE  team 
members.  SIFE  (Students  In  Free 
Enterprise)  sponsors  student  teams  on 
more  than  500  college  campuses.  SIFE 
provides  students  with  what  they  can't 
get  in  a  classroom  —  real  life  experience, 
working,  living  and  breathing  as  entrepreneurs. 

Judith  Borck,  President  and  CEO 
of  Country  Home  Bakers,  says:  "SIFE  has 
renewed  my  faith  in  young  people.  They 
accomplish  so  much  in  a  short  time  and, 
more  importandy,  they  make  a  real 
difference  in  their  communities." 

Len  Roberts,  President  of  Tandy 


ration/RadioShack,  says:  "SIFE 
creates  good  salesmanship  and  teaches 
the  students  how  to  lead  —  something 
that  is  not  taught  anywhere." 

Bob  Martin,  President  and 
CEO  of  Wal-Mart  International  says: 
"SIFE  provides  one  of  the  cornerstones 
for  the  future  of  free  enterprise.  When 
I  look  at  these  students,  I  see  their 
excitement,  entrepreneurial  spirit  in 
action -and  it's  inspiring." 

Through  SIFE,  college  students 
learn  to  lead  by  helping  others  succeed. 
But  for  SIFE  to  grow,  your  time  and 
expertise  as  business  leaders  are  needed. 
We  urge  you  to  call  the  number  below  and 
get  involved  as  a  SIFE  competition  judge, 
donor  or  guest  speaker. 
The  experience  is 
guaranteed  to  give 
you  goose  bumps. 


BS3 

STUDENTS  IN  FREE  ENTERPRISE  i 


"Helping  people  achieve  their  dreatns  through  free  enterprise  education"  Call  I-800-677"SIFE. 

Ai me  Sponsors:  Black  tir  Vkcker,  CNB,  CE,  P&-C,  Reynolds  Metals,  Dirt  Devil,  Chrysler  Fund,  The  McCraw-Hdl  Cos.,  plus -r00  more  of  America's  leading  companies. 


It's  okay  to  brag  a  little. 
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Boise  customer  service 
is  something  we're  proud  oF. 
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Boise  Cascade   There's  just  one  catch  to  building  a  great  customer  service  network:  We  want  to  make  it  the  fastest,  easie  | 
Office  Products  most       onsive  jn  the  incjustry.  So  at  Boise  Cascade  Office  Products,  we're  constantly  working  to  serve 

www.ocop.com  " 

more  efficiently  -  and  we're  documenting  the  results.  On  average,  we  answer  your  phone  call  within  15  seconds,  and  we  do  that  ( 
nearly  20,000  calls  per  day.  Best  of  all,  we  satisfy  virtually  every  request  on  the  very  first  call,  saving  our  customers  valuable  time. 
That's  because  our  friendly,  skilled  representatives  are  wired  to  a  central  system  to  give  you  the  best  service  in  the  business  - 
whether  you're  looking  for  a  special  product,  checking  inventory,  tracking  an  order  or  need  other  assistance.  So  call  888-B0ISE-88 
We  don't  want  you  to  be  the  one  that  got  away. 
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BOISE.  IT  COULDN'T  BE  EASIER 
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COMMENTARY 


By  I  Christopher  Farrell 


LOANS  FOR  COLLEGE  DON'T  HAVE  TO  CRUSH  GRADS 


■today's  economy,  you  can't  get 
|iyw  here  without  a  college 

tgree.  Just  look  at  the  numbers. 
Jiy's  male  and  female  college 
lis,  respectively,  earn  a  wage 
liiium  of  4495  and  51^  over  those 

only  a  high  school  diploma, 
Irding  to  the  Economic  Policy 
Btute.  No  wonder  college  enroll- 

t  is  at  an  all-time  high. 
jut  the  flip  side  of  the  college 
In  is  that  a  growing  number  of 
fonts  are  taking  on  significant 

burdens.  In  1997-98,  students 
I;  out  $3(5  billion  in  loans,  more 
1 1  double  10  years  earlier,  even  af- 
ladjusting  for  inflation.  Loans  now 
|.e  up  60%  of  financial  aid,  com- 

h1  with  52%  ten  years  ago. 
|'he  current  reliance  on 
■sized  loans  is  placing 
Itoo  much  risk  on 
sge  students, 


forgiven  for  those  with  low  lifetime 
earnings  alter  2^  years,  with  taxpay- 
ers bearing  the  cost  of  loan  forgive- 
ness. The  result:  Low-  and  middle-in- 
come college  students  could  be  sure 
that  they  would  not  be  stuck  with 
loans  that  they  could  not  pay  off. 

Right  now  such  repayment 
schemes  are  available,  but  only  to  the 
limited  number  of  students  who  bor- 
row directly  from  the  government.  So 
the  idea  of  income-contingent  loans 
needs  to  be  greatly  extended  to  cover 
the  broad  range  of  public  and  private 
student  loans.  This  will  require  gov- 


D   0 


A  shift  to  income-contingent  loan- 
would  take  into  account  the  growing 
reality  that  not  all  college  gradua 
have  equal  earning  power.  Indeed, 
the  incomes  and  wages  of  college-ed- 
ucated Americans  have  become  more 
dispersed  since  1970.  Some  graduates 
become  social  workers,  while  others 
become  computer  programmers  or 
management  consultants. 
sidestep  THE  problem.  Moreover, 
income-contingent  loans  would  be  a 
way  of  lowering  the  barriers  to  col- 
lege for  low-income  students.  That's 
important,  since  the  gaps  in  college 
entiy  by  family  income  seem  to  have 
widened  recently,  according  to  Kane. 
After  adjusting  for  parental  educa- 
tion and  youth  test  scores,  there 
remains  a  15-percentage- 
point  gap  between  the 
college  enrollment 
j^°>>  /v.        rate  of  vouth 


hy  of  whom  now  start  their  work- 
lives  deep  in  debt.  That's  not  a 
problem  for  those  graduates  who 
on  to  work  in  Silicon  Valley  or 
ill  Street,  but  the  loan  payments 
a  heavy  burden  for  most  every- 
|  else.  Moreover,  the  prospect  of 
ing  on  heavy  debt  is  particularly 
Biting  for  students  from  low-in- 
ne  families,  who  need  the  biggest 
ns  and  who  do  not  have  the  safety 
j  of  parental  resources  to  help  out 
kings  go  bad. 

RGIVEN.  To  make  the  college  fl- 
aring system  less  risky  for  stu- 
;«  nts,  what's  needed  is  a  broad  shift 
"income  contingent"  student  loans, 
ieie  payments  depend  on  income, 
aduates  in  higher  salaried  jobs 
>uld  pay  off  their  loans  more  quick- 
wit  h  bigger  payments,  while  those 
lower  salaried  jobs  would  have 
irh  smaller  payments  that  would 
heavily  subsidized  by  the  taxpay 
Eventually,  suggests  Thomas 
me,  a  Harvard  University  econo- 
ist,  a  chunk  of  the  loan  would  be 


I 


To  ease  the  burden, 

payments  should 

depend  on  income 


emment  guarantees  to  private  lend- 
ers to  cover  the  forgiveness  of  stu- 
dent debt  after  25  years.  Moreover, 
some  government  subsidies  will  be 
needed  to  hold  down  loan  payments 
for  the  lowest-income  borrowers. 

Of  course,  income-contingent  loans 
would  make  a  banker  shudder.  Other 
consumer  debts,  such  as  car  loans 
and  home  mortgages,  do  not  alter 
the  payment  schedule  when  the  val- 
ue of  the  home  or  the  car  fluctuates, 
or  when  the  income  of  the  borrower 
changes.  Hut  education  loans  are  an 
investment  in  a  long-term  productive 
asset — an  educated  worker.  That 
makes  it  considerably  more  appropri- 
ate to  link  payments  to  the  earnings 
of  the  graduate. 


from  the  top  family-income  strata  and 
those  from  the  lowest  earnings  group. 

To  be  sure,  a  poorly  designed  sys- 
tem of  income-contingent  loans  can 
easily  fall  apart,  if  high-income  bor- 
rowers feel  taken  advantage  of.  That's 
what  happened  when  Yale  University 
tried  such  a  system  in  the  1970s, 
where  high-income  students  effective- 
ly subsidized  low-income  students  and 
people  who  defaulted.  But  a  national 
system  that  ensured  no  one  would 
pay  more  for  them  education  than 
they  would  under  the  current  fixed- 
payment  system,  while  making  up  the 
shortfall  from  general  government 
revenues,  should  avoid  this  problem. 

More  than  ever,  a  college  educa- 
tion is  a  productive  investment — 
both  for  the  individual  and  the  econ- 
omy. With  a  system  of 
income-contingent  loans,  anyone  who 
wants  to  go  to  college  can — and  that 
can  only  be  good  for  society. 

Fan-ell  writes  on  economic  and 

social  issues  fmii!  Minnesota. 
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Mutual-Fund  Blues? 
Try  a  'Wrap' 

These  accounts  can  hold  off  the  taxman 


1 


BY  JEFFREY  M.  LADERMAN 

Moritza  Day  started  investing  in  mutual 
funds  a  decade  ago,  accumulating  a  nest 
egg  of  nearly  $300,000.  But  the  funds' 
unavoidable  taxable  distributions  have 
always  rankled  Day,  a  cpa  and  presi- 
dent of  Houston-based  financial  head- 
hunting firm  Day  West  &  Associates. 
"When  you  get  those  1099s  every  January,  it 
seems  like  you're  getting  hit  with  taxes  on  mon- 
ey you  never  see,"  says  Day,  who,  like  most 
fund  shareholders,  reinvests  her  distributions. 

So  this  year,  says  Day,  "I  figured  there  has 
got  to  be  a  better  way."  Her  answer:  a  sepa- 
rately managed  account,  often  known  as  a 
"wrap."  For  one  fee,  wrap  accounts  combine  the 
costs  of  investment  counseling,  portfolio  man- 
agement, brokerage  commissions,  and  adminis- 
tration. Of  course,  you  could  get  a  similar  result 
by  investing  in  mutual  funds  with  a  financial 
adviser.  What's  different  in  Day's  case  is  that  her 
money  is  invested  in  individual  stocks.  She  will 
pay  capital-gains  taxes  only  when  she  sells  a 
stock  at  a  profit,  not  when  a 
mutual-fund  manager  unloads 
a  holding  bought  long  before 
she  came  to  the  fund.  Day 
reckons  that  if  she  had  a  separately  managed  ac- 
count last  year,  she  would  have  netted  $10,000 
more  after  taxes. 

NEGOTIABLE.  Day  isn't  the  only  investor  switch- 
ing from  mutual  funds  to  the  separately  man- 
aged format.  While  fund  inflows  are  sagging 
(BW — June  28),  the  wrap  business  is  booming. 
Total  assets  in  managed  accounts  jumped  from 
$163  billion  in  1996,  to  $321  billion  at  the  end  of 
1998,  says  the  Money  Manage- 
ment Institute.  Some  30%  of 
the  assets  are  in  wrap  ac- 
counts that  use  mutual  funds, 
but  those  don't  offer  the  cus- 
tomization and  tax  efficiency 
of  accounts  comprising  indi- 
vidual securities.  Five  giant 
firms — Merrill  Lynch,  Morgan 
Stanley  Dean  Witter, 
PaineWebber,  Prudential  Secu- 
rities, and  Salomon  Smith 
Bamey — hold  about  two-thirds 
of  the  wrap  accounts.  But 
increasingly,  smaller  broker- 
ages and  independent  advisers 


Investing 


are  offering  the  accounts,  as  well. 
Wrap  costs  are  dropping,  mak- 
ing the  accounts  more  competitive 
with  mutual  funds.  In  the  early 
1990s,  wraps  charged  a  steep  3% 
of  assets  annually,  and  that's  still 
the  list  price  at  many  broker- 
ages. But  rates  are  negotiable — 
and  in  any  case,  the  more  you 
invest,  the  lower  the  fee  becomes 
(chart).  Thanks  to  better  software 
and  portfolio  management  sys- 
tems, investment  managers  who  . 
normally  take  institutional  ac- 
counts in  $5  million  chunks  are 
also  more  willing  to  run  wrap 
portfolios  as  small  as  $100,000. 
CHEMISTRY.  Today's  plumper  portfo 
lios  are  also  prompting  investors  to 
seek  help.  "Something  happens  when  the 
portfolio  goes  from  five  figures  to  six,  or  s: 
figures  to  seven,"  says  Steve  Gresham  of 
Gresham  Co.,  which  advises  firms  servin 
fluent  investors.  "Even 
who  didn't  seek  advise 
fore,  usually  seek  advice 
Not  all  asset-based  fe 


t 


What  You  Should  Pay 
For  a  Wrap  Account 


K  !! 
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FEE  AFTER 
"  25%  DISCOUNT 


ACCOUNT  SIZE  IN  THOUSANDS 


1.0  r- 
$250         $500 
▲  PERCENT  FEE 

DATA:  CERULLI  ASSOCIATES 


grams  are  wraps.  Big  brokerage  firms  alsc 
annual  asset-based  fees  as  an  alternati 
charging  commissions  on  each  trade.  Thos 
are  generally  lower  than  wrap  charges,  an 
accounts  don't  offer  the  same  services 

You  will  find  wrap  accounts  under  a  si 
names,  such  as  Merrill  Lynch  Consul 
Schwab  Managed  Account  Connection,  and 
has  varying  features.  But  Cerulli  Associates  rrah 
nancial-services  industry 
sultant,  says  all  wrap  prog 
have  common  character  or. : 
(table).  The  focal  point  is  m 
nancial  adviser  or  consu  L 
Choosing  an  adviser  I; 
whom  you  can  commun  p 
easily  is  critical  to  the  L 
gram's  success.  "Experi  h 
shows  client  satisfaction  pi 
ly  depends  on  the  advi 
says  William  Turchyn,  chie 
erating  officer  at  Furman 
Capital  Management,  w  ii 
manages  about  5,000 
portfolios. 


$750       $1,000      $2,000 
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:' 
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has  taken   profltl   in   about    5  of  In      ''        OCK 

linoe  January,  and  those  will  be  taxable  unleai  he 

lias  (rf&etting  losses.   Even  BO,  "I'd  rather  pay 

taxes  on  my  gains  than  Bomeone  else's,"    • 

Brooks,  Who  like  Day  was  hot  heed  by  mutual- 

fund  distributions. 

The  other  advantage  with  a  separate  accounl 

is  that   you  can   request   tax-related  trading.   If 
you  have  a  large  profit  outside  the  wrap  ac- 
count, you  can  ask  your  portfolio  manager  to 
take  losses  to  offset  the  gain.  Likewise,  if  you 
have  other  losses,  you  can  ask  a  portfolio  man- 
ager to  take  selective  gains. 

A  separate  wrap  account  can  meet  other 
needs  that  mutual  funds  can't.  That's  what 
financial  adviser  Lynn  Mathre,  president  of 
Asset  Management  Advisors  in  Houston,  has 
found.  She  has  clients  who  are  Compaq  Com- 
puter Corp.  executives,  with  substantial  hold- 
ings in  their  company's  stock,  which  they 
can't  or  don't  wish  to  sell.  To  offset  that 
risk,  Mathre  asks  her  WTap-account  port- 
folio managers  not  to  invest  in  Compaq 
and  to  tread  lightly  in  the  computer  sec- 
tor, as  well.  "You  can't  do  that  with  a 
mutual  fund,"  she  says. 
HANG  ON.  Moving  from  stocks  or  mu- 
tual funds  into  a  WTap  program  can 
be  tricky.  If  your  portfolio  includes 
stocks  or  funds  that  have  ballooned  in 
value,  selling  them  in  one  swoop  can 
trigger  a  large  capital  gain — just 
what  you  are  trying  to  avoid.  Advis- 
ers may  work  out  a  plan  to  liquidate 
holdings  over  time  so  as  to  mini- 
mize the  tax  impact  and  shift  the 
cash  to  investment  managers  to 
start  anew.  Some  firms  will  take  a 
portfolio  of  securities  or  funds  and 
do  that  for  you. 


What's  Inside  the  Wrapper? 


risul 
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vrap  adviser  will  assess  your  risk  toler- 

nd  investment  goals.  Asset-allocation  spe- 

nrogir  >  in  the  brokerage's  support  group,  such  as 

on  Smith  Barney  Consulting  Group  or 

;ood  Financial  Services  for  independents, 

/  your  profile.  The  adviser  will  recommend 

;et  allocation  and  one  or  more  investment 

Hers  to  implement  it.  The  support  organi- 

monitors  your  portfolio  and  through  the 

n  B"  may  suggest  adjustments. 

inalized.  While  potential  tax  savings  make 
:  itely  managed  accounts  attractive,  the  pro- 
die  ;  are  not  tax  dodges.  If  you  have  a  taxable 
nt,  you  will  get  hit  with  a  capital-gains  lia- 
if  your  manager  sells  a  security  at  a  prof- 
hich  you  hope  happens.  David  Brooks,  an 

uipulis  rooting  contractor,  says  his  manager 


client  profiling  Adviser  conducts  a  thorough  assessment  of  your  finan- 
cial status,  investment  objectives,  time  horizon,  and  risk  tolerance. 

ASSET  ALLOCATION  Investment  consultants  evaluate  profile  and,  with  your 
approval,  allocate  the  dollars  to  the  appropriate  investment  managers. 

monitoring  Consultants  track  portfolio  performance,  reporting  to  adviser 
and  client  on  a  regular  basis,  usually  quarterly.  Allocation  may  be  shifted 
depending  on  your  needs  or  market  conditions. 

ASSET-BASED  FEES  Your  cost  is  an  all-in-one  fee  that  covers  all  the  ser- 
vices. The  fee  can  be  as  high  as  3%  but  drops  with  the  size  of  the  account  and 
through  rampant  discounting. 

DATA  CERULLI  ASSOCIATES.  BUSINESS  WEEK 

You  don't  have  to  kiss  all  your  mutual  funds 
goodbye.  Some  advisers  suggest  investors  hold 
on  to  global  funds,  since  they're  often  the  best 
way  to  put  foreign  investments  in  your  portfolio. 
And  funds  you  already  have  in  an  individual  re- 
tirement account  or  similar  plan  may  not  need  to 
be  moved.  The  account  is  sheltered  from  taxes, 
so  distributions  won't  swell  the  tax  bill.  But  if 
you  want  a  customized  investment  approach  and 
worry  about  getting  slammed  with  taxes,  wrap 
accounts  make  a  compelling  alternative.  □ 
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Economic  Indicators 


Unveiling  the  Secrets 
Of  the  CPI 

The  first  in  a  series  on  market-moving  numbers 


BY  KATHLEEN 
MADIGAN 


Inflation  Gauges 

CONSUMER  PRICE  INDEX 

1 

MONTHLY  Measures  what  consumers  pay 
or  all  goods  and  services.  Includes  most 
taxes  and  imports.  Since  the  CPI  mea- 
sures a  set  basket  of  items,  it  doesn't 
allow  tor  substitution. 

PERSONAL  CONSUMPTION 
EXPENDITURE  DEFLATOR 

1 
1 

MONTHLY  Federal  Reserve  Chairman  Alan 
Greenspan  favors  the  PCE  deflator  over 
the  CPI.  That's  partly  because  it  registers 
the  substitution  of  a  cheaper  good  for  one 
with  a  price  hike — say,  if  you  bought 
;heaper  chicken  in  place  of  pricier  beef. 

PRODUCER  PRICE  INDEX 

MONTHLY  Captures  swings  in  prices  that 
U.S.  producers  are  actually  charging  their 
:ustomers.  Doesn't  include  many  ser- 
vices, imports,  or  taxes. 

EMPLOYMENT  COST  INDEX 

QUARTERLY  Measures  changes  in  wages, 
salaries,  and  benefits  paid  by  businesses, 
t  tells  the  markets  if  businesses  are  get- 
ting squeezed  by  higher  labor  costs, 
which  are  bad  for  profits. 

To  the  uninitiated,  the  words  and  acronyms 
make  as  much  sense  as  tlie  lyrics  to  tlie  196S 
Hong  Louie,  Louie.  Seasonal  adjustment 
Fi.rcd-ii'cii/ht  price  deflator.  GDP,  CPI,  napm. 
Yet  the  ingredients  of  this  alpliabet  soup  play 
a  critical  role  in  financial  market  volatility.  To 
help  readers  become  better  investors,  we  are  start- 
ing an  occasional  series  of  stories  that  explain 
the  major  pieces  of  economic  data  that  can  roil 
stock  and  bond  markets.  This  week,  we  look  at  tlie 
CPI — short  for  consumer  price  index. 

When  the  Bureau  of  Labor  Statistics  (bls)  re- 
ported on  May  14  that  the  con- 
sumer price  index  jumped  a 
sharp  0.7%  in  April,  it  under- 
scored the  importance  of  low 
inflation  to  financial  markets. 
Worries  over  rising  inflation 
sent  the  Dow  Jones  industrial 
average  tumbling  194  points 
and  pushed  long-term  Treasury 
bond  yields  to  a  12-month  high 
of  5.92%.  It  was  the  unexpect- 
ed jump  in  the  April  CPI  that 
began  the  anticipation  of  a 
Federal  Reserve  rate  hike  on 
June  30. 

UNEXPECTED  JUMP.  For  the 
markets,  the  problem  is  not 
high  inflation  per  se,  but  un- 
expectedly high  inflation,  says 
Nomura  Securities  Chief 
Economist  David  Resler. 
"High  unexpected  inflation  is  a 
wealth  transfer  from  lenders 
to  borrowers,"  he  says,  be- 
cause the  money  paid  back  to 
lenders  buys  less  and  less 
over  time.  In  addition,  infla- 
tion determines  long-term  in- 
terest rates,  which  are  em- 
bedded in  future  earnings 
expectations.  Guess  wrong  oh 
inflation,  and  you  might  over- 
pay for  a  stock. 

The  government  tracks  in- 
flation in  various  forms  (table). 
For  instance,  the  producer 
price    index    (ppi)    captures 


changes  in  prices  charged  by  U.  S.  g( 
ducers.  But  it  ignores  inflation  among 
vice  companies.  The  employment  cost  in 
totals  up  what  businesses  pay  in  wages 
and  benefits.  For  the  best  inflation  read 
ever,  markets  look  to  the  cpi.  It  is  t 
comprehensive  indicator  because  it  c< 
goods  and  services  purchased  by  hoi  |he  pr 
It's  the  timeliest  because  the  report  is  fears  < 
not  quarterly,  as  is  the  ECl,  but  about  tv  tt,w 
after  the  end  of  each  month.  The  cpi  ed  in  t 
elude  sales  and  excise  taxes.'  But  taxption 
price  hikes  are  less  of  a  concern,  since 
fleet  government  action,  not  price  pres 
the  economy. 

The  cpi  is  not  perfect.  The  elderly 
that  the  CPI,  although  used  for  adjustin 
Security  checks,  misses  price  hikes  on  drr 
creases  in  property  taxes  show  up  only  ii  I 
when  the  bls  calculates  rents.  And  if  y  »li' 
ployer  increases  your  health-insurance  p  well 
the  cpi  won't  reflect  it. 

The  bls  counters  that  the  consumer  j  Ike, 
dex's  aim  is  to  measure  prices  for  a  specifi  tat 
of  goods  and  services  that  the  average  by  M 
hold  buys,  according  to  surveys  done  from  nolo 
1995.  This  set  basket  leads  to  the  bigg  Job 
on  the  cpi:  It  does  not  allow  for  subst  ta,! 
Say,  a  drought  in  Washington  means  a  pri<  It 
for  Red  Delicious  apples.  Consumers  mij  iwh 
cheaper  Granny  Smiths.  But  the  cpi  woi  ill 
give  more  weight  to  the  price  of  Red  D  mi. 
apples. 

FOOD  PRICES.  When  you  watch  the  ci 
should  focus,  as  economists  do,  on  the  coi 
which  excludes  volatile  food  and  energy 
Doing  so  gives  you  the  best  evidence 
prices   are   responding  to   economic   a(  t 
Swings  in  food  prices  often  say  more  abc  it 
weather  conditions  in  the  Farm  Belt,  w 
prices  track  shifts  in  OPEC  policy.  In  fa|a 
0.4%  rise  in  the  April  core  CPI  rattled  tfal 
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much  as  the  0.7%  spike  in  the  index 

MiJ'  mid-1990s,  economists  criticized  the  CPI 
<t  imating  inflation.  Even  Fed  Chairman 
eenspan  viewed  it  as  flawed.  For  one 
id  economists,  the  bls  took  too  long  to  in- 
w  products,  and  thus  the  cpi  failed  to 
the  price  reductions  that  take  place  in 
years  of  a  product's  lifetime.  Cell  phones, 
nee,  were  costly  to  use  when  they  were 

i'PI  ed  in  the  1980s.  But  competition  brought 
tai  lection  fees  down  rapidly.  However,  the 


bl    did  not  include  cellular 
phones   in    the   consumer 

price  index  until  1998. 

John  S.  Hreenlees,  assistant 
COmmifi  inner  for  consumer 
prices  and  price  indexes,  re- 
pondfl  that  cellular  phones 
posed  a  specific  problem:  They 
did  not  fit  into  any  category. 
Said  (Jreenlees:  "They  weren't 
ong  distance,  and  they 
weren't  a  home  furnishing," 
which  is  where  home  phones 
;how  up.  Greenlees  says  the  bls 
is  better  at  adding  a  new  item 
that  supplants  an  existing  one, 
say,  a  new  car  model. 
DREAM  INDEX.  Quality  ad- 
justment is  another  problem. 
How  does  the  bls  account 
for  air  bags  in  cars,  which  add 
costs  but  save  lives?  This  prob- 
lem is  especially  acute  in  medical 
care.  The  Boskin  Commission,  set  up 
in  1996  to  examine  the  consumer  price  index, 
highlighted  these  problems  and  more. 

Kenneth  V.  Dalton,  associate  commissioner 
for  prices  and  living  conditions,  says  the  bls 
was  working  hard  to  fix  them  even  before  the 
Boskin  report.  Economists  applaud  the  efforts  so 
far.  But  Dalton  would  like  to  intensify  efforts  to 
improve  the  CPl's  quality-adjustment  process. 
This  wish  list,  of  course,  depends  on  unlimited 
funds.  But  the  bls  recognizes  that  its  monthly 
budget  can  buy  only  so  much.  Which,  in  a  way, 
is  one  of  the  lessons  of  the  cpi,  as  well.  □ 


The  BLS  is 
better  at 
updating  items 
than  adding 
new  ones  to  its 
CPI  basket  of 
goods 


;-:;'.> 


THE  DISMAL  SCIENCE  ONLINE 


«p 


m 


om  government  statistics  to 
mndits'  opinions,  the  Internet  is 
i  wellspring  of  free  resources 
or  novice  and  expert  economists 
dike.  Dip  your  toe  into  the 
r  at  economics.about.com.  It's 
bj  Massachusetts  Institute  of 
inology  economics  PhD  candi- 
John  S.  Irons  and  is  chock-full 
ita,  forecasts,  and  articles.  At 
iEc  (www.helsinki.fi/WebEc), 
Bwhile,  you'll  find  a  virtual  refer- 
■  library  of  hundreds  of  links  to 
lomics,  finance,  and  central  bank 

)  sites. 

hen  I  here's  Dismal  Scientist 

w. dismal. com).  It  so  captivated 
thai  I  spent  an  hour  browsing  it. 

user  friendly  site  has  a  terrific 
ie  pace,  with  L5  timely  economics 
ies.  You  can  have  economic  statis- 

E-mailed  to  you  as  they're  re- 
ed, and  the  message  hoards  host 


lively  discussions — the  weaknesses  of 
global  capitalism  is  one  recent  thread. 
A  popular  feature  for  folks  in  the 
market  for  B  home  ranks  U.S.  states 
or  metropolitan  areas  by  gross  prod- 
uct, income,  inflation,  or  real  estate 
values. 

1  f  you  want  to  see  what  the  pros 


are  saying  about  the  Federal  Re- 
serve or  the  world  economy,  go  to 
Morgan  Stanley  Dean  Witter's  site 
(www.ms.com/gef.html)  for  the  mus- 
ings of  U.  S.  economic  strategist 
Stephen  Roach  and  his  colleagues  in 
Europe  and  Asia.  But  for  economics 
with  attitude,  check  out  Deutsche 
Bank  Securities  economist  Edward 
Yardeni  at  www.yardeni.com.  While 
his  latest  postings  are  reserved  for 
Deutsche  clients,  there  are  plenty  of 
recent  statistics,  charts,  and  archived 
articles  for  free.  In  the  Y2K  Reporter 
section,  Yardeni  dishes  out  his 
gloomy  take  on  the  millennium,  v^k 
is  "bound  to  disrupt  the  entire  global 
economy,"  he  writes,  adding  that 
there's  a  70%  chance  of  worldwide 
recession  as  severe  as  the  devastat- 
ing one  of  1973-74.  They  don't  call  it 
the  dismal  science  for  nothing. 

Joan  IV. 
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Collectibles 


A  Bull  Market 
In  Navajo  Rugs 

The  disappearing  art  commands  record  prices 


h 


BY  KERRY  HANNON 

The  gavel  had  just  dropped  on  Lot 
David  Roche,  Sotheby's  American  I  (law 
specialist,  was  ecstatic.  A  200-year-o  "■  '■'•• 
jo  blanket  made  for  a  child  had  kpeopl 
hands  for  a  record-setting  $76,750,  n  i  Js  tl 
triple  Sotheby's  $25,000  initial  estimate, 
end  on  May  26,  the  New  York  auction  h 
sold  480  lots  for  nearly  $2.5  million, 
one  of  the  most  successful  Southwestern 
tions  in  years.  A  day  earlier,  Sothe 
Christie's  had  a  similar  experience,  landir1 
for  Navajo  rugs  and  blankets  that  far  Are* 
presale  estimates.  "Demand  for  America: 
art  remains  high,"  says  Roche.  "Interest  i 
jo  textiles,  in  particular,  has  snowballed 
Indeed,  demand  for  Navajo  weaving 
most  intense  since  the  Southwestern  art 

the  1970s.  Prices  are  up  r» 


U 


nta 


to  H 

ir, 


WHITEHORSE: 

Her  intricate 
creations  sell 
for  $30,000 
and  more 


lavaj 


30%  since  that  time,  and   | 
say  they  have  climbed  at 
rate  in  the  past  year.  C(  i 
are  moving  in  as  they 
realize  Navajo  weaving  is 
"  ly  disappearing  art  forn 
old,  traditional  weavings  are  simply  no 
available  unless  a  private  collector  dec  | 
sell,"  says  Kathleen  Foutz,  co-own- 
er of  the  94-year-old  Teec  Nos  Pos 
Trading  Post  in  Teec  Nos  Pos,  Ariz., 
near  the  New  Mexico  border. 

Moreover,  the  number  of  Navajo 
weavers  has  been  declining  steadily 
for  the  past  decade,  leading  to  a 
scarcity  of  contemporary  pieces.  For 
the  younger,  more  worldly  generation 
of  Navajos,  weaving  is  their  elders' 
craft.  In  a  high-tech  world,  sitting  at 
a  loom  for  hours  creating  intricate, 
eye-straining  patterns  holds  little  ap- 
peal. "While  the  quality  of  contempo- 
rary weaving  has  never  been  better, 
the  quantity  is  clearly  waning  as 
weavers  retire  or  die,"  says  Foutz.  "I 
have  lost  30%  of  my  weavers  this 
year  alone,"  adds  her  cousin,  Jed 
Foutz,  who  operates  the  Shiprock 
Trading  Company  in  Shiprock,  N.M. 
Whether  you're  buying  an  older 
piece  or  contemporary  work  from 
the  1960s  on,  the  first  rule  is  to 
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'i  you  like  (table).  A  plain  pal 
v  worth  as  much,  if  not  more,  than 

nvil  crcai urn  if  the  weaving  is  in- 
Btter  quality  rugs  have  a  t  i j^ 1 1 1 , 
aw  and  symmetrical  design.  Edges 

nrtraight,  not  curled;  corners  square, 
•ns  centered. 
REE.  The  best  source  for  modern 

JxtiU's  are  the  trading  posts  on  or 

16-million-acre  reservation  that  spans 
Colorado,  New  Mexico,  and  Utah, 
Native  American  galleries  in  vari- 
Typical  markups  are 
jr  gets,  and  there's  little  room  for 
r.  Auction  houses  specialize  in  older 


A  Shopper's  Guide 

►  Choose  a  tight,  smooth  weave.  A 
loose  weave  is  easier  and  faster  to 
execute  and  doesn't  have  the  same 
artistic  value. 


'ii  Lot 


d  tack  on  a  15%  commission. 


uvavings  exhibit  16  regional  stylos, 
lved  around  trading  posts  stalling  in 
800s.  The  early  weavings  were  blan- 
ch people  wore  as  a  sign  of  wealth 
i  is.  As  the  Navajo  people  have  be- 
e  mobile,  genres  have  blended.  Some 
!  styles  include: 
D  fos  Pos  and  Red  Mesa:  Almost  Ori- 

ippearance,  these  weavings  feature  bi- 
ll ulticolored  designs  and  several  borders. 
I  >rn  might  include  serrated  diamonds  or 
lat  resemble  lightning  bolts.  Triangles, 
ind  hooked  figures  often  seem  to  float  on 
uid  gray  backgrounds. 
J  irey  Hills  and  Ganado  Red:  Two  Grey 
Stries  are  geometric  in  design  and  sub 


►  Look  for  evenness  and  symmetry 

of  design.  Eyeball  the  piece  for 

straight  edges,  square  corners,  and 

T*ir  TV     centered  patterns. 

double  what 

►  Pick  a  design  that  is  pleasing  to 
you.  Some  people  like  elaborate 
patterns  with  multiple  colors,  but 
a  plain  one  can  be  worth  just  as 
much  if  the  weave  is  intricate. 


nan 
it  q 


nlat 
ir 
hev  i 


e. 


color,  as  the  weavers  preferred  the 

{rays,  and  whites  of  undyed  wool.  Gana- 

are  similar,  though  they  add  crimson  to 


i    'ainting:  These  are  copied  from  the  sand 

Navajo  medicine  men,  or  shamans,  draw 

round  as  part  of  their  healing  rituals. 

Ion  ivers  create  these  rugs  because  the  de- 

i]i  .'  considered  taboo.  Those  who  do  often 

k  edicine  man  to  perform  a  ceremony  be- 


►  Figure  the  median  price  for  a 
high-quality  standard-size  (3-foot 
by  5-foot)  contemporary  rug  is 
$1,000  to  $3,500. 


fore  and  after  the  rug  is  woven  to 
protect  against  blindness.  The  rugs  are  elaborate 
and  time-consuming  to  create.  Also,  the  weaver 
has  to  bear  the  additional  cost  of  paying  the 
shaman  to  bless  their  passage.  As  a  result,  works 
inspired  by  sand  paintings  often  command  lofty 
prices. 

■  The  Tree  of  Life:  This  is  the  most  common  of 
the  scenic  pictorial  rugs.  The  design,  which  first 
appeared  around  1900,  shows  birds  perched  on 
cornstalks  and  trees  growing  out  of  a  Navajo 
basket. 

ANONYMOUS  ARTISTS.  Unlike  other  art  forms, 
where  the  artist  is  identified,  Navajo  women 
rarely  sign  their  creations.  So  it  takes  an  expert 
to  recognize  the  mark  of  a  particular  artist.  A 
handful  of  contemporary  Navajo  weavers  stand 
out,  though.  One  is  73-year-old  Lucy  Whitehorse, 
who  lives  near  Teec  Nos  Pos 
and  produces  rugs  that  are  at 
least  9-feet  by  12-feet  and  sell 
for  $30,000  each  or  more.  Mary 
Redhouse,  89,  began  weaving 
at  age  13  and  is  still  at  it.  She 
sold  her  first  rug  for  $13.  Today, 
people  pay  thousands  of  dollars 
for  her  pieces. 

Among  smaller  works,  says 
Kathleen  Foutz,  a  good-quali- 
ty contemporary  3-foot  by  5- 
foot  rug,  woven  with  commer- 
cial wool,  typically  runs  from 
$1,000  to  $3,500.  "Compared  to 
modern  art,  Native  American 
weavings  are  still  a  bargain," 
says  John  Krena,  owner  of 
Four  Winds  Gallery  in  Pitts- 
burgh and  Sarasota,  Fla.  But 
as  the  number  of  Navajo 
weavers  dwindles,  those  at- 
tractive bargains  seem  destined 
to  fade  away. 


BOOKS  ON 
NAVAJO  ART 


A  Guide  to  Navajo  Weaving 

by  Kent  McManis  and 
Robert  Jeffries,  Treasure 
Chest  Books,  Tucson,  $9.95. 

Navajo  Weaving  Way-.  The 
Path  from  Fleece  to  Rug 

by  Noel  Bennett  and  Tiana 
BigHorse,  Interweave  Press. 
Loveland,  Colo.,  $19.95. 

Weaving  a  World:  Textiles 
and  the  Navajo  Way  of 
Seeing  by  Roseann  S. 
Willink  and  Paul  G.  Zolbrod. 
Museum  of  New  Mexico 
Press,  Santa  Fe,  $29.95. 


\)m\nv^\\vvk  ONLINE 


Listen  to  the  latest  market 
news  and  analysis  at  Busi- 
ness Week  Online 
(www.businessweek.com/ 
investor/).  MORNING  CALL 
Standard  &  Poor's  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  ET.  An  audio  tran- 
script is  available  shortly 
afterward  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hoffman  delivers  mar- 
ket news  and  insights 
throughout  the  day 
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The  Barker  Portfolio 


BY  ROBERT  BARKER 

What  you  can  learn 
from  Lehman 
Brothers'  half- 
century  record  of 
beating  the  stock 
market  with  its 
"10  Uncommon 
Values"  strategy 


P 


A  STRATEGY 

THATS  BUILT  TO  LAST 

krofessors  of  finance  and  others  in  the  grow- 
ing class  of  people  who  are  smarter  than  I 
am,  had  driven  me  nearly  to  submission 
with  their  insistence  that  trying  to  beat  the 
market  is  a  sucker's  bet.  Then  I  heard  about  a 
bravura  show  of  stockpicking  by  one  of  Wall 
Street's  oldest  names,  Lehman  Brothers.  Its  an- 
nual choice  of  "10  Uncommon  Values"  just  ended 
its  first  50  years  way  ahead  of  the  Standard  & 
Poor's  500-stock  index.  By  Lehman's  count,  it 
beat  the  market  by  an  annual  average  of  7.5 
percentage  points. 

Mirage?  Miracle?  Or  is  it  "a  freak  of  nature?" 
as  the  firm's  director  of  global  equity  research, 
Joseph  Amato  jokes.  "It's  very  impressive,"  says 
Vanguard  Group  Senior  Chairman  John  Bogle,  a 
hawk  on  this  stuff.  "But  I'd  wonder  if  it's  real." 
Lehman's  account  doesn't 
subtract  costs,  such 
as  taxes  and  fees, 
that  eat  into  re- 
turns, Bogle  notes.  4t 
Nor  does  it  add 
dividends,  which 
could  narrow  its  I 
lead. 

True,  all  true,  ' 
and  if  anyone  of- 
fers you  one  of  the 
unit  trusts  or  other 
investments  based  on 
Lehman's  picks,  look  hard 
at  the  fees:  If  you  have  less  than  $100,000,  ex- 
pect to  pay  2.75%  the  first  year  and  another 
1.75%  each  following  year  as  the  portfolio  turns 
over.  That's  not  cheap. 

Yet  Lehman's  picks  since  1949  beat  the  s&P  in 
37  of  the  50  years.  Often,  they  did  so  by  a  lot, 
while  the  underperforming  years  were  more 
muted  (chart).  The  market  would  have  lost  you 
money  14  years  over  the  span;  Lehman  would 
have  left  you  in  the  red  11  times. 

All  this  tells  me  Lehman  is  on  to  something. 
Exactly  what  it's  doing  right  is  harder  to  pin 
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Lehman's  Uncommon  Record 
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THROUGH  JUNE  25, 1999 


▲  PERCENT 


DATA  LEHMAN  BR0THFRS,  BUSINESS  WEEK      *N0T  INCLUDING  FEES  OR  DIVIDENDS 


down,  if  only  because  any  record  of  how 
made  most  of  its  500  picks  is  locked  aj 
warehouse  in  New  Jersey.  Lately,  thel 
has  been  passed  along  by  oral  tradition) 
erates  this  way:  Each  May,  Lehman's 
stock  analysts  begin  filing  past  an  inv 
policy  committee.  They  pitch  the  sing| 
they  think  will  rise  most  in  the  12  montl 
ing  July  1.  By  mid-June,  the  committee 
vote  on  the  10  best.  The  firm  unveils  it: 
fore  the  market  opens  on  July  1. 
LOTS  OF  LIQUIDITY.  Sure,  there  are  som 
Lehman  checks  that  its  picks  trade 
of  liquidity,  for  one.  But  pretty  much, 
No  diversification  by  industry.  No  consci 
trarianism.  No  tilt  toward  growth  o 
cyclical  or  consumer  stocks.  No  heroic 
rates,  growth  or  currencies.  No  compiit 
rithms  to  render  an  "optimal"  portfolio.  I 
the  stuff,  in  short,  that  so  many  active  ii 
seem  never  to  get  enough  of.  "Just  go 
fashioned  stockpicking,  completely  un 
bered  by  any  macro  overview,"  says 
Applegate,  Lehman's  chief  investment 
gist  and  the  comr 
chairman. 

What  shot 
~&.  make       of 
v?i  Maybe   jus 
5*i  simplicity 
I  virtue.     "I 
stocks    is 
simple       t 
Bogle    says 
f  going  about 
"  simplicity     in 
less  statistics,  nu 
and  such,  of  whi 
probably  have  enough." 

That's  not  all  we  might  learn  from  LehnLj 
let's  zoom  in.  What  does  Lehman  do  ft 
taps  industry  experts  for  ideas,  leaning  h 
their  concrete  knowledge  of  company 
mentals.  Next,  it  asks  them  to  focus  or 
best  ideas — and  the  ones  likely  to  work 
Time  helps  lots  of  investments  bear  ou 
there's  a  risk:  The  further  you  look,  th 
sure  you  are  of  what  you  see. 

Lehman  instead  exploits  time  on  the 
end,  devoting  two  months  to  pick  stocks  it 
one  year.  Apply  that  formula  to  a  stock  y 
pect  to  hold  three  years,  and  you'd  spei 
months  deciding.  Sometimes  I  hate  waitii 
hours,  never  mind  six  months,  but  this  I 
like  a  good  way  to  limit  errors. 

And  for  the  final  cut?  Lehman  picks  b 
sensus  after  a  full  debate.  You  may  not  b< 
to  convene  a  committee.  But  if  you  aim  tc 
the  market,  try  asking  someone  to  poke  ho 
your  investment  idea  before  your  next  tra 
For  my  review  of  the  list  of  Lehman's  U 
common  Values  for  the  coming  year, 
www.businessweek.com/investorl  or  to  AOL 
word:  BW  Daily. 


U 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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LIPS'  BRIGHT  GLOW 


Inside  Wall  SI  reel 


■m  of  mips' 
I  s  worth  far 

■  tian  its 
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A  fight  is 
g  up  for 
Army.  And 

ij  may  be  a 
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REALLY 
PLUGGED  IN 


At  a  time  when  most  tech  companies  arc  un- 
der- pressure,  Philips  Electronics  (phg),  Eu- 
rope's  largest  Buch  outfit,  is  flying  high  on 

Wall  Street.  So  far  this  year,  its  stock  is  up  a 
nifty  45%,  to  99.  And  investment  manager 
Robert  Lyon,  who  invests  mainly  in  large-cap 
shares,  sees  Philips  headed  higher  still. 

Not  many  investors  realize  that  Philips'  semi- 
conductor operation  alone  is  worth  $20  billion,  or 
$57  a  share,  says  Lyon,  who  heads  Institutional 
Capital  in  Chicago,  which  manages  some  $13  bil- 
lion. That  business  has  expanded  at  a  fast  clip, 
partly  through  acquisitions,  and  is  now  the  sixth- 
largest  worldwide,  notes 
Lyon.  Intel  and  Texas  In- 
struments lead  the  pack. 

Some  Philips  investors 
have  been  applying  pres- 
sure on  management  to 
take  the  semiconductor  unit 
public  through  an  ipo.  "We 
don't  know  whether  Philips 
will  do  it — to  highlight  and 
separate  the  underlying 
value  of  its  semiconductors," 
says  Lyon.  But  the  hidden  value  is  there,  he  adds, 
and  could  enhance  shareholder  value. 

Lyon  says  that  although  Philips  stock  has  been 
hot,  the  price  doesn't  reflect  the  intrinsic  value  of 
the  company's  assets.  He  notes  that  the  combined 
value  of  Philips'  stakes  in  other  companies  comes 
to  $35  a  share.  This  includes  27%  of  Taiwan  Semi- 
conductor Manufacturing,  which  trades  on  the 
Big  Board  with  a  market  cap  of  $40  billion.  Lyon 
figures  Philips'  interest  is  worth  $11  billion,  or 
$30  a  share.  Philips  also  owns  24%  of  asm  Litho- 
graphy, worth  about  $2  billion,  or  $5  a  share.  Add 
to  that  the  $57  a  share  for  the  semiconductor 
business,  and  the  total  comes  to  $92. 

But  that  doesn't  include  the  value  of  its  basic 
electronics  business,  including  lighting,  consumer 
electronics,  appliances,  and  personal-care  prod- 
ucts. What's  it  worth?  A  cool  $11.4  billion,  or  $36 
a  share,  figures  Lyon.  At  a  minimum,  therefore, 
Lyon  believes  Philips  stock  is  worth  $128. 

MAKING  A  LUNGE 
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PHILIPS 
ELECTRONICS 

DEC  28.  '98   JUNE  30. '99 
▲  DOLLARS 
DATA  BL00M8ERG  FINANCIAL  MARKETS 


t 


:r, 
llH 


TRUDGING 
DOWNHILL 

ii 

J 

A^A 

**%j 

SWISS  ARMY      if 
BRANDS 

▲  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 

I) 


on't  think  for  a  minute  that  Swiss 
Army  Brands  (SABl)  makes  or 
markets  military  gear.  The  only 
battle  Swiss  Ai-my  may  be  fighting  any- 
time soon  will  be  for  control  of  the  com- 
pany, which  is  the  exclusive  distribu- 
tor of  Forschner  cutlery,  along  with 
other  consuVner  products  such  as  sun- 
glasses, watches,  and  pens.  And  that 
battle  could  put  upward  pressure  on 
its  stuck  price. 


All  the  produd  Brand    can 

are  manufactured  by  Victorinox,  Europe' 

cutlery  maker-  -based  in  Switzerland  Victorino 
also  the  largest  Swiss  Army  shareholder,  with  a 

stake  it  recently  raised  to  ■%",.  Swist    \in 
Victorinox'  largest  single  customer.  Vlctorii 
most  recent  stock  purchase  was  in  early  April:  It 
bought  700,000  shares— at  $8  to  $9  apieo — from 
Brae  Group,  led  by  U.S.  venture-capital  invest 
Louis  Marx  and  Stanley  Rawn.  The  stock,  now  at 
is  down  from  its  52-week  high  of  12. 

The  betting  on  the  Street  is  that  Marx,  67, 
and  Rawn,  71,  may  decide  to  sell  Brae  Group's 
remaining  24.3%  stake  in  Swiss  Army  to  Vic- 
torinox— but  at  a  higher  price.  In  the  past,  Vic- 
torinox paid  as  much  as  14M  a  share  in  the  open 
market  for  Swiss  Army  stock. 

Investment  adviser  Charles  LaLoggia  expects 
Victorinox  will  make  an  offer  of  at  least  $15  for 
Swiss  Army.  In  the  meantime,  Swiss  Army  has 
been  busy  repurchasing  its  own  shares:  It  has 
bought  back  400,000  shares,  or  5%  of  total  shares 
outstanding  in  the  past  year  at  an  average  price 
of  nearly  9  a  share. 

ALL  SET  TO  MAKE 
A  PROFIT  ON  PAPER 

Paper  stocks  continue  to  crackle,  thanks  to 
the  improving  markets  for  pulp  and  wood 
products — and  to  recent  industry  takeovers. 
With  Weyerhaeuser  agreeing  to  acquire  Canadian 
paper  producer  MacMillan  Bloedel,  some  pros  are 
rushing  to  accumulate  shares  of  other  paper  com- 
panies they  believe  wTould  be  among  the  next  tar- 
gets. One  such  stock  is  Pope  &  Talbot  (pop),  a 
manufacturer  of  lumber,  pulp,  and  pulp  chips. 

One  California  money  manager  wTho  has  been 
accumulating  shares  says  that  Georgia-Pacific 
Group  and  Champion  International  have  'looked  at 
the  books"  of  Pope  and  have  expressed  an  interest 
in  the  company.  With  a 
market  value  of  just  $155 
million,  based  on  its  current 
stock  price  of  1VA,  "the 
stock  is  an  easy  buy  for  one 
of  the  paper-and-forest- 
products  majors,"  says  this 
pro,  who  thinks  the  stock, 
with  an  estimated  book  val- 
ue of  more  than  $11  a 
share,  is  worth  $20  a  share. 
Analyst  Linda  Lieber- 
man  of  Bear  Stearns  describes  Pope  as  a  "small- 
cap  pulp  and  lumber  play  with  a  lot  of  operating 
leverage."  With  pulp  prices  on  the  rise,  she  has 
raised  her  second-quarter  earnings  estimate  to 
3c  a  share,  vs.  a  loss  of  10c.  This  would  be  the 
first  time  in  six  quarters  that  Pope  will  earn 
money,  she  notes.  She  has  raised  her  full-year 
1999  forecast  to  just  breaking  even — up  from  a 
Ii  iss  earlier  of  22c.  For  2000,  she  expects  Pope  to 
earn  50c  a  share.  Georgia-Pacific  declined  com- 
ment as  a  matter  of  policy.  So  did  Pope  and 
Champion. 


COMING  OUT 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


June  30 


%  change 
Week         Year 


GLOBAL  MARKETS 


June  30 


S&P  SOO 

June  Dec.  June  June  24-30 

1380, i 1380 

=1 372.66 
1265- 


1150 


1035 


■1360 


1340 


•1320 


Dow  Jones  Industrials  10,970.8 

NASDAQ  Composite  2686.1 

NASDAQ  100  ■                2296.9 

S&P  MidCap  400  416.7 

S&P  SmallCap  600  185.5 

S&P  SuperComposite  1500  288.7 

SECTORS  June  30 


2.8 
3.4 
2.6 
1.2 
2.7 
2.8 


22.6 
41.8 
71.8 
15.7 
-3.1 
19.7 


%  change 
Week         Year 


■1300 


52-week  change    1  -week  change 
+19.5%  +3.0% 

COMMENTARY 

The  Fed  finally  did  it.  On 
Wednesday  June  30,  it  raised 
interest  rates  by  a  quarter- 
percentage  point.  But  in  a 
positive  surprise  for  the  mar- 
ket, the  Fed  said  it  wasn't 
considering  future  hikes.  The 
NASDAQ  languished  during 
the  week  leading  up  to  the 
Fed's  decision,  but  posted  a 
record  high  on  Wednesday. 
The  Dow  also  rallied,  ending 
the  week  with  a  2.8%  gain. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth  770.9  3.9  27.0 

S&P/BARRA  Value  622.8  2.0  14.3 

S&P  Basic  Materials  134.9  -0.2  4.5 

S&P  Capital  Goods  1028.8  2.7  19.3 

S&P  Energy  846.6  0.1  11.9 

S&P  Financials  145.7  3.5  6.4 

S&P  REIT  85.4  -0.5  -17.0 

S&P  Transportation  740.6  0.6  6.3 

S&P  Utilities  257.5  -3.0  4.4 

GSTI  Internet  495.4  3.5  210.6 

Morgan  Stanley  Cyclical  591.8  -0.7  14.3 

PSE  Technology  599.9  3.1  73.4 


S&P  Euro  Plus  1315.8 

London  (FT-SE  100)  6318.5 

Frankfurt  (DAX)  5378.5 

Tokyo  (NIKKEI  225)  17,529.7 

Hong  Kong  (Hang  Seng)  13,532.1 

Toronto  (TSE  300)  7006.4 

Mexico  City  (IPC)  5829.5 

FUNDAMENTALS  June  29 


Week 
ago 


S&P  500  Dividend  Yield  1.20% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  33.8 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.6 

First  Call  Earnings  Revision*  -1 .62  % 

•First  Call  Corp. 


TECHNICAL  INDICATORS 


June  29 


1.21% 
33.6 
24.2 
-1.75% 

Week 
ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1222.7  1214.4 
58.0%       57.0% 
0.49  0.44  ' 

1.51  1.51 


BEST-PERFORMING        Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 
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Mir. 


jri 


Metals 

Defense  Electronics 
Drug  Chains 
Specialty  Chemicals 
Communications  Equip. 


22.8  Semiconductors  87.9 

20.6  Computer  Systems  80.9 

19.2  Communications  Equip.  78.3 
18.1  Broadcasting  65.0 

17.3  Specialty  Appar.  Retailers  64.6 


Machine  Tools 
Cosmetics 

Hospital  Management 
Soft  Drinks 
Leisure  Time 


-12.9  Manufactured  Housing 

-1 1 .9  Apparel  Manufacturing 

-10.0  Metal  &  Glass  Container 

-6.7  Hospital  Management 

-6.2  Toys 


■  MUTUAL  FUNDS 

Mi  S&P  500"  mm  U  S  Diversified 
4-week  total  return 


I  All  Equity  Week  ending  June  29 

52-week  total  return 


%         1        2        3        4        5        6 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


4         8       12       16       20      24 
"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return  % 

Pacific/Asia  ex-Japan  15.2 

Japan  13.6 

Diversified  Pacific/Asia  12.8 

Technology  11.9 

Diversified  Emerging  Mkts.  9.6 

Leaders 

52-week  total  return  % 

Pacific/Asia  ex-Japan  69.5 

Technology  65.8 

Japan  53.3 

Diversified  Pacific/Asia  52.5 

Communications  46.9 


Laggards 

Four-week  total  return       % 

Real  Estate  -1.5 

Utilities  1 .8 

Domestic  Hybrid  2.0 

International  Hybrid  2.0 

Mid-cap  Value  2.2 

Laggards 

52-week  total  return  % 

-6.0 
-5.6 
-5.4 
-5.2 
-4.2 


Real  Estate 
Latin  America 
Small-cap  Value 
Europe 
Precious  Metals 


■  INTEREST  RATES 

Week      Year 
KEY  RATES  June  30     ago        ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


4.48%    4.48%    5.10% 
4.77       4.73       5.10 


BLOOMBERG  MUNI  YIELD  EQUIVAI 

Taxable  equivalent  yields  on  AAA-rated,  tax-f  - 
municipal  bonds,  assuming  a  31%  federal  t< ; 

10-yr.  bond   30-)   II 


■acaIBi 


1  -YEAR  TREASURY  BILLS  5.05  5.18  5.38 

10-YEAR  TREASURY  NOTES  5.78  6.00  5.44 

30-YEAR  TREASURY  BONDS  5.96  6.13  5.62 

30-YEAR  FIXED  MORTGAGEt  7.74  7.72  7.04 


GENERAL  OBLIGATIONS 4.30% 

TAXABLE  EQUIVALENT  6.96 


-8 


INSURED  REVENUE  BONDS    4.93 


TAXABLE  EQUIVALENT 

tBanxQuote,  Inc. 


7.14 


BW  PRODUCTION  INDEX 


150 


Change  from  last  week:  -0.5% 


Change  from  last  year:  4.7% 


INDUSTRIAL  OUTPUT 

.June  19=144. 6_ 
1992=100 
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The  index  is  a  4-week 
—  moving  average  — 


130  - 


June 
1998 


Oct. 
1998 


Feb. 
1999 


June 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  continued  I 
the  week  ended  June  19.  The  un; 
index  also  declined,  by  1%,  to  141  11 
143.8.  After  seasonal  adjustment 
power  output  was  down  12%,  reflecl  ; 
peratures  that  were  well  below  n 
many  regions.  Production  of  oil,  lun  ^m 
rail-freight  traffic  were  also  down.  (  to* 
steel,  autos,  trucks,  and  coal  incrf " 
the  latest  week. 
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I  THE  WEEK  AHEAD 


UNEMPLOYMENT  CLAIMS  Thursday,  July  8, 
8:30  a.m.EDT>-  New  filings  for  state  unem- 
ployment benefits  probably  stood  at  around 
300,000  for  the  week  ended  July  3,  not 
much  different  from  the  302,000  total  in 
mid-June.  Jobless  claims  have  been  trend- 
ing higher  since  late  February,  when  the 
four-week  moving  average  hit  a  10-year  low 
of  291,000.  But  the  number  of  new  filers 
still  remains  small  from  a  historical  perspec- 
tive. With  the  Federal  Reserve  focused  on 
signs  of  price  pressures  coming  from  rising 
wages,  the  weekly  jobless  claims  have 
become  very  important  to  the  financial  mar- 
kets. The  tightness  of  the  labor  markets  was 
one  factor  behind  the  Fed's  decision  to  raise 


short-term  interest  rates  by  a  quarter-point 
on  June  30. 

INSTALLMENT  CREDIT  Thursday,  July  8,  3 
p.m.EDT>  Consumers  probably  took  on  $5 
billion  more  in  installment  debt  than  they 
paid  off  in  May,  according  to  the  median 
forecast  of  economists  surveyed  by  Standard 
&  Poor's  mms,  a  division  of  The  McGraw-Hill 
Companies.  The  expected  increase  is  above 
the  $3.7  billion  added  in  April.  Household 
borrowing  has  accelerated  in  1999,  with 
monthly  gains  averaging  $8  billion,  com- 
pared with  $5.5  billion  in  1998.  One  reason 
is  that  consumers  are  switching  back  to 
credit  for  purchases.  Real  consumer  spend- 


ing has  soared  by  5%  in  the  past  year, 
real  aftertax  income  has  grown  3.4%.  T 
gap  has  been  financed  by  credit  use  as 
as  wealth  gains  from  the  stock  market  a 
rising  home  prices.  The  moderate  gain 
expected  for  May  would  keep  the  ratio  c 
installment  debt  to  aftertax  income  at  a 
high  21.3%.  That's  close  to  the  record 
of  21.4%  set  in  March,  and  well  above 
1980s'  peak  of  20.2%. 


ii 
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For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com. 
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Eastman  Kodak  (EK)  10 

eBay  (EBAY)  50 
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Ernst  &  Young  116 

ESPN  37 

eToys(ETYS)  142 

E'Trade  (EGRP)  88.122 

Exxon  (XON)  50 

F 

Federal  BankCentre  46 

Finish  Line  (FIND  108 

First  Albany  50 

Foot  Locker  106.108 

Ford(F)  35 

Ford  Motor  Credit  (F)  126 

Four  Winds  Gallery  152 

Furman  Selz  Capital  Management 

(ING)  148 
Fumiture.com  142 
FurnitureRnd.com  142 
G 

Gazprom  84 

GeneMedicine  (GMED)  94 
General  Electric  (GE)  50 
General  Motors  (GM)  35 
General  Motors  Acceptance 

(GM)  126 
GenVec  100 

Georgia-Pacific  (TGP)  155 
Go  Corp.  14 
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Greenwich  Associates  126 
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National  Semiconductor  (NSM)  38 
NBC  (GE)  88 

Netscape  Communications 
(AOL)  14.18 
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News  Corp  (NWS)  88 
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NexTrend  35 
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Nike(NKE)  106.108 
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PaineWebber  (PWJ)  148 
Parke-Davis  Pharmaceutical 
Research  (WLA)  100 
PC  Data  38 
Peapod  142 
Pearson  42 
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PepsiCo  (PEP)  111 
Petrobras  (PEBRY)  84 
Phelps  Dodge  (PD)  46 
Philips  Electronics  (PHG)  155 
Pohang  Iron  &  Steel  84 
Pop  &  Talbot  (POP)  155 
PowerQuest  18 
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Reebok  International  (RBK)  106 

Residential  Reinsurance  116 
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Samsung  Display  DwfcH  B4 
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SBC  46 

Schwab  (Charles)  (SCH)  6.122. 

148 
Sears (S)  106 
Sequent  Computer  46 
SG  Cowen  Securities  38.104 
Sheraton  Inn  6 
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This 

Week, 

Online 

Business  Week  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Tuesday  <■ 


Robert  Natale  beats  the  S&P 
500  with  the  S&P  STARS 
Portfolio  Fund.  Find  out  his 
secrets  in  this  chat  co- 
hosted  by  S&P  Personal 
Wealth.  July  6 
4:30  p.m.  EDT 

Thursday 

'Join  Fred  Dickson,  director  of 
research  at  Branch  Cabell  & 
Co.,  to  learn  what's  hot  now 
in  large-cap  growth  stocks. 
July  8 
9  p.m.  EDT 

Transcripts 

Investing  tips  galore  are 
available  for  downloading 
from  AOL,  in  the  form  of  BW 
Online  chat  transcripts. 
Among  the  latest:  Internet, 
E-commerce,  and  energy 
stocks. 


AOL  keyword:  BW  Talk 
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For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 


Editorials 


THE  BUDGET  SURPLUS:  DON'T  BLOW  IT 


When  the  Federal  Reserve,  the  Office  of  Manage- 
ment &  Budget,  the  Congressional  Budget  Office, 
the  Democrats,  the  Republicans  and  the  nation's 
top  economists  all  agree,  it  is  time  to  declare  victory  for  the  no- 
tion of  a  New  Economy.  Whether  it's  the  debate  over  interest 
rates  or  the  negotiations  over  the  budget  surplus,  policy- 
makers now  stall  their  discussions  with  the  assumption  that 
the  economy  can  grow  significantly  faster  with  less  inflation  and 
lower  unemployment  than  it  could  for  the  past  two  decades. 
Corporate  CEOs,  investors,  and  anyone  living  in  Silicon  Valley, 
of  course,  have  been  saying  this  for  some  time,  as  information 
technology  and  globalization  transformed  their  lives.  Now  a  tor- 
rent of  tax  revenues  from  higher  incomes  and  stock  market 
gains  is  converting  Washington — so  much  so  that  a  certain  gid- 
diness is  taking  hold  and  a  windfall  mentality  is  in  the  air.  Our 
advice  is  to  take  a  moment  for  some  sober  reflection. 

The  soaring  surplus  will  alter  the  nation's  mix  of  monetary 
and  fiscal  policies  in  ways  yet  unforeseen.  Before  Congress 
and  the  Administration  indulge  in  hasty  election-year  decisions 
that  lock  in  new  spending  or  tax  cuts  well  into  the  next 
century,  it  might  be  worthwhile  to  ask  what  are  the  right 
policies  for  nurturing  a  high-growth,  high-tech  economy? 
American  history  suggests  that  in  periods  of  technological 
change,  such  as  the  rise  of  railroads  in  the  1870s  and  autos  in 
the  1920s,  growth  is  fast  but  often  volatile.  Downturns  can  be 
vicious  and  extended.  Mistaken  government  policies  can  eas- 
ily turn  booms  into  busts  (witness  the  Fed's  tightening  in 
1930).  As  a  nation,  we've  actually  been  here  before.  The 
right  mix  of  policies  is  crucial  to  long-term  success.  But 
what  are  they? 

WE  MUST  HAVE  BALANCE 

Right  now,  Washington  fiscal  policy  is  being  forged  in  a  po- 
litical battle  over  the  $6  trillion  in  surplus  tax  revenues  ex- 
pected in  the  next  15  years.  Both  sides  have  legitimate 
points  to  make.  The  Democrats  want  to  use  most  of  the 
surplus  to  finally  solve  the  Social  Security  and  Medicare 
underfunding  shortfalls  and  pay  for  the  boomers'  retirement. 
This  would  also  allow  the  government  to  pay  all  of  the  na- 
tional debt  and  reduce  interest  rates.  What  could  be  better 
for  growth  than  lower  rates? 

The  Republicans  have  an  answer — lower  taxes.  The  GOP 
would  also  fund  Social  Security  and  Medicare,  albeit  at  a 
lower  level,  but  would  add  a  giant  $1  trillion  tax  cut  to  their 
package.  Where  the  Democrats  would  retain  the  Entitle- 
ment State,  the  Republicans  would  shrink  it  and  return  a 
sizeable  part  of  the  surplus  to  the  private  sector.  What  could 
be  better  for  growth  than  lower  taxes? 

The  answer  to  both  parties  is  flexibility  and  balance.  Both 
Democratic  and  Republican  proposals  lock  away  the  surplus  at 
a  time  when  the  economy  is  making  a  delicate  transition 
from  industry  to  high  technology.  No  one  really  knows  how 
the  New  Economy  will  evolve  and  what  it  will  take  to  sustain 


it.  The  Federal  Reserve  has  shown  an  amazing  sea 
pants  flexibility  in  recent  years  in  guiding  monetai 
around  the  shoals  of  conventional  economic  wisdom  to 
New  Economy  growth.  Fiscal  policy  will  have  to  sh 
lar  innovativeness  if  it  is  to  succeed. 

Yet  the  Democrats  are  proposing  a  geezer  budget 
next  centiuy  that  will  spend  80%  of  all  federal  revenue 
tiring  old  boomers.  It  expands  entitlements,  such  as  su 
drugs,  to  everyone  regardless  of  need.  The  New  Econ 
quires  a  more  balanced  approach.  When  it  comes  to  fi 
growth,  it  is  better  to  allocate  more  to  educating  th< 
and  training  the  workforce  and  less  to  the  retiring  eldei 
taking  5%  of  the  $6  trillion  surplus  and  devoting  it 
Start,  school  vouchers,  and  guaranteeing  college  fo^ 
qualified  student  would  have  an  enormous  impact 
the  level  of  spending  on  pure  research  and  developmen 
a  good  idea.  More  money  for  r&d  would  keep  the  U.  S| 
leading  edge  of  technology.  Finally,  paying  off  the  natio: 
sounds  great,  but  taking  that  step  would  basically 
America's  capital  markets  and  erode  liquidity.  Blind  e 
of  the  gargantuan  surplus  may  be  pushing  policyma 
ward  bad  fiscal  policy  that  could  harm  monetary  polic; 

TOMORROW,  NOT  YESTERDAY 

The  Republicans  are  playing  true  to  form  by  lockin: 
much  of  the  surplus  as  they  can  in  the  form  of  a  tax 
an  older  economy  suffering  from  inadequate  dema: 
cuts  are  an  appropriate  policy.  But  the  Nev/  Econom| 
much  hotter  than  the  old,  driven  by  capital  investm 
raising  interest  rates,  Fed  Chairman  Alan  Greenspan 
believes  that  at  4%  a  year,  the  economy  is  growing  t> 
A  deep  tax  cut  anytime  soon  could  add  fuel  to  infia 
fires,  sending  interest  rates  higher. 

Talk  of  trillions  of  "extra"  dollars  is  making  policyn 
drunk  on  programs  that  lock  in  spending  or  tax  cu 
decades  to  come.  Yet  key  components  of  the  econon 
playing  new  roles  that  may  require  new  governme 
sponses.  The  stock  market,  for  example,  is  clearly  actin 
public  venture  capitalist,  changing  notions  of  what  it  me 
be  "overvalued."  Business  models  are  morphing,  chs 
the  idea  of  adequate  profitability.  And  the  business 
may  be  taking  on  a  new  shape.  The  next  downturn  coi 
just  as  different  as  the  upturn,  perhaps  unexpected 
vere  because  of  the  concentration  of  investment  in  a 
area  of  the  economy — high  tech. 

All  this  argues  for  flexibility  in  policy.  Policies  on  regu 
taxes,  exports,  privacy,  and  litigation  must  evolve  a  •• 
economy  evolves.  The  Fed  is  struggling  mightily  to  u 
stand  the  New  Economy  and  it  is  feeling  its  way.  The  1 
House  and  Congress  as  well  must  take  the  time  to  u 
stand  and  to  husband  some  of  its  newfound  fiscal  resouri 
deal  with  the  opportunities  of  tomorrow,  not  just  the  pro)  s; 
of  yesterday. 
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the  morning. 


GOOD?  YEAR 


/ner's  manual/limited  warranty  for  recommendations  on  operation  at  low  or  no  air  pressure.  Pressure-monitoring  system  required.  Sold  separately. 
The  Goodyear  Tire  &  Rubber  Company.  All  rights  reserved. 


dyear  Eagle  F1  Run-Flat  its  sophisticated  tread 

)und  actually  conforms  to  the  microscopic  hills  and  valleys 
road  surface  to  maximize  grip.  A  race-derived  tread 
i  sweeps  water  out  of  the  way  for  outstanding  wet  traction. 
>st  mornings,  you'll  start  cookin'  blacktop  quicker  than 
in  brew  up  a  cup  of  joe.  And  if  a  hazard  tries  to  ruin  your 


day,  don't  worry  about  changing  a  flat.  Even  with  no  air  pressure, 
Goodyear  Run-Flat  technology  lets  you  drive  up  to  200  miles 
at  up  to  55  mph*  The  ultra-performance  Eagle  F1  Run-Flat: 
It's  a  wake-up  call  for  driving  enthusiasts  everywhere.  Call 
1-800-RUN-FLAT.  Or  visit  our  website  at:  www.runflat.com. 
Goodyear.  Number  One  in  tires. 
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Abu  Garcia  projects  shortening 
its  order-to-delivery  time  by  20% 
with  its  Web-based  retail  system. 

Retailers  use  passcodes  to 
access  customized  order  forms, 
rates  and  discounts  online. 

Consumers  can  order  special 
parts  directly  from  the  Web 
site,  saving  retailers  the  hassle 
of  processing  orders  just  for 
spare  parts. 

Web  site  works  with  distributors 
and  retailers  in  their  specified 
language  and  currency. 

Abu  Garcia  will  be  expanding 
its  customer  orders  across 
Europe,  Africa  and  the  Middle 
East  via  the  Internet. 


Industry:  Manufacturing 

Company:  Abu  Garcia 

Partner:  Intentia  International 

Tools:  AS/400,  DB2 

Solution:  Orders/Inventory  Extranet 

Everyone  knows  that  part  of  e-business  is 
selling  things  over  the  Internet.  But  there's  a  lot 
more  to  it  than  just  the  transaction,  e-business 
can  streamline  the  order  process,  track  inventory 
and  cut  costs.  But  because  e-business  can  be 
different  for  each  industry  and  company,  you 
need  software  that's  designed  for  you. 

Intentia  International  and  IBM  have  worked 
together  on  enterprise  resource  planning  (ERP) 
solutions  across  a  variety  of  industries.  Intentia 
has  been  at  the  forefront  of  Java8- based  ERP 
solution  development. 

t 

Recently,  the  IBM/lntentia  partnership 
worked  wonders  for  Abu  Garcia,  which  needed 
to  grow  its  fishing  tackle  business  without 
increasing  operating  costs.  Intentia  and  IBM 
helped  move  both  ordering  and  inventory 
management  online,  reducing  back-office 
costs  and  time-to-market,  and  improving 
customer  satisfaction. 


"Our  e-business  solution  has  brought  us  to  peak  efficiency  in  our  retail  business," 
says  Ingrid  Normann,  IT  manager  for  Abu  Garcia.  "This  will  allow  us  to  grow  faster 
than  ever  before."  Find  out  how  e-business  can  help  improve  your  business  at 
www.ibm.com/e-business/intentia  or  call  1  800  IBM  7080,  ext.  BP03. 
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Editor's  Memo 


WHAT  YOU'LL  NET  ON  THE  WEB 


One  of  the  benefits  of  be- 
ing a  BUSINESS  WEEK 
subscriber  is  free  access 
to  a  trove  of  resources  and  in- 
formation at  our  Web  site,  busi- 
nessweek.com.  To  register,  all 
you  need  is  the  account  number 
on  your  mailing  label. 

Only  subscribers  are  able  to 
see  the  entire  contents  of  the 
cuirent  magazine  and  the  two 
previous  issues.  And  starting 
this  week,  we're  glad  to  an- 
nounce, subscribers  can  also 
easily  search  for  and  read — 
without  charge — any  story 
we've  printed  during  the  past 
five  years. 

As  you  read  this  week's  Annual  Retirement 
Guide,  for  example,  you'll  have  access  to  our 
special  reports  on  retirement  published  in  1997 
and  1998— along  with  past  stories  on  annuities, 
long-term  care  plans,  and  the  best  investment 
products  and  strategies.  These  are  available  in 
addition  through  America  Online  (keyword:  BW). 

We  also  invite  you  to  our 
sister  site,  personalwealth. 
com.  There  you  can  browse 
an   array   of  Standard    & 
Poor's  financial-planning 
resources.  You  can  plug 
in  your  own  numbers 
and  expectations  into 
S&P  Personal  Wealth's 
interactive  financial 
planner  and  get  a  de- 
tailed asset-allocation 
plan    to     help    you 
reach    your    retire- 
ment goals. 

Of  course,  both 
business  week  On- 
line and  Personal 
Wealth  can  also  pro- 
vide you  with  broad 
investment  informa- 


ARCHIVE  ACCESS:   Five  years  of 
back  issues  free  to  subscribers 
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A  CLICK  AWAY:  Your 

personal  planning  (lata 


tion,  ranging  from  risk-  and  tax-adjusted  mutual- 
fund  rankings  to  the  Daily  Briefing,  with  news 
and  analysis  that  can  help  you  build  and  protect 
your  nest  egg.  We  believe  these  online  offerings 
will  complement  the  timely  and  useful  informa- 
tion and  analysis  we  bring  you  in  the  magazine. 

A  CORNUCOPIA  OF  KUDOS    . 


business  week  Editor-in-Chief  Stephen  B.  Shep- 

ard  received  the  1999  Lifetime  Achievement 
Award  when  the  Gerald  Loeb  Awards  for  dis- 
tinguished business  and  financial  journalism  were 


presented  on  June  2>s  in  Los  An- 
geles. The  Lifetime  is  given  an- 
nually to  a  journalist  whose  ca- 
reer "has  exemplified  the 
consistent  and  superior  insight 
and  professional  skills  necessary 
to  contribute  to  the  public's  un- 
derstanding of  business,  finance, 
and  economic  issues." 

Steve,  who  earlier  this  year 
was  named  to  the  American  So- 
ciety of  Magazine  Editors'  Hall 
of  Fame  (BW — Apr.  19),  joins  a 
distinguished  group  of  past  Loeb 
Lifetime  recipients  including 
Barron's  Alan  Abelson, 
News-week's  Jane  Bryant  Quinn, 
Fortune's  Marshall  Loeb,  and 
The  New  York  Times'  Leonard  Silk. 

business  week  was  a  finalist  in  the  Loeb 
Awards'  magazine  category  for  "Who  Can  You 
Trust?"  our  groundbreaking  Oct.  5  cover  package 
on  the  quality  of  financial  information  that  comes 
from  corporations,  their  accountants,  and  Wall 
Street  analysts.  The  stories  were  re 
ported  and  written  by  Nanette 
Byrnes,  Jeffrey  M.  Laderman, 
Richard  A.  Melcher,  and  the  team. 
The  package  also  won  an  Ameri- 
can University/Investment  Com- 
pany Institute  Education  Founda- 
tion Award  for  Excellence  in 
Personal  Finance  Reporting  and  won 
a  Deadline  Club  Award  for  best  busi 
ness  reporting,  presented  by  the  New 
York  City  Chapter  of  the  Society  of 
Professional  Journalists. 

The  Computer  Press  Assn.  honored 
us   for  two   years   running  as   the 
best  overall  general-interest  publica- 
tion, for  our  coverage  of  information 
technology. 

And  our  Asian  editorial  team — Michael  Shari, 
Joyce  Barnathan,  Pete  Engardio,  Dean  Foust, 
Jonathan  Moore,  Sheri  Prasso,  and  Christopher 
Power — was  honored  with  the  Overseas  Press 
Club's  Morton  Frank  Award  for  best  business 
reporting  from  abroad  in  magazines,  for  a  series 
of  stories  on  the  crisis  in  Indonesia. 

We  are  very  proud  to  have  won  these  acco- 
lades, and  we  believe  they  are  the  result  of  keep- 
ing our  readers  in  mind  as  we  report  and  edit 
each  issue. 
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Cars  are  like  boxes. 

They  all  share  the  same  basic  sha\)c. 

The  same  basic  structure. 

The  same  basic  idea. 

Looking  for  a  way  out  of  the  box? 

Try  using  the  door. 


The  world's 
first  three-door  coupe. 
From  Saturn. 
Why  didn't  anyone 
think  of  this  before? 
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HOW  TO  RETIRE 

Building  the  best  plan  is  more  than  just 
number-crunching  and  poring  over 
mutual-fund  ratings.  It's  deciding  how 
to  live  the  rest  of  your  life:  How  long  to 
work  at  what  you're  doing,  whether  to 
downshift  into  a  second  career,  when  to 
go  to  full  leisure  mode.  Above  all,  it's 
making  decisions  far  enough  in  advance 
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l-WAY  PATROL 

THE  CLONING 
OF  IDEALAB! 


BILL  GROSS,  FOUNDER  OF  THE 

fecund  Internet  incubator 
called  idealab!,  has  had  his 
share  of  success.  Of  the  two 
dozen  or  so  companies 
spawned  there  so  far,  three 
have  gone  public  in  a  big 
way;  Ticketmaster  Online- 
CitySearch,  GoTo.com,  and 
eToys.  A  fourth,  Tickets.com 
Inc.,  has  an  initial  public  of- 
fering in  the  wings. 

With  a  track  record  like 
that,  it  would  seem  Gross  has 
no  problems.  But  alas — he's 
now  so  successful  that  he 
can't  fit  all  the  startups  he's 
created  into  his  Pasadena 
(Calif.)  office.  There  are  al- 


ready too  many  companies 
sharing  everything  from  tele- 
phones to  technical  staff  and 
too  few  executives  willing  to 
move  to  Southern  California 
to  run  them. 

So  Gross  is  saying  he  will 
take  "the  cookie-cutter  ap- 
proach" that  he  uses  for  In- 
ternet companies  and  apply 
it  to  the  idealab!  incubator 
itself.  To  attract  executives, 
Gross  intends  to  set  up 
copies  of  the  incubator  in  San 
Francisco,  New  York,  Boston, 
and  London.  Like  the  origi- 
nal, each  incubator  will  be  a 
limited  partner- 
ship with  at  least 
one  partner  hang- 
ing around  full- 
time  to  provide 
advice  and  counsel.  Although 
the  companies  will  take  form 
around  the  globe,  don't  be  too 
surprised  if  most  of  the  in- 
novations still  originate  in 
Pasadena.  Larry  Armstrong 


TALK  SHOW  i'l  have  to  go  out  and  make  a  living  for 
family." 

— Bill  Clinton  speaking  about  his  career  plans  after  his  Pn 
dential  term  expires. 


GROSS: 

Cookie- 
cutting 


GENIUS  WATCH 

PLEASE  PASS 
THE  SALT,  BILL' 

DUKE  UNIVERSITY,  LIKE  MOST 

institutions  of  higher  learn- 
ing, leaves  no  stone  unturned 
when  raising  money.  But  un- 
like other  universities,  where 
big  donations  might  lead  to 
a  building  with  your  name  on 
it  or  seats  on  the  50-yard 
line,  a  sizable  donation  to 
Duke  recently  landed  you  a 
most  singular  honor:  dinner 
with  the  world's  richest  man. 
That  was  compliments  of 
Melinda  French  Gates,  who 


GATESES:  Company  c 


is  a  Duke  alum  and  tn 
and  the  wife   of  Mi 
Chairman  Bill  Gates.  T 
ner  was  part  of  a  wi 
getaway  called  the  " 
Sabbatical"  organized 
university.  A  spokes 
for   the   William   H 
Foundation  emphasize 
the  June  26  dinner  for 
the  couple's  spectacular 
tie  spread  was  not  a  pr 
giving  Duke  the  most 
ey.   After  all,   the   Gi 
could   win  that  one 
down.  It  was,  however 
Gates's  way  of  thankir  «*yoi 
school's      most      gen 
donors,    who    have    h 
Duke  bring  in  $890  n 
toward  its  goal  of  raisin 
billion  by  2003. 

So  how  much  musi 
give  to  eat  with  Bil 
Melinda?  No  one  is  sz 
But  if  you  have  to  ask 
didn't  make  the  short  Id: 
Chez  Gates.  Michael  M1 


CF 


THE  OLD  WORLD 

STARTUPS  GROW  AT 
AN  ESCARGOTS  PACE 

EUROPEAN    ENTREPRENEURS 

may  bask  in  the  success  of 
such  tech  stars  as  Finland's 
Nokia  or  German  software 
maker  SAP.  But  a  new  report 
says  that  entrepreneurialism 
has  yet  to  hit  fever  pitch. 


A  study  from  the  Eu- 
ropean Employers  Assn., 
unice,  says  the  number 
of  new  companies  formed 
on  the  Continent  still  se- 
riously lags  the  U.  S. 
America,  says  unice, 
creates  five  times  as 
many  fast-growing  com- 
panies as  Europe  does,  and 
four  times  as  many  initial 
public  offerings.  "We  knew 


THE  LIST    BROTHERLY  LOVE,  BUT  IT  WILL  COST  YOU 


CV,,  *;.,„  „„->..<.      Dkllo^l  <^^^    W  «  1998  TOTAL  TAXES  1993 

phia  has  been  the  most  j|  £  1.     PHILADELPHIA        $1,394,097  T 

heavily  taxed  big  city  in  the      Wt^  

nation  for  small  business.  To    I  M     \  }■_ _  NEW  YORK }^>*7J> . _ _ . _4_ . 

compare  tax  burdens  in  27      /   Hfl    ■  3-    SEATTLE  1,383,413  3 

U.S.  cities,  Deloitte  &  Jsm&M  W.~  PITTSBURGH  "         '  Y.339,824  2 

Touc he  constructed  a  ^  BP*  

hypothetical  service  com-  ^T  _5: _ _CLE V E_LAN_ D M??^9.^^.7- 

pany,  with  $15  million  in  annual  revenues,  6.    CHICAGO  1,294,692  5 

$1.5  million  in  pretax  income,  $10  million  in  y ~~n~EWARk""  1  252  324         10 

net  worth,  a  $5  million  annual  payroll,  and  -: — 

125  employees.  The  comparison  toted  up  ?:_PfJ?_9.'J h2:*?'?-56. _9_. 

income,  sales,  property,  payroll,  telecommuni-  9.    MINNEAPOLIS  1,247,315  8 

cations,  franchise,  and  occupation  taxes,  as  of  io~  LoVaNGELEs"        1  238  904  6 

April,  1998.  --'- 

DATA:  DELOim  &  TOUCHE,  LLP 


that  Europe  had  to  be< 
more  entrepreneurial," 
Wytze  Russchen,  one  oi 
authors.  "Yet  we  were 
prised  that  we  have  so  r 
to  do  to  catch  up."  For 
ample,  it  still  takes  five  t 
longer  to  get  a  small  I 
ness  off  the  ground  in 
rope,  notes  unice.  Plus,  1 
nesses   suffer   from   hhj 
wages  and  taxes  than  t 
U.  S.  counterparts. 

unice  is  calling  for  d 
tic  changes  to  unleash  en 
preneurial  talent.   For 
thing,  it  wants  govemm* 
to  make  it  easier  to  hire 
fire.  It's  a  tough  choice:  n 
businesses  in  the  long  ten 
or  more  unemployment  in  ^ 
short  run.  William  EchikM 
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Your  finance  team  plays  a  pivotal  role  in  helping  your 
company  reach  its  goals  ..a  role  that  goes  far  beyond 
scorekeeping.  And— as  CFO— you  need  timely  and 
accurate  information  to  ensure  that  your  team  — and  your 
enterprise — gain  true  competitive  advantage. 

CFO  Vision  "  from  SAS  Institute  brings  you  the  software, 
the  support,  and  the  strategy  you  need  to: 

React  quickly  to  changing  business  drivers:  acquisitions, 
mergers,  and  organizational  realignments 

Visualize  your  business  from  every  angle  — by  customer, 
product  line,  market  sector,  geographic  boundary,  and 
more — in  any  currency  including  the  euro 

Turn  dispersed  financial  and  non-financial  data  into 
business  information  that's  accessible  to  every  corner 
of  your  enterprise 


Put  your  finance  team  at  the 
center  of  enterprise  decision 
making  with  our  integrated 
financial  management  solution. 

Learn  more  with  our  free  guide 
and  video,  available  by  visiting 
www.sas.com/cfogoal  or  giving 
us  a  call  at  919.677.8200. 


The  Business  of  Better  Decision  Making 


W 

SAS  Institute 


www.sas.com/cfogoal      E-mail:  bw@sas.com      919.677.8200 


AS  and  ill  other  SAS  Institute  Inc  product  or  **rvic*  nam**  ar*  registered  trademark*  or  trademarks  of  SAS  Institute  I 
■damaiks  of  th*ir  r**p*c1tv*  companies   Copyright  O  1099  by  SAS  Institute  Inc      23688 


i  USA  and  other  countries  ®  indicates  USA  registration  Othef  brand  and  product  nam**  am 


Up  Front 


SLUGFESTS 

THESE  GAFFES  DON'T 
SEEM  TEMPORARY 

WILL   MICROSOFT   EVER   STOP 

putting  its  foot  in  its  mouth? 
The  software  giant  recently 
lost  another  appeal  in  a  long- 
running  court  case  involving 
its  temporary  workers.  Fun- 


ny coincidence,  though:  It  lost 
just  days  after  a  top  company 
official  publicly  bashed  the 
courts. 

In  mid-May,  a  three-judge 
panel  of  the  Ninth  Circuit 
Court  of  Appeals  ruled 
against  the  company  in  its 
battle  with  "permatemps." 


Those  are  temps  who  have 
been  with  the  company  some- 
times for  ye*ars  yet  are  de- 
nied Microsoft  benefits.  Mi- 
crosoft contends  that  they  are 
agency  employees.  So  it  ap- 
pealed to  the  full  court.  But 
on  June  21,  CFO  Gregory  Maf- 
fei  took  a  swipe  at  the  judi- 
ciary when  asked  about  the 
case  at  the  Institute  of  Man- 
agement Accountants  in 
Seattle.  He  said:  "There 
are  nutty  judges  in  this 
country.  Let  us  start 
with  that  premise." 
Three  days  later,  the  full 
Ninth  Circuit  nixed  Mi- 
crosoft's appeal. 

Microsoft  hasn't  made 
a  decision  whether  to  ap- 
peal again,  even  though 
some  temps  want  to  organize 
and  bargain  with  the  compa- 
ny. The  software  giant  told 
them  to  talk  with  their  agen- 
cies. So  the  fight  goes  on. 
And  a  chastened  Maffei  now 
says  that  he  has  the  "utmost 
respect"  for  the  courts. 

Aaron  Bernstein 


CITY  LIFE 

IN  TOKYO, 

THE  PLOTS  THICKEN 

SMALL  SPACES  CAN  MEAN  BIG 

profits  in  Tokyo.  Since  1992, 
smart  entrepreneurs  have 
profited  by  turning  Tokyo's 
many  tiny,  irregular  plots  of 
land  into  parking  lots.  By 
squeezing  as  few  as  one  or 


PARK  'N'  SAVE:  Pint-size  parking  lot 


two  cars  onto  metered  patch- 
es of  concrete,  landowners 
have  found  a  lucrative  busi- 
ness, using  space  overlooked 
before  Japan's  recession. 

Capitalizing  on  the  city's 
chronic  parking  shortages, 


one  such  company,  Park24, 
now  runs  over  2,500  pint-size 
parking  lots,  which  typically 
allot  a  total  of  204  square 
feet  per  car.  But  urban  dri- 
vers aren't  the  only  ones 
happy  that  Park24  is  around. 
Investors  have  driven  up 
Park24's  stock  fivefold  in  the 
past  year.  Parking  is  a 
growth  industry,  says  Tet- 
suya  Furumoto,  an  analyst 
at  Nikko  Salomon 
Smith  Barney. 
The  Japanese 
market  for  un- 
manned metered 
parking  lots,  esti- 
mated at  $413.2 
million,  has  been 
growing  at  20%  a 
year,  helped  by  a 
police  crackdown 
"  on  illegal  parking. 
"We  are  making  a  contribu- 
tion to  the  society,"  says  a 
Park24  spokesman.  How? 
One  hour  of  parking  may 
cost  $5.  But  a  Tokyo  ticket 
and  tow  can  run  $245 
and  up.  Miki  Tanikawa 
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l-WAY  PATROL 

NEXT,  ONLINE  BIDS 
OVER  JAIL  TIME? 

WITH  AMAZON.COM  AUCTIONS 

and  eBay.com  on  the  Net,  it 
was  only  a  matter  of  time  be- 
fore someone  took  things  a 
little  further  and  let 
clients  bid  on  justice. 
clickNsettle.com,  a 
new  subsidiary  of 
National  Arbitra- 
tion &  Mediation 
(nam),  takes  the 
hidden  bid  aspect  of 
cyber  auction  houses 
and  applies  it  to  set- 
tling civil  cases  online. 
No  other  online  me- 
diation service  shares 
clickNsettle's  methodol 
ogy.  First,  the  wronged  party 
files  a  claim  against  the  de- 
fendant, often  an  insurance 
company.  clickNsettle.com  no- 
tifies the  insurer  via  E-mail. 


The  insurer  then  confic 
ly     submits     online1 
amounts  it  is  willing 
to  settle.  The  claimar 
mits  an  amount  consj 
satisfactory.  If  it  falls 
specified  range  of  one 
bids,  the  matter  is  res 
If  not,  the  claimant  hs 
more  bids.  The 
pays  clickNsettl 
$75,  win  or  losej 
wins,    the    ma> 
fee  for  bringin| 
case  is  $275. 

A  settlement 
take    only 
says   ceo   Re 
m  rael.  nam  saj 
\  surers,     suc| 
\  Travelers,  lil 
idea   because 
can  avoid  endless  hagJ 
And  if  none  of  the  bid! 
acceptable?  There's  all 
mediation,  or  the  right| 
day  in  court. 

Stacey  Higginbol 


THE  BIG  PICTURE 


A  LITTLE  LESS  BROKE 

After  a  steady  climb,  bank- 
ruptcy filings  have  eased  off. 
In  the  past  year,  business 
filings  fell  21.9%,  though 
personal  filings  were  up  0.6%. 


TOTAL  BANKRUPTCIES* 

1.5  MILLIONS 

■  CHAP.  7 
12  "CHAP.  11 

■  CHAP.  13 

0.9 
0.6 
0.3 


'95     '96     '97 
-FOR  YEARS  ENDED  MARCH  31 

In  Chapter  7,  assets  are  sold  to  repay  creditors.  In  Chapter  11,  businesses  operate! 
while  reorganizing.  In  Chapter  13,  creditors  are  repaid  in  installments.  Totals  mclutf 
small  number  of  other  filings.    Qm  BE10ITTE  &  touCHE;  ADMINISTRATIVE  OFFICE  OF  THE  U  S  COUfl 


FOOTNOTES  Americans  who  say  the  Internet  is  a  reliable  source  of  investment  info,  45%;  who  have  actually  traded  online,  41 
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SSIOIM:  Space  is  called  the  final  frontier,  but  these  clays  it's  also  called  a  business.  So  every  mission  points  in 
lirectioru  ai  once — toward  future  opportunity  and  today's  bottom  line,  lb  us,  these  aren't  opposite*  because  both  are 
Ll  the  same  way.  With  aggressive  innovation  backed  by  experience.  Which  points  in  one  direction.  To  Lockheed  Martin. 


m 


m& 


We'll  take  i 
We've  been  there 


r-J  r^ 


rgjt? 


u>.  Ithk-beednittrtiu.  com 


communications  services.  We  pioneered  in  all.  Today  we  lead  in  applying  commercial  pracrices — to  cut  costs  and  cycle 
.es,  to  improve  reliability.  We  have  more  space  experience  than  anyone.  Exactly  the  amount  your  investment  deserves. 
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WHY  WE'RE 
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Backed  by  Morgan  Stanley  Dean  Witter  &  Co. 

4-star  rating  from  Barron's,  4  years  running. 

Access  to  our  coveted  Equity  Research. 

Free  unlimited  real-time  quotes. 

Free  Thomson's  financial  research. 

Customizable  graphs. 

We  let  you  buy  Treasuries  24  hrs  a  day.  (A  first.) 

Commissions  as  low  as  $14.95* 

Option  to  invest  online. 

Option  to  invest  via  touch-tone  telephone. 

Option  to  invest  with  a  real,  live  human  being. 

Option  to  invest  via  voice-activated  system. 

24  hour  customer  service. 

Access  to  over  5,000  mutual  funds. 

Blue  Chip  Baskets.  Buy  10  stocks  for  $39.95. 

No  account  maintenance  fees. 

Your  own  personal  finance  home  page. 

Easy  portfolio  download  into  MS  Money  and  Quicken. 

Free  access  to  Zacks  Research. 

Free  Reuters  news  links  related  to  your  holdings. 

E-Mail  alerts  with  Equity  Research. 


Place  orders  24x7x365* 

Free  interactive  financial  calculators. 

Free  demo  to  try  before  you  buy. 

Chart  your  budget  with  our  interactive  calculator. 


Real  time  bid  and  ask  prices  for  all  U.S.  Treasuries. 
High  level  of  internet  security. 
Free  unlimited  check  writing. 
Get  real-time  portfolio  updates. 
Free  mutual  fund  selection  tools. 
No  IRA  setup  fee. 
No  special  software  required. 
Set  up  your  own  watch  lists. 
Free  college  planning  worksheets. 
Money  market  accounts,  with  tax-exempt  choices. 
See  what  your  money's  doing  every  second. 
Customizable  quote  baskets. 
Free  IRA  worksheets. 
Buy  and  sell  municipal  bonds  online. 
So  easy  to  use,  your  kids  can  help. 
Optional  online  application  to  speed  things  up. 
Both  Mac  and  PC  friendly. 
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E-BIZ  ISN'T  GETTING 
A  FREE  RIDE  ON  TAXES 


Mike  France  is  wide  of  the  mark  in 
"A  Web  sales  tax:  Not  if,  but  when" 
(Legal  Affairs,  June  21)  when  he  claims 
state  and  local  officials  have  been  willing 
to  let  tax  collection  slide  and  that  online 
marketers  are  getting  a  free  ride. 

The  reality  is  that  retail,  catalog,  and 
Internet  merchants  are  now  treated  the 
same:  Where  they  have  a  physical  pres- 
ence or  "nexus,"  they  collect  from  cus- 
tomers. Web  merchants  do  collect  taxes 
now  in  places  where  they  have  such  fa- 
cilities— and  they  are  collecting  such 
taxes  from  online  customers  in  those 
jurisdictions.  The  Internet  tax  morato- 
rium has  not  halted  such  collections. 

Courts  have  backed  direct  marketers 
on  two  grounds:  First,  that  it's  taxa- 
tion without  representation  where  a 
merchant  has  no  physical  presence;  and 
second,  that  cross-border  tax  collection 
is  an  interstate  commerce  issue  that 
only  Congress  can  regulate. 

Courts  also  have  rejected  the  states' 
creative  theories  that  using  800  num- 
bers, having  money-back  guarantees, 
and  exhibiting  at  trade  shows  for  short 
periods  of  time  create  situations  where 
catalogers  are  liable  for  tax  collection. 

So  far,  there  has  been  no  successful 
effort  by  states  and  localities  to  simpli- 
fy tax  codes  for  any  businesses  that 
might  be  willing  to  collect  and  remit 
based  on  a  streamlined  format.  Tax  har- 
mony remains  an  elusive  goal. 

We  wholeheartedly  agree  that,  for 
Internet-based  commerce  and  perhaps 
on  all  types  of  commerce,  a  forward- 
looking  tax  policy  is  needed  for  the  21st 
century,  and  not  one  based  on  Depres- 
sion-era thinking  that  has  propelled  the 
proliferation  of  regressive  sales  taxes. 

Roscoe  Starek 

Direct  Marketing  Assn. 

Washington 


HEY,  YOU'VE  GOT 
THE  WRONG  GUYS 


"Stock  options  bite  back"  (News: 
Analysis  &  Commentary,  June  14)  stat- 


ed that  West  Group  is  being  sue 
not.  West  Group  is  a  new  orgar 
created  by  the  purchase  of  We: 
lishing  by  Thomson  Corp.  in  19 
lawsuit  and  allegations  mentionec 
article  are  against  West  Publishi 
West  Group. 

Both  the  plaintiffs  and  the  judj 
acknowledged  that  the  actions 
Group  and  its  management  are 
question. 

Steven  1 

Associate  General  C 

Thomso 

Stamford, 


IS  AMERICA 

THE  MOST  VENAL  NATION? 


In  your  listing  of  the  most  c  fe  v 
nations  ("The  list,"  Up  Front,  Jui  ?:ri, 
the  scoring  system  that  you  em] ;.  i. 
obviously  does  not  take  into  accou  »,<)> 
special-interest  lobbying  process  mi  for 
its  corrupting  influence  on  electior  mi  ■ 
paigning  and  the  practice  of  g  $#. 
nance — that  exists  in  this  count  pi 
these  billions  of  dollars  spend  o: 
bying  and  campaign  were  includec  i 
would  catapult  the  U.  S.  into  the  j, 
position  as  the  most  corrupt  nat:  jj, 
the  world. 

Chandran  CheL, 
Saratoga, 


e: 


,ar; 


AN  ODD  QUOTE 
ABOUT  ASIANS 


iey  we 
ietnan 
ia.  Bu 


As  a  young  Asian  American  ai  \tw 
an  educated  human  being,  I  have  a  IB  ge 
plaint  about  the  article  "Are  music  ^ 
panies  blinded  by  fright?"  (Entel  |0'se 
ment,  June  28).  The  complaint  a  •  m 
from  the  following  quote:  "A  ort() 
stored  on  a  floppy  disk  may  no  a,  i, 
playable  on  any  other  device  excep  skh 
one  on  which  it  was  originally  recoi 
That's  likely  to  chafe  'the  ave 
American,  and  more  so  the  ave 
Asian,  who  thinks  it's  a  God-given  j  ne 
to  copy  something,'  says  Richard 
herty,  director  of  research  at  the  Eh 
sioneering  Group,  a  testing-and-rese 
firm  in  Seaford,  N.  Y."  Now,  wh;  ^ 
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•CTIONS  &  CLARIFICATIONS 

urday  night  at  the  holographs?" 

jments  to  Watch,  June  28)  azoben- 

js  described  incorrectly.  It  is  an 

I  ial  chemical,  not  a  type  ot  polyester. 


nk  "the  average  Asian"  would 
•  likely  to  be  "chafed"  than  the 
'•  American? 

Edward  Lee 
New  York 

S.  MAY  HAVE  THE  WRONG 
SE  AND  TOO  MUCH  OF  IT? 
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Pentagon's  badly  aimed  billions" 
als,  June  28)  was  right  on  target, 
operly  focused  on  the  new  air- 
*at  are  being  designed  to  replace 
that   worked  so  effectively  in 

There  are,  however,  many  new 
is  in  the  Defense  budget  designed 
ace  others  that  were  never  even 
•red  for  use  in  Kosovo.  Most  no- 
imong  these  is  the  new  attack 
fine. 
narines  are  stealthy  craft  that 

I  >riginally  designed  to  be  used 
,  powerful  enemies.  Not  surpris- 
he  attack  submarine  force  of  the 

II  Kavy  has  not  fired  a  torpedo  in 
since  World  War  II.  Certainly 
tines  were  excellent  intelligence- 
ing  platforms  during  the  cold  war, 
ey  were  not  used  much  in  Ko- 
ietnam,  Grenada,  Panama,  Iraq, 
ia,  Bosnia,  or  Kosovo.  True,  at- 
ubmarines  did  shoot  cruise  mis- 
uring  the  gulf  war  as  a  demon- 

1  [in.  Because  Iraq  had  no  navy  to 
of,  however,  any  ship  could  have 
'hose  missiles. 

•  current  attack  submarines  are 
or  to  any  in  the  world  and  will  be 
at  least  another  decade.  Most  of 
MB  ships  are  about  halfway  through 
i^l  intended  service  life.  Some  of 
m  [modern  submarines,  however,  are 
m  '  decommissioned  early  in  order  to 
M  ie  total  number  down  to  an  im- 
iflj  i  limit  of  45  to  55  submarines.  Oth- 
lie|  'ill  be  destroyed  early  to  make 
Cor  the  new  class  of  submarines. 
flllrst  new  attack  submarine  will  cost 
$3  billion.  Follow-on  ships  will 

*  bout  $1.5  billion. 

:*lis  current   practice  of  destroying 
l|  rily  superior  submarines  early  in 

•  service  lifetimes  in  order  to  make 
•I  for  more  expensive  submarines 
i  a  ill  have  no  apparent  rivals  for  at 
ia  decade  can  only  be  classified  BS 

ess. 

■  lames  T.  Hush 
Captain,  U.S.  Navy  (Ret) 
Arlington.  Va. 
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since  the  end  of  the  cold  war,  ome 
of  the  line  i  public  servant!  from  two 
Administrations  have  failed  to  come  to 
grips  with  the  problem  of  an  oversized 
budgel  thai  ie  buying  us  the  wrong  de 

tense  and  too  much  of  it.  Good  men  and 
women,  in  and  out  of  uniform,  have 
averted  their  eyes  because  the  political 
problem  ia  tOUgh,  and  neither  Congress 
nor  the  Clinton  Administration  has  the 
stomach  for  a  tight.  Last  winter.  Army 
Times  bannered  the  story  of  spare  parts 
shortages  that  dropped  the  forces'  mis- 


capable  rat< 

to  74%,  down   10'/    [] 

are  parked  in  hangar  all  over  the  world 
because  they've  been  cannibalized  for 
part 

If  the  Pentagon  were  a  busine    ,  the 

I  l  0  would  have  called  hi-  team 
er  10  year-  ago  and  -aid  :  "Folks,  the 
market  has  changed.  There'-  no  more 
Soviet  Union,  I  want  you  to  cut  your 
budgets  1.7 ;  becaii-e  I  need  the  money 
for  a  new  market — our  many  donn 
problems.  If  you  can't  find  the  cuts,  let 


"Let  me  be  the  devil's  advocate  here  —  why  try  to  be 

like  Williams  when  we  can  rack  up  higher  profits  by 

over-promising  and  under-delivering?" 


The  devil's  in  the  details.  So  Williams  works  harder  to  anticipate 
your  needs,  and  deliver  tailored  solutions.  It's  the  key  to  our  90 
years  of  successful  business  ventures.  So  abandon  "devil-may-care" 
providers  for  someone  who  knows  your  success  is  our  success. 


Williams 


Energy  •  Communications  •  Leadership 

•800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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Readers  Report 


me  know,  and  I'll  get  a  new  team." 
Until  your  editorial,  nobody  in  the 
national  press  had  noticed. 

James  S.  Doyle 
Bethesda,  Md. 
Editor's  note:  Tlie  writer  retired  in  1998 
as  vice-president  and  executive  editor 
of  Army  Times,  Navy  Times,  Marine 
Corps  Times,  and  Air  Force  Times. 

Congratulations  to  business  week 
for  reporting  the  Pentagon's  dirty  little 
secret:  The  war  over  Kosovo  is  evidence 
of  an  incredible  $300  billion  misallocation 
of  assets. 

You  are  so  right:  The  old  A-6  In- 
truders, which  the  Navy  scrapped  (be- 
cause faster  is  better),  were  badly  need- 
ed. Their  absence  prolonged  hostilities. 

But  it's  worse  than  that.  The  Navy  is 
still  ordering  billions  in  cold  war  sub- 
marines, mega- warships,  and  mega-air- 
craft, and  spending  itself  into  a  weaker 
position.  The  Army  and  Air  Force  are 
doing  the  same. 

At  a  time  when  proven  domestic 
needs  are  underfunded  or  not  funded 
at  all,  the  Pentagon  is  still  sucking  up 
more  than  half  the  annual  discretionary 
budget  on  a  wide  range  of  weapons  we 
don't  need. 

John  J.  Shanahan 

Vice-Admiral,  U.  S.  Navy  (Ret.) 

Chairman,  Business  Leaders 

of  Sensible  Priorities 

Ormond  Beach,  Fla. 

SKILLED  WORKERS:  THE  SEARCH 
SHOULD  BEGIN  AT  HOME 

Laura  D'Andrea  Tyson  is  right,  of 
course,  to  point  out  the  growing  need 
for  skilled  workers  in  technology,  even 
after  we  solve  the  Y2K  problem  ("Open 
the  gates  wide  to  high-skill  immigrants," 
Economic  Viewpoint,  July  5).  She  may 
also  be  right  in  urging  that  we  import 
such  high-skill  competence  in  informa- 
tion technology. 

Let  us  not  overlook  the  possibility, 
however,  that  we  can  educate  enough  of 
our  own  children,  and  reeducate  enough 
of  our  adults,  to  fill  this  need.  We  are 
about  to  have  a  window  of  opportunity 
to  seek  out  the  brightest  young  people 
as  we  satisfy  the  need  for  workers  for 
the  Y2K  problem.  We  need  to  ask  our- 
selves the  question — a  hard  one — as  to 
what  would  happen  if  we  allocated  the 
necessary  resources  to  raise  the  educa- 
tional levels  of  the  young  people  whose 
talents  are  now  going  to  waste. 

Experience  makes  clear  that  the  ef- 
fort to  improve  education  would  be  ex- 
pensive. The  expense,  however,  can 
have  a  double  result.  We  would  not  only 


produce  the  human  skills  we  need  to 
ran  a  contemporary  technological  society 
but  would  also  improve  the  quality  of  el- 
ementary and  secondary  schools,  and 
even  community  colleges  and  universi- 
ties. That,  in  turn,  would  rebuild  confi- 
dence that  our  public  school  system  can 
help  young  people  learn  what  they  need 
to  know  and  help  adults  to  leam  anew 
what  they  didn't  have  a  chance  to  learn 
when  they  were  younger. 

Some  private  businesses  might  also 
develop  their  own  training  programs. 
If  we  begin  to  look  at  our  own  citizens, 
their  needs,  and  their  possibilities,  we 
could  then  take  a  second  look  at  the 
need  to  import  high-tech  workers. 

Leonard  S.  Stein 
Evanston,  111. 

Laura  Tyson  provided  a  solid  argu- 
ment in  favor  of  increasing  the  Hl-B 
visas  for  highly  skilled  immigrants. 
However,  there  is  an  issue  that  needs 
mentioning — the  shortage  of  Americans 
studying  information  technology  in 
college.  This  is  a  major  concern  for  do- 
mestic employers,  who  must  fill  open- 
positions  with  highly  skilled  immi- 
grants. These  immigrants  often  find 
that  the  United  States  offers  some- 
thing that  their  host  countries  do  not: 
higher  wages.  The  greater  the  income 
disparity  in  the  host  country,  the 
greater  the  probability  that  the  highly 
skilled  individual  will  emigrate  to  a 
country  that  will  offer  him  or  her  a 
higher  wage. 

Andy  Seth 
Torrance,  Calif. 

ONE  U.N.  AGENCY'S  HIGH 
STANDARDS  OF  TRANSPARENCY 

We  would  welcome  an  opportunity 
to  discuss  the  issues  that  were  men- 
tioned in  "The  Net:  How  to  head  off 
big-time  regulation"  (Legal  Affairs, 
May  10).  The  World  Intellectual  Prop- 
erty Organization  (wipo)  is  one  of  the 
U.  N.'s  16  specialized  agencies.  It  is 
not,  as  the  article  says,  a  "quasi-gov- 
ernmental group." 

As  for  the  conduct  of  the  wipo  process 
on  Internet  domain  names  and  their  re- 
lationship to  trademarks,  this  was  initi- 
ated with  the  approval  of  wipo's  171 
member  states.  Each  step  of  the  process 
has  been  transparent,  and  wipo  has  gone 
to  great  lengths  to  make  participation 
possible  by  all  interested  parties,  includ- 
ing governments,  nongovernmental  or- 
ganizations, public-interest  groups,  and 
the  private  sector,  wipo  also  posted  re- 
quests for  comments  on  the  Internet  and 
received  more  than  1,000  reactions  from 


governments,  intergovernmental 
zations,  professional  associations 
rations,  academics,  and  individu 

Geof 
Assistant  Director  Genen 


ASSISTED  LIVING  FILLS  THE 
FOR  MANY  ELDERLY  PEOPLE 


There  is  a  simple  explanation 
"puzzling  slowdown  in  nursing  he 
mand"  ("Who's  caring  for  the 
Economic  Trends,  June  28).  An 
not  because  elderly  people  are  h* 
nowadays.  The  reason  is  the  real 
which  was  made  several  years  ag 
many  of  the  elderly  need  only 
amount  of  assistance  or  care.  T 
not  need  the  comprehensive  insti 
al  care  that  a  nursing  home  prov 

This  new  awareness  has  led  to 
ing  more  "assisted  living"  faciliti 
lored  to  the  needs  of  elderly  folks 
fair  health  but  needing  only  some 
sight  and  assistance  with  meals  a 
cial  routines,  and  wanting  to  liv 
home-type  environment. 

A.  F  Ka| 
Rye 
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If  your  bank 

could  start  over,  this  is 

what  it  would  be. 


In  the  60  seconds  it  takes  to  find  a  parking  spot  at  your  old  bank,  you  can  get  an  answer  on  your 

loan  application.  And  that's  just  for  starters.  For  a  better  mortgage,  smart  investments,  more  affordable 

insurance-even  speedier  ways  to  pay  bills-leave  your  car  in  the  garage.  Your  new  bank's  in  the  den. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

ITS  A  PHONE, 
ITS  A  PALMTOP 


Combo  devices 
show  promise, 
but  are  they  ready 
for  prime  time? 

One  lump  or 
two?  That's  the 
question  facing 
designers  and  con- 
sumers at  the  dawn  of 
a  new  era  of  wireless 
communications.  Cell 
phones  are  beginning  to 
handle  data  as  well  as 
voice  calls,  and  hand- 
held computers,  orga- 
nizers, and  other  de- 
vices can  become  much 
more  useful  if  they  gain 
wireless-communications 
capability.  So  does  it 
make  more  sense  to 
have  a  single  super- 
phone  that  doubles  as 
handheld  computer,  or 
do  you  want  a  phone  and  a 
discrete  handheld  to  work 
separately  and  together? 

I  tested  two  very  differ- 
ent attempts  to  deal  with  the 
question.  The  pdQ  phone, 
from  Qualcomm  (619  587-1121 
or  www.qualcomm.com),  is  a 
digital  phone  with  a  3Com 
Palm  built  in.  The  Starfish 
Clip-on  Organizer  from  Mo- 
torola (800  331-6456  or 
www.starfish.com)  displays 
the  address  book,  calendar, 
and  to-do  list  from  your  desk- 
top information  manager  on 
a  device  that  clips  to  a  Star- 
tac  phone. 

The  pdQ  phone  indicates 
the  strengths  and  weaknesses 
of  the  superphone  approach. 
The  phone,  which  will  come 
on  the  market  this  summer 
as  Qualcomm  negotiates  deals 
with  carriers,  is  expected  to 
cost  between  $500  and  $800, 
depending    on    the    service 


plan.  At  a  time 
when  tiny  phones 
are  the  rage,  the 
pdQ  is  a  bruiser  by 
cell-phone  standards. 
To  accommodate  a 
display  just  a  bit 
smaller  than  Palm 
Ill's,  the  phone 
weighs  9.8  oz. 

DATA  GAP.  There's  also  a  big 
ergonomic  problem:  You  can't 
read  the  display  while  holding 
the  phone  up  to  your  ear.  A 
headset  is  one  solution,  and 
Qualcomm  supplies  a  combi- 
nation earpiece/microphone. 
But  at  least  in  the  U.  S., 
these  have  been  slow  to  catch 
on  with  cell-phone  users. 

On  the  promising  side,  the 
all-in-one  design  should,  in 
theory,  work  as  a  phone  and 
a  modem  for  the  Palm.  A 
phone  link  would  let  you  get 
E-mail,  browse  the  Web,  and 
exchange  contacts  and  calen- 


dar information  with  your 
desktop  computer.  Unfortu- 
nately, the  digital  networks 
that  pdQ  uses,  such  as  Sprint 
PCS,  are  just  starting  to  get 
data  capability.  The  extent  of 
phone-Palm  integration  will 
depend  on  which  of  the  two 
pdQ  models  you  have  and 
just  what  services  your  cellu- 
lar carrier  offers.  At  worst, 
you  may  have  to  forgo 
checking  your  E-mail 
or  surfing  the  Web,  and 
stick  to  using  your 
Palm  address  book  to 
dial  the  phone. 

The  $250  StarTAC 
Clip-on  comes  with  a 
different  set  of  er- 
gonomic and  integration 
problems.  The  thick, 
credit-card-sized  device, 
a  very  close  relative  of 
the  Starfish-designed 
Franklin  Rex  Pro,  at- 
taches easily  to  most 


ONE  PIECE  OR  TWO 

<  QUALCOMM  PDQ  PHONE 

Description:  Cell  phone  with 
built-in  Palm  handheld 
Network:  CDMA  digital 
Price:  $300-500,  set  by  carrier 
Weight:  9.8  oz. 


MOTOROLA  STARFISH  CLIP-ON  ORGANIZER 

Description:  Organizer  attaches  to  StarTAC 

phone 

Network:  Analog,  CDMA  or  TDMA  digital 

Price:  $250  plus  phone 

Weight:  2.3  oz.,  7  oz.  with  phone 

DATA:  MANUFACTURERS 

any  StarTAC  phone.  You  can 
enter  a  bit  of  data  by  using  a 
stylus  to  tap  a  clumsy  on- 
screen keyboard.  But  for  the 
most  part,  the  Clip-on,  like 
the  Rex,  is  intended  to  dis- 
play data  downloaded  from  a 
desktop  program. 

One  real  strength  is  that 
Starfish's  TrueSync  software 
is  designed  to  transfer  data 
among  multiple  programs  and 
devices.  You  can,  for  exam- 
ple, simultaneously  sync  a 
Clip-on,  a  Palm,  Microsoft 
Outlook  on  the  desktop,  and 
a  Yahoo!  Calendar  on  the 
Web. 


•  tog 


ft 


idB 


A  drawback  is  that 
ganizer  pushes  the 
weight  up  by  50%, 
The  half-inch  thicknes: 
combined  phone-or 
makes  the  once-almo 
tectable  StarTAC  a  bu 
when  worn  in  its  belt 
Motorola  insisted  th 
Clip-on  meet  the  sam 
bility  standards  as  the 
greatly  increasing  it 
and  weight  in  comr.  < 
with  the  Rex. 
SMALL  LIMITS.  A  bigge 
lem  is  that  there  is  ver 
integration  between  th 
on  and  the  phone.  T 
interaction  is  you  can 
phone  from  the  addres 
So  while  it's  handy  to 
to  detach  the  Clip-o 
the  phone  so  you  can 
while  you're  talking, 
not  a  lot  you  can  do 
they  are  attached. 
As  these  gizmos 
and  as  wirele 
works  improv 
the  design  a: 
integration 
better.  But  the: 
limits.  There 
way  to  get  a 
data  screen  i 
device  that': 
small  as  a 
should  be.  0 
other  hand,  m 
phone  should 
larger  data  d 
such  as  palmto| 
browse  the 
fetch  E-mail, 
ceive  pages. 
The  solution 
lie  in  technology  being  d| 
oped  by  an  industry  co: 
tium  called  the  Blue 
Special  Interest  Group. 
Tooth  uses  low-power 
transmitters  to  connec 
vices,  so  that  the  palmt 
your  hand  could  use 
phone  hanging  from  your 
to  check  your  E-mail.  Pr 
cal  applications  of  Blue  T 
are  probably  still  a  year 
but  this  technology  maj 
the  key  to  letting  hand 
devices  share  each  oth 
strengths,  instead  of  buik 
hybrids  that  do  many  thi: 
none  of  them  well. 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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Work   uninterrupted 


»re  anyone  e 


lse  That's  My  tlME. 


^OCTLlS.  Without  being  pulled  in   a  million   different  directions. 
icl    Breakfast!     Hey,  I  can  fit  that  in  anytime. 


'en  after  the  troops  invade.) 


ly  yourself  some  time  with  Kellogg's  Nutri- Grain  bars- 
e  only  bars  that  are  an  excellent  source  of  calcium,  and  put 
e  goodness  of  a  bowl  of  cereal  In  the  palm  of  your  hand. 


Books 


ELEANOR  ROOSEVELT 
Volume  2,  1933-1938 

By  Blanche  Wiesen  Cook 
Viking  »686pp»  $34.95 


FIRST  LADY,  AND 
NO  SECOND  FIDDLE 


It  may  be  unfortunate  for  Hillary 
Rodham  Clinton  that  she  has  chosen 
to  test  her  political  wings  just  as  a 
long-awaited  second  volume  of  an 
Eleanor  Roosevelt  biography  hits  the 
bookstores.  For  the  book  highlights  the 
stark  differences  between  Clinton  and 
her  role  model,  with  whom,  the  White 
House  has  admitted,  she  had  imaginary 
conversations. 

Early  on,  Clinton  had  sought  to  carve 
out  an  independent  policy  role,  but  she 
withdrew  from  public  activism  after  her 
health-care  plan  bombed,  er,  as  biog- 
rapher Blanche  Wiesen  Cook  calls  her 
subject,  took  another  approach.  In 
Eleanor  Roosevelt:  Volume  2,  1933-1938, 
Cook  describes  a  First  Lady  who,  un- 
daunted by  failure  and  discord,  ran  a 
"parallel  administration"  alongside  the 
President's,  making  major  contributions 
to  the  New  Deal.  Seeking  political  office 
for  herself  seemed  unnecessary. 

At  686  pages,  this  volume  is  a  com- 
prehensive look  at  just  five  years  in  the 
life  of  a  very  busy  woman.  "She  wrote, 
she  published,  she  traveled,  she  lobbied, 
she  joined  grassroots  organizations  and 
radical  communities  with  a  zeal  that 
sparked  controversy  everywhere,"  its 
dust  jacket  proclaims.  The  book  itself, 
though,  is  seldom  so  succinct,  and  its 
detail  can  try  the  reader's  patience.  One 
hopes  that  volume  three,  which  Cook 
is  writing  now,  will  be  more  focused. 

As  the  author  tells  it,  Eleanor  often 
prodded  Franklin's  conscience,  and  he 
turned  to  her  to  "warm  up,"  or  build 
support  for,  politically  dicey  issues.  And 
if  she  disagreed  with  her  more  cautious 
husband,  she  often  said  so  publicly. 
Sometimes,  the  wily  Eleanor  even  by- 
passed opponents  in  the  Administration. 
In  organizing  the  Arthurdale  housing 
community  in  destitute  Appalachia,  for 
example,  she  enlisted  the  support  of 
fdr's  close  aide,  Louis  Howe,  even 
though  the  project  was  supposed  to  be 


administered  by  Interior  Secretary 
Harold  L.  Ickes.  Ickes  complained  that 
er  and  her  supporters  were  spending 
money  "like  drunken  sailors."  fdr  pri- 
vately agreed,  but  Eleanor  prevailed, 
and  the  houses  were  built  with  the  mod- 
ern amenities  that  she  chose. 

Cook's  narrative  is  most  compelling 
when  it  describes  er's  pursuit  of  social 
equality.  In  one  of  the  most  moving 
scenes,  the  author  describes  how,  at  a 
1938  civil  rights  meeting  in  Birming- 
ham, Ala.,  Eleanor  refused  to  sit  in  the 
whites-only  section  as  the 
state's  segregation  laws  re- 
quired. Instead,  she  placed 
a  folding  chair  between  the 
two  sections  and  carried  t 
that  chair  with  her  for  the 
four  days  of  the  conference. 

Such  zeal,  Cook  conjec- 
tures, was  partly  a  reaction  j 
to  the  isolationist  State 
Dept.'s  mid-1980s  require- 
ment that  she  not  speak 
out  against  Hitler's  treat- 
ment of  the  Jews.  Her  si- 
lence was  "grievous  and 
prolonged"  on  this  issue,  says  Cook,  yet 
er  was  among  the  first  to  make  the  con- 
nection between  the  fascism  that  was 
brewing  overseas  and  racism  at  home. 

There  is  no  doubt  that  Eleanor  Roo- 
sevelt was  a  remarkable  woman,  but  to 
hear  her  feminist  biographer  tell  it,  she 
could  do  little  wrong.  In  contrast,  fdr 
often  comes  off  as  a  craven  and  duplici- 
tous  politician.  He  failed  to  speak  out  for 
a  doomed  anti-lynching  bill  that  ER 
championed  because  he  didn't  want  to 
challenge  the  Southern  leadership  of  his 
party.  Fearful  of  losing  Catholic  sup- 
port in  the  labor  unions,  he  ignored 
Eleanor's  desperate  entreaties  to  inter- 
vene on  the  side  of  democracy  in  the 
Spanish  Civil  War.  Could  it  be,  perhaps, 
that  fdr  was  more  attuned  to  the  real- 
ities of  the  time — that  it  was  necessary 


to  make  those  compromises  to  s 
controversial  New  Deal? 

Volume  1  of  this  biography  co 
some  powerful  notions.  Cook  s 
ed  that  er's  political  growth  was 
to  her  feelings  of  abandonmen 
she  discovered  Franklin's  affai 
Lucy  Mercer.  That,  along  with 
elusion  from  fdr's  male  circle, 
aged  her  to  develop  ties  with  a 
politically  active  women.  Her 
empowerment  deepened  with 
self-discovery,  particularly  throug 
lationship  with  reporter  Lorena 
In  Volume  2,  though,  Cook 
explores  the  connection  t 
Eleanor's  trouble-fraught  privat 
tionships  and  her  growing  activi; 
popularity.  And  while  there  is  mu 
is  interesting  in  the  book,  it  is 
compelling  read.  A  vast  amount 
terial  is  haphazardly  thrown  to, 
with  only  the  thinnest  of  transiti 
Even  when  Cook  offers  more 
sis,  she  often  fails  to  back  up  her 
ments.  For  example 
suggests  that  husbai 
wife  often  worked  i 
cert,  complementin 
other:  While  Fr, 
sought  to  build  supp< 
the  politically  po 
Eleanor  pushed  foi 
radical  end  of  New 
thinking."  But  it's  no 
the  two  actually  did  ( 
nate  their  efforts.  A 
point,  for  instance,  he 
her  to  "warm  up 
prospect  of  U.S.  en 
in  the  World  Court,  then  didn't 
the  necessary  legislation.  So  wr, 
warm-up?  Moreover,  fdr  often  ig 
er,  for  reasons  Cook  fails  to  expl 
Still,  what  comes  through  cles 
er's  fearlessness.  As  2000  appro 
it's  hard  to  fathom  how  radical  i 
for  a  President's  wife  in  the  19i 
warn  that  women  who  didn't  wor 
side  the  home  would  become  "au 
tons."  As  Hillary  Clinton  hits  th 
bidding  political  hustings  in  New 
perhaps  she'll  want  to  get  in  toucl 
er  for  a  brush-up  course.  The  les: 
you  have  a  strong  sense  of  purpos 
principle,  sometimes  you  can  defe; 
countervailing  political  tide. 

BY  SUSAN  B.GA 
Garland  covered  the  White  . 
during  Bill  Clinton's  first  term. 


ELEANOR  ROOSEVELT  WAS  REMARKABLE,  BUT| 


\ 


TO  COOK,  SHE  COULD  DO  LITTLE  WRONG 
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onomic  Viewpoint 


[FFREY  E.  GARTEN 


\E  NBA  NEEDS  TO  DO 
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Despite  last  month's  exciting  playoffs, 
National  Basketball  Assn.  Commis- 
sioner David  J.  Stern  shouldn't  be 
smiling  too  much.  Even  as  attendance  bounces 
back  from  this  past  season's  six-month  NBA 
shutdown  over  players'  salaries  and  the 
league's  gross  revenues  rise  steadily  (up  to 
$1.7  billion  in  1998),  operating  profits  have 
declined  from  $195  million  in  1993  to  a  loss  of 
$25  million  last  year.  The  new  contracts  cap- 
ping players'  pay  will  definitely  help,  but 
Stern  has  to  do  something  more,  and  his 
biggest  moneymaking  opportunities  could  lie 
abroad. 

Only  10%  of  gross  NBA  revenues  currently 
come  from  overseas.  Stem  says  basketball 
sells  itself,  but  interest  in  countries  such  as 
Spain  and  Argentina  is  actually  waning,  ac- 
cording to  sports  reporters,  who  worry  about 
the  game's  appeal  without  Michael  Jordan  on 
the  scene.  Nor  should  the  competition  be  un- 
derestimated. Soccer  is  the  world's  most  pop- 
ular sport — the  last  World  Cup  series  drew 
more  than  3  billion  viewers.  Vying  for  the 
attention  of  young  male  TV  viewers  are  local 
sports,  mtv,  and  computer  games. 

Other  formulas  for  making  money  from 
sports  exist,  too.  For  example,  the  nba  owns 
the  teams — "content" —  but  Rupert  Murdoch 
is  making  a  bid  for  both  content  and  distrib- 
ution by  buying  teams,  TV  stations,  cable  net- 
works, and  satellites.  These  days,  moreover, 
few  companies  can  sew  up  foreign  markets 
only  by  distributing  their  products  from  a 
U.  S.  base,  as  the  league  is  trying  to  do. 

The  nba  is  not  just  sports  but  entertain- 
ment and  consumer  products.  It  should  there- 
fore take  a  look  at  Walt  Disney  Co.,  which 
has  been  building  theme  parks  abroad;  or 
Sony  Pictures  Entertainment,  which  doesn't 
just  sell  Hollywood  movies  but  is  setting  up 
studios  for  European  film  production  in  Berlin; 
or  Procter  &  Gamble  Co.,  which  manufac- 
tures toothpaste  and  shampoo  overseas. 

For  the  nba  to  devise  the  right  global 
strategy  it  should  learn  from  companies  that 
are  defining  themselves  not  just  by  what  they 
do  now  but  by  how  they  can  tap  into  the 
full  range  of  their  customers'  desires  using 
multiple  distribution  channels.  Wal-Mart 
Stores  Inc.  is  preparing  to  provide  low-cost 
banking  to  its-  budget-conscious  customers. 
Amazon.com  Inc.  is  offering  its  book  buyers 
everything  from  music  to  Sotheby's  cyber- 
auctions.  Martha  Stewart  t)t'\\'\^  her  loyal  fe- 


male audience  cooking,  gardening,  and  other 
lifestyle  products  through  books,  magazines, 
catalogues,  Kmart,  TV,  and  the  Internet. 

To  be  sure,  Stern  hasn't  been  idle.  He  had 
an  early  triumph  in  1992,  when  a  U.S. 
Olympic  team  that  included  Michael  Jordan, 
Magic  Johnson,  and  Larry  Bird  won  the  gold 
medal.  The  league's  franchises  have  expanded 
into  Canada;  played  games  in  Mexico,  Italy, 
Japan,  and  elsewhere;  and  sponsored  basket- 
ball clinics  in  Africa  and  Asia.  The  NBA  em- 
ploys more  than  100  people  in  nine  countries 
who  license  everything  from  TV  programming 
to  T-shirts.  Through  relationships  with  105 
broadcasters  around  the  world,  it  has  beamed 
games  to  650  million  households  in  199  coun- 
tries. And  the  NBA  is  promoted  everywhere 
by  world-class  companies  like  McDonald's, 
Nike,  and  AT&T. 

HOT  STREAK.  But  the  nba's  approach  to  glob- 
alization is  conservative,  requiring  little  capi- 
tal and  incurring  few  risks.  It  needs  to  be 
more  aggressive,  especially  while  it  is  still 
hot.  In  the  first  instance,  that  would  entail  di- 
rect support  for  basketball  teams  abroad.  But 
the  league  should  also  capture  the  broader  lu- 
crative market  for  male  teenagers  around  the 
globe  who  relish  the  speed  and  combative 
nature  of  the  game,  not  to  mention  the  mini- 
mal requirements  for  space,  equipment,  and 
teammates. 

Stern  &  Co.  could  buy  and  better  com- 
mercialize teams  in  such  places  as  Mexico  or 
China  (where  100  million  young  men  play 
basketball).  They  could  make  NBA.com  a  cy- 
berspace network,  not  just  for  basketball  but 
for  all  sports.  They  could  join  forces  with 
Madison  Square  Garden  and  Bechtel  Group 
Inc.  to  build  and  run  state-of-the-art  sports 
arenas  abroad.  They  could  work  with  Time 
Warner  Inc.  to  produce  sports  videos  in  mul- 
tiple languages,  or  with  Nintendo  Co.  to  cre- 
ate computer  sports  games.  They  could  run 
for-profit  summer  camps  for  kids  from  Kansas 
City  to  Kuala  Lumpur. 

During  Stern's  15  years  at  the  helm  of  the 
NBA,  the  average  value  of  a  team  franchise  in- 
creased from  $12  million  to  $200  million,  and 
the  nba  has  become  a  global  brand.  But  even 
the  commissioner  says,  "Our  biggest  chal- 
lenge now  is  to  figure  out  who  we  are."  If 
Stem  recognizes  that  a  successful  global  strat- 
egy requires  bold  moves,  he  will  heed  the 
advice  of  Napoleon:  "If  you  are  going  to  take 
Vienna,  take  Vienna." 
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Economic  Trends 


BY  GENE  KORETZ 

THE  POWER  OF 
POWER  COUPLES 

They  give  cities  a  competitive  edge 

Call  them  "power  couples" — young  or 
prime-aged  married  couples,  in  which 
each  spouse  is  college-educated  and  ca- 
reer-oriented. Over  the  past  30  years, 
such  couples  have  become  a  growing 
force  in  labor  markets.  And  as  a  new 
National  Bureau  of  Economic  Research 
study  by  Dora  L.  Costa  and  Matthew 
E.  Kahn  suggests,  their  increasing  incli- 

COLLEGE-EDUCATED  COUPLES 
ARE  BIG-CITY  BOUND 

PROBABILITY  OF  LIVING  IN  A  LARGE  CITY* 


COUPLES  WITH  ONE  - 
COLLEGE  CRAO 


1940  1970  1990 

A  PERCENT     *T0P  METRO  AREAS  CONTAINING  HALF  Of  TOTAL 
METROPOLITAN  POPULATION  DATA  APPLIES 
TO  COUPLES  WITH  HUSBAND  AGE  25-45. 

DATA:  DORA  L  COSTA  AND  MATTHEW  E.  KAHN 

nation  to  settle  down  in  large  metropoli- 
tan areas  may  have  important  implica- 
tions for  the  locational  decisions  of 
businesses  and  the  growth  of  cities. 

Several  trends  lie  behind  the  advent 
of  the  power  couple:  the  increasing  la- 
bor-force participation  of  married 
women,  rising  demand  and  pay  for  well- 
educated  workers,  and  the  huge  surge 
of  women  into  college  and  once  male- 
dominated  professions.  In  1940,  only 
18%  of  female  college  grads  married  to 
a  college-educated  spouse  age  25  to  45 
had  jobs.  By  1970,  the  share  was  39%; 
by  1990,  74%.  Meanwhile,  the  percent  of 
marriages  with  two  college  grads  rose 
eightfold  from  2%  in  1940  to  16%  in 
1990,  and  that  of  couples  with  one  col- 
lege grad  tripled  from  7%  to  20%. 

The  tendency  of  working  wives  to 
defer  to  their  husbands'  job  needs  has 
also  waned.  The  rise  in  women's  relative 
wages,  the  high  incidence  of  divorce, 
and  the  growth  of  feminist  ideology 
have  affected  women's  attitudes.  The 
study  notes  that  49%  of  wives  in  dual- 
career  households  surveyed  in  1998  clas- 
sified their  careers  as  equal  in  impor- 
tance to  those  of  their  husbands. 

The  upshot  has  been  a  growing  ten- 
dency of  highly  educated  couples  to  lo- 
cate in  large  cities,  which  offer  more 


job  opportunities  for  both  husband  and 
wife.  The  authors'  analysis  of  Census 
Bureau  data  indicates  that  the  share  of 
college-educated  couples  living  in  large 
cities  rose  from  42%  in  1970  to  49%  in 
1990  (chart)— and  from  10%  to  35%  in 
the  case  of  those  with  working  wives. 

By  contrast,  only  14%  of  college-edu- 
cated couples  with  a  nonworking  wife 
resided  in  big  cities  in  1990,  hardly  more 
than  the  13%  of  non-college-educated 
couples.  While  rents  in  large  cities  are 
higher  than  in  smaller  cities,  the  study 
finds  that  the  higher  wages  paid  to 
skilled  workers  in  large  cities  plus  the 
additional  income  from  two  paychecks 
more  than  offsets  the  rent  difference 
(which  makes  smaller  towns  more  at- 
tractive to  one-worker  couples). 

Looking  ahead,  Costa  and  Kahn  be- 
lieve the  tendency  for  power  couples  to 
locate  in  large  metropolitan  areas  will 
intensify — a  trend  that  is  likely  to  affect 
business-location  decisions.  Already,  sur- 
veys indicate  that  a  spouse's  employ- 
ment has  become  a  major  reason  that 
workers  resist  relocation.  As  a  result, 
smaller  cities — especially  those  lacking 
amenities  such  as  a  good  climate — may 
have  a  hard  time  attracting  and  retain- 
ing  skilled  workers. 

As  for  power  couples,  their  relative 
economic  position  could  actually  improve 
as  more  of  their  peers  join  them  in  ur- 
ban locales.  In  today's  global,  informa- 
tion-based economy,  greater  contact  be- 
tween highly  skilled  individuals  in  big 
cities  seems  to  foster  the  kind  of  inno- 
vation and  learning  employers  prize. 


CEOs,  OPTIONS, 
AND  HAPPY  TALK 

News  disclosure  is  pegged  to  price 

Do  top  executives  manage  the  dis- 
closure of  news  about  their  com- 
panies in  ways  that  enhance  the  value 
of  their  stock  options?  A  recent  study 
by  David  Aboody  of  the  University  of 
California  at  Los  Angeles  and  Ron 
Kasznik  of  Stanford  University  suggests 
that  all  too  often  the  answer  is  yes. 

The  two  graduate  business  school  ac- 
counting professors  analyzed  some  2,000 
CEO  stock-option  awards  from  1992  to 
1996  by  572  large  companies  that  make 
such  awards  on  nearly  identical  dates 
every  year.  They  found  that  the  pattern 
of  stock-price  movements  and  manage- 
ment-earnings forecasts  issued  around 
the  time  of  the  awards  differed  signifi- 
cantly from  the  pattern  at  other  times 
during  the  year.  Specifically,  managers 


tended  to  disclose  bad  news  bef 
awards  became  effective  and  t 
good  news  until  after  the  award 

Either  tack,  of  course,  is  like! 
suit  in  a  lower  stock  price  thai 
otherwise  be  the  case  on  the  da 
option  award— -and  nearly  all  s 
tions  carry  a  fixed  exercise  prig 
on  the  day  they  are  awarded.  Wi 
now  averaging  new  stock  option 
well  over  $1  million  a  year,  tha 
big  bucks.  The  researchers  estim 
every  $1  reduction  in  an  exerci: 
raises  the  value  of  an  average  C 
of  65,000  options  by  $44,200. 

Playing  with  disclosure  date, 
Kasznik,  seems  a  "gray  area" 
but  stockholders  may  not  take 
to  it.  One  way  to  minimize  th 
tice,  he  suggests,  might  be  to  setl 
dates  after  regularly  schedule 
terly  earnings  announcements. 


BOSTON'S  RED! 
OFFICE  MARKE' 

Its  prime  building  rents  are  s( 

Owners  of  office  buildings  in 
business  districts  around  t 
tion  are  riding  high.  Cushman  & 
field  Inc.,  the  commercial  real 
company,  reports  that  15  of  the  3] 
kets  it  follows  had  double-digit  r 
creases  between  the  first  quar 
1998  and  1999.  Meanwhile,  the  n 
downtown  vacancy  rate  fell  from 
in  the  first  quarter  of  1996  to  10 

The  hottest  market:  Boston's 
business  district,  which  boasts  a 
cy  rate  of  just  5.2%.  With  a  27fJ 
increase  over  the  past  year,  B 
Class  A  (high-quality,  prime  loc 
rents  of  $47.93  per  square  foot  ai 
the  highest  in  the  nation,  edgii 
midtown  Manhat- 
tan ($47.78)  and  DOWNTOWN  0 
San  Francisco  SPACE  GETS  Tl 
($46.08),  the  only  is 
other  two  cities 
where  prime  rents 
exceed  $40  per 
square  foot. 

While  down-  H 
town  rents  in  the 
U.  S.  have  hit  a 
record  level  for 
the  1990s,  Cush- 
man ceo  Arthur  J.  o 
Mirante  notes  that 
they're  still  too 
low  to  spur  much 
new  construction— 


VACANCY  RATE 

CENTRAL  BUSINE 

DISTRICTS 


'96     '97     '98 
FIRST  QUARTER 
▲  PERCENT 
DATA:  CUSHMAN  &  WAKE 

which  means  t 


probably  headed  higher. 
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T     H     E  W     OR     L     D 


D     E     R 


KE  HOLD  OF  THE  FASTEST  GROWING  MARKETS  WITH  Tl  DSPs 


al  Signal  Processing  Solutions  from  Texas  Instruments  are 
iding  the  competitive  edge  in  the  battle  between  innovation  and 
ence.  From  cellular  phones  to  digital  cameras,  from  smart 
tances  to  next-generation  visioning  systems,  consumers  of 
ronics  touch  a  TI  DSP  every  ten  minutes. 
s  the  world  leader  in  DSP  Solutions,  TI  has  a  proven  track  record 
ermg  the  industry's  largest  portfolio  of  programmable  DSPs  and 
toest-in-class  product  development  and  support  environments. 
three  DSP  platforms  with  software-compatible  road  maps, 
Bands  of  third-party  products  and  industry-leading 
k  portfolio  make  it  easier  for  you  to  create  TI  DSP-based 
fins.  Systems  you  can  bring  to  market  faster  and  upgrade  with 
re  feature  enhancements  for  longer  life  cycles. 
'I  is  constantly  evolving  our  DSP  technologies.  We  spend  more  on 
research  and  development  than  some  manufacturers  realize  in  total 
nues  from  their  DSP  products.  Plus  our  commitment  to  leading- 
1  process  technology  and  ultrasmall  packaging  allows  you  to 
lentiate  your  products  and  future-proof  your  designs. 
I  >re  than  IOjGOO  DSP  customers  have  entrusted  us  with  their  digital 


At  2.000  MIPS,  the  TMS320C60O0  is  the 
highest  performance  DSP  in  the  industry, 
and  thanks  to  the  world's  most  efficient 
DSP  C  compiler,  it's  also  easy  to  program.  This 
y  powerful  combination  makes  the  C6O00  the 
ultimate  DSP  engine  for  today's  demanding 
multichannel/multifunction  applications. 


Couple  the  lowest  power  consumption 
with  the  best-in-class  performance,  and 
it's  easy  to  see  how  hundreds  of  millions 
of  TMS320C5000  DSPs  are  driving  today's 
portable  products. 


Priced  as  low  as  $2.00  by  the  year  2000. 
TMS320C2000  DSPs  can  help  reduce 
system  costs  and  improve  performance 
and  reliability  in  a  variety  of  motion  and 
motor  control  applications. 


'' 


res.  Lei  Tl  help  you  take  hold  of  the  future  of  digital  today. 

Cwww.  ti.com/dspj 
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Opinions  differ  sharply  about  the  steady  hum  emanating 
from  the  Telecom  Corridor®  in  Richardson,  Texas.  While 
long-time  locals  might  assign  it  to  an  increasing  volume  of 
traffic,  high-tech  execs  half-jokingly  contend  it  is  a  mass  consumer 
mantra:  "Smaller,  Cheaper,  Faster.  Voice,  Data,  and  Video. " 


Indeed,  it's  not  just  business  and  indus- 
try which  are  eager  to  get  on  board  the 
bandwidth  bandwagon,  both  wireless  and 
wired.  According  to  the  market  analysis 
firm  Dataquest  (www.dataquest.com),  the 
rise  of  the  sub-$  1,000  personal  computer 
has  helped  increase  the  penetration  of  U.S. 
households  to  50%,  up  from  27%  in  1995. 
The  PC  is  rapidly  becoming  a  standard 
household  appliance,  with  set-top  boxes 
expected  to  follow-on  with  secure  electronic 
commerce,  entertainment,  and  communi- 
cations to  the  "wired  hearth." 

In  fact,  more  than  3.4  trillion  e-mail 
messages  crossed  the  Internet  in  this  coun- 
try last  year,  according  to  eMarketer  Inc. 
The  263  million  users  of  e-mail  boxes 
worldwide  are  discovering  the  possibilities 
of  integrated  data,  voice,  and  video. 

"A  Crescendo  of  Creativity"? 

"That  constant  buzz  in  the  Corridor  is  the 


STARTech 


sound  of  growth,  the  crescendo  of  creativ- 
ity," insists  Ron  Robinson,  President  of  the 
Technology  Business  Council  (TBC).  The 
Richardson  Chamber  of  Commerce  affili- 
ate is  comprised  of 
200+  companies 
and  a  board  with  24 
CEOs  as  directors. 
Undeniably,  the 
Telecom  Corridor* 
(www.telecomcorri- 
dor.com),  marking 
the  10th  year  of  its 
official  designation, 
deserves  credit  for 
helping  shrink  the 
world  of  communi- 
cations. The  more  than  600  high-tech  com- 
panies making  up  Americas  largest  cluster  of 
telecommunications  firms  have  created  thou- 
sands of  jobs  locally  —  spawned  hundreds  of 
thousands  more  worldwide  —  and  made 


Telecom  firms  make  up  50%  of  the  600-plus 
high-tech  companies  in  the  Corridor. 


their  owners  billions 
Five  of  the  wo 
largest  telecom  manu 
—  Alcatel,  Ericsson 
Nortel  Networks,  a 
sung,  all  foreign-own 
U.S.  operations  in 
son  (www.cor.net). 
firms  make  up  50% 
Corridor's  tenants.  Ab 
are  information  technology  (IT) 
ware  firms,  and  the  balance  are  si 
ductor  and  other  high-tech  busine? 
Based  on  past  years'  growth, 
another  20 
fledgling  firm 
the  mix  in  1 
In  the  fier 
for  scarce  en 
ing  talent,  ne 
panies,     pc 
stroke,  and  j 
petttive  edge 
nological  en 
ments,  the  T 
Corridor®  ej 
both  a  new  b 
and  recent  noteworthy  achievemen 
Meanwhile,  the  Telecom  Act  ol 
which  signaled  massive  deregulation  ai 
gered  mergers,  acquisitions,  and  new  a 
continues  to  transform  the  telecom  in 


Accelerating  High-Tech  Success 


d,  non-techie,  unwired, 
son  (TX)  News,  the  J 
announcement  that  STARTech  had  added  its  eighth  start- 
company  in  18  months  most  likely  elicited  a  big  yawn. 

Hopeful  entrepreneurs  and  innovation-hungry  teleco 
munications  firms,  however,  probably  cheered  in 
unison.  The  hurrahs  weren't  audible  in  California's 
rip-roaring  Silicon  Valley,  but  receivers  in  many 
high-tech  and  financial  circles  are  finally  picking 
up  a  eiear  signal:  Venture  capital  and  fresh  ideas 
find  common  ground  in  the  Corridor. 


TARTech  (www.startech.org),  the  high-tech  incuba 
.ardson's  Telecom  Corridor®,  is  actually  a  for-profi 
ation  conceived  by  the  Technology  Business  Council 
and  previously  owned  by  the  Richardson  Chamber  of 
ce.  There  are  more  than  25  stakeholder  partners,  ( 
i  and  service  provider  companies),  each  paying  $25, 
~  for  five  years  to  fund  the  operations. 
le  stakeholders  also  provide  expertise,  a 
vith  evaluation  and  due  diligence  on 
ness  proposals.  In  return,  they  get  a  piece  a 
estimated  4%  to  5%  equity  STARTech  holds 
start-ups.  Clearly,  this  is  an  investment,  r 
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Alcatel  brings  over  a  century  of  innovation  to  the  Internet.  We  are  the  global  leader 
.-  i  undersea  fiber-optic  cables  that  connect  continents  and  transport  Internet 

traffic  worldwide.  And  we  hold  the  number  one  position  in  DSL — Internet  access  technology 
that's  200  times  faster  than  traditional  modems. 
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And  now,  with  Xylan,  Assured  Access  and  Packet  Engines,  we  offer  the  most 

advanced  IP  technologies  in  the  world.  Providing  you  the  fastest,  most  reliable 
network  solutions  for  the  Internet  revolution. 


^xylan 

^^      An  AiCATfi  Company 


ASSURED  ACCESS 


An  AtCATiL   Cou»an' 


Alcatel  builds  next-generation  networks,  delivering 

ated  end-to-end  data  and  voice  communications  solutions 

*blished  and  new  carriers,  as  well  as  to  enterprises  and 

5nsumers  worldwide.  with  120.000  employees  and  sales  of 

$25  billion,  alcatel  operates  in  more  than  130  countries 


I 


PACKET     ENGINES 

AN    AlCAtfL    COMfANT 


www.usa.alcatel.com/internet 


ALCATEL 


In  1998,  WorldCom  acquired  MCI,  a  26- 
year  veteran  of  Richardson,  in  a  $40  billion 
takeover.  Alcatel  USA  bought  DSC,  located 
next  door  in  Piano,  for  just  under  $4  billion. 
And  the  beat  goes  on  in  1999. 

Even  as  M&A  activity  escalates,  each 
company  continues  its  breakneck  race  to 
meet  the  demands  of  the  Internet  Revolu- 
tion and  the  Wireless  Generation,  whether 
they  are  carriers,  vendors,  entrepreneurs  or 
consumers.  The  recent  innovations  are  as 
varied  as  the  players  are. 

In  the  Beginning,  There  Was  Tl... 
Texas  Instruments,  Inc.  (www.ti.com), 
which  expanded  from  Central  Dallas  to 
Richardson's  southern  border  in  1956,  has 
grown  into  a  dominant  semiconductor  man- 
ufacturer with  10,000  employees  in  North 
Texas.  Still,  it  rightfully  commands  consid- 
erable credit  for  its  cellular  contributions. 

"The  defining  moment  was  when 
telecommunications  went  from  analog  to 
digital,"  says  Gilles  Delfassey,  Vice  Presi- 
dent of  TI,  Worldwide  Wireless  Commu- 
nications. "Our  DSPs  (digital  signal  proces- 
sors) are  in  more  than  65%  of  the  digital  cell 
phones  in  the  world,"  contends  the  French- 
man, a  22-year  employee  who  has  lived  in 
Richardson  for  five  years. 

"The  reason  wireless  equipment  has 
shrunk  in  size  —  from  500  grams  to  below 
80  grams  —  and  price  is  because  of  innova- 
tions in  the  IC  (integrated  circuit)  industry," 
he  says. 

TFs  direct  customers  in  the  Corridor, 
telecom  giants  Ericsson,  Nortel  Networks, 
and  Alcatel,  took  additional  notice  this 
spring  when  TI  announced  the  industry's 
first  digital  baseband  product  with  transis- 
tor feature  sizes  of  0. 1 5-micron  effective  or 
0.18-micron  drawn.  Translation?  A.  leap  in 
integration  and  performance  offering 


STARTech 


improved  power,  cost,  and  space  savings. 
Consumers  will  be  able  to  talk  longer  and 
preserve  greater  standby  times  than  cur- 
rently available. 

.  The  next-generation  chip-scale  pack- 
aging —  complete  systems  only  slightly 
larger  than  the  silicon  itself  —  will  help 
wireless  customers  move  seamlessly  into 
an  era  of  converged  delivery: 
voice,  data,  and  video. 

The  0. 1 5-micron  device  is 
being  manufactured  at  the 
Kilby  Research  and  Develop- 
ment Center,  part  of  the  $5 
billion,  10-year  building  pro- 
gram that  began  with  an 
expansion  of  the  DMOS  5 
wafer  fab  facility  in  1993. 
Next  up?  DMOS  6  by  2002, 
which  will  take  the  size  of  a 
wafer,  the  silicon  ingot  on 
which  all  chips  are  fabricated, 
from  200  to  300  millimeters. 


Texas  Instruments  DSP- 
based  Open  Multimedia 
Application  Platform 
will  be  used  in  Nokia's 


Land  of  the  Giants? 

Heavyweight  Nortel  Networks     future  Wireless  Infor 
Corporation  (www.nortelnet-     mation  Devices. 

works.com),  with  more  than  — i — 

9,000  employees  in  the  Dallas  area,  (75,000 
worldwide),  upped  the  ante  for  innovation 
in  June.  It  unveiled  an  Internet  Telephony 
strategy  for  enterprises  that  builds  on  its 
market  leadership  in  enterprise  wide  area 
network  (WAN)  switching,  business  com- 
munication systems,  call  centers,  and  mes- 
saging. 

Nortel  Networks  introduced  1 1  new 
products  and  numerous  enhancements  to 
classic  products  that  unify  the  worlds  of 
telephony  and  data.  The  new  solutions 
are  founded  on  its  Internet  Communica- 
tions Architecture  (Inca),  Internet  Proto- 
col (IP)  architecture  based  on  open  stan- 


dards and  offers  a  choice  of  coil 
paths  for  evolving  data  and  busir 
munication  systems. 

We  "are  driving  an  Internet  + 
ny  paradigm  that  merges  the  s^ 
simplicity,  and  connectivity  of  tr[ 
rate  Internet  with  the  reliabilit 
and  capacity  of  the  classic  businl 
munication  systems, 
Long,  President  of  I 
Enterprise  Solutions! 
prises  will  "realize  thel 
of  the  'Next  Generatid 
net'  today...  emplo\ 
ductivity,  enhanced  cl 
relationships,  and  new  I 
economics." 

Two  of  Nortel  Nd 

four  major  business  | 

Wireless  Solutions  anc 

prise  Solutions  —  ha\| 

global  headquarters  anl 

dents  located  in  the  Cor 

also  has  a  large  contingl 

business  unit  of  the 

Solutions  line  of  busineJ 

tel  Networks'  leadership 

cal  networking,  packd 

high-speed  access  technology  solutid 

clearly  evident  this  past  spring 

announced: 

•  $4  billion  worth  of  carrier  contr! 
1 00  days  plus  major  new  customed 

•  Succession  Networks,  the  first  nc 
prietary  solution  enabling  carriers  tJ 
sition  from  circuit  to  packet  net 
allowing  the  operators  to  leverage  tl] 
lion-dollar  investment  in  their  ne 
infrastructure. 

Matt  Desch,  President  of  Nortel 
works'  Wireless  Solutions,  eloqu] 
observed  that  some  cities,  like  Dallas 
Richardson  suburb,  which  served 


s  also  an  opportunity  for  those  companies  to  get  a  first 
look"  at  breakthrough  products  from  smaller,  more  nimble 
firms  that  enhance  existing  technology  and  increase  the 
majors'  profit  margins. 

"Eighty  percent  of  the  600-plus  high-tech  companies  i 
Corridor  have  less  than  50  employees,"  notes  Ron 
Robinson,  President  of  the  nonprofit  TBC.  "Those 
kinds  of  companies  are  traditional  start-ups." 

"We  definitely  see  a  synergy,"  agrees  Ron  Mar- 
tin, EVP-Planning  &  New  Development  at  Fujitsu 
Network  Communications  and  a  TBC  Tri-chair- 


n.  "There  are  start-up  companies  in  this  area  that  pr< 
equipment  or  skills  that  we  are  able  to  use  for  specific 
jects.  The  environment  (here)  is  a  fertile  ground  for  that 
of  arrangement." 


With  Thanks  to  Buffy's  Bladder.. 


._s  the  year  Tom 
ner,  walking  his  dog  Buffy,  had  a  chance  s 
er  evening  meeting  with  his  neighbor  anc 
friend  Frank  Kozel.  The  curbside  conversa 
t/een  the  two  high-tech  titans  led  to  the 
tion  of  STARTech  and  a  $4  million  seed  f 
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tel  Networks"  brings  together  data,  voice  and  optical  to  create  a  Unified  Network 
:  streamlines  how  you  communicate  and  do  business.  This  new  era  of  networking 
kbles  you  to  harness  the  true  power  of  the  Internet  and  unify  all  activities  in  and 
Utside  your  business  -  saving  service  providers  and  businesses  time  and  money. 
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Today,  Nortel  Networks  is  building  a  better  Internet.  Our  goal  is  simple:  unify 
rice  and  data,  wireline  and  wireless,  public  and  private  networks  to  create  a  more 
efficient  and  reliable  Internet.  An  Internet  that  can  help  service  providers  and 
enterprises  maximize  their  revenue  potential. 


Over  me 


Nortel  Networks  is  the  leader  in  delivering  Internet  Telephony,  the  Optical  Internet, 
Wireless  Internet  and  Intranet  Services.  To  put  it  simply,  you'll  find  us  at  the  heart  of  the 
ternet  Revolution.  And  also  in  the  Telecom  Corridor  which,  like  Nortel  Networks  itself, 
is  proof  that  great  things  happen  when  the  right  people  and  ideas  come  together. 


For  more  information  on  how  we  can  help  your 

business  harness  the  true  power  of  the  Internet, 

visit  us  at  www.noTtelnetworks.com 


NORTEL 

NETWORKS 

How  the  world  shares  ideas. 
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torical  trading  hubs  and  evolved  into  infor- 
mation centers,  "are  now  changing  into 
super-commerce  clusters  built  around  tech- 
nological centers. 

Dramatic  Change  &  Growth 

In  1957,  Collins  Radio  followed  TI  to 
Richardson.  In  1968,  the  U.S.  government's 
landmark  decision  allowed  manufacturers 
to  sell  telephone  devices  to  businesses.  MCI 
Network  Service  opened  a  Richardson  facil- 
ity in  1972  to  be  near  a  major  supplier, 
Rockwell  International  Corp.  Rockwell 
would  acquire  Collins  the  next  year  and,  in 
1991,  sell  Rockwell  Transmission  to  Alcatel 
Network  Systems  Inc. 
Northern  Telecom  (now 
Nortel  Networks)  arrived 
in  1978,  and  Ericsson 
relocated  to  the  city  in 
1983  with  its  switching, 
cable,  and  lightwave 
operations. 

City  leaders  recog- 
nized in  the  late  '60s 
that  courting  high-tech 
companies  could  lower 
taxes  —  currently  at 
44.3  cents  per  $100  val- 
uation. But  the  real  push 
for  a  telecom  concentra- 
tion was  spurred  by  the  tough  years  of  the 
1980s,  when  Texas  energy,  banking,  and 
real  estate  hit  on  hard  times.  Meanwhile, 
Richardson's  economic  development  strat- 
egy was  on  a  determined  roll. 

A  tax  roll,  too.  The  1999  preliminary 
property  value  is  $5.9  billion,  up  13.5% 
over  last  year.  The  city's  share  of  state  sales 
taxes  on  high-tech  products  also  adds  to 
the  coffers  that  accommodate  citywide 
landscaping,  extensive  park  systems,  senior 
citizen,  transportation,  safety,  cultural  pro- 


Nortel  Networks'  growing  campus 
flourishes  as  the  geographical  heart 
of  Richardson's  Telecom  Corridor® 
straddling  Interstate  U.S.  75. 
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grams,  and  city  services. 

Gone  are  the  two-lane  blacktops,  the 
once-sagging  Downtown,  the  horse  barns, 
the  cow  pastures,  and  most  of  the  fields 
of  gently  waving  milo  and  "King  Cotton" 
that  once  characterized  the  sleepy  suburb 
on  Dallas'  northern  perimeter.  They  have 
been  replaced  by  waves  of  high-tech  com- 
panies, interlocking  campuses  of  low-rise 
buildings  and  soaring  office  spires,  impres- 
sive research  centers,  and  fledgling  entre- 
preneurial start-ups. 

And  people.  Lots  of  people.  The  Amer- 
ican Electronics  Association  (AEA)  recent- 
ly ranked  Texas  No.  2  behind  California  in 
high-tech  jobs  with 
376,000,  but  No.  1  in 
high-tech  job  creation 
(1990-97).  And  in  the 
Lone  Star  State, 
Richardson  is  practi- 
cally a  "shooting  star." 
While  the  city  is 
home  to  85,000  resi- 
dents, it  sports  a  work- 
force of  about  87,000, 
including  more  than 
50,000  high-tech 
employees.  The  North 
Central  Texas  Council 
of  Governments 
(NCTOG)  estimated  Richardson's  daytime 
employment  (minus  TI's  Dallas  campus) 
had  experienced  the  largest  percentage 
increase  (23.3%)  among  the  1 1  largest 
D/FW  area  cities  between  1995  and  1998. 
By  2010,  employment  is  projected  at 
106,100,  while  population  will  linger 
around  86,450. 

Location  &  Connectivity 

Obviously,  the  Telecom  Corridor®  is  no 
anonymous  office-park-on-the-prairie.  The 


trademarked,  T-shaped  area  include 
square  miles  of  Richardson  as  wi  I 
headquarters  of  Texas  Instruments, 
Dallas.  It  straddles  U.S.  75,  north 
635  (LBJ  Freeway)  and  extends  all 
east  and  west  flanks  of  the  new  Stat) 
way  190  (George  Bush  Freeway). 

About  17%  (4.7  square  mi 
Richardson  land  is  vacant.  AbouJ 
plus  acres  around  the  U.S.  75 
crossroads  is  where  most  of  the  imj 
growth  is  expected.  About  3.5 
square  feet  of  new  commercial  cc 
tion  has  been  announced,  started 
pleted  in  the  past  year,  including 
Petroleum  Corp.  s  500-acre  mixed-usl 
opment,  Galatyn  Park  Urban  Cent] 

Nortel  Networks,  which  address^ 
al  markets  lor  digital  cellular,  PCS, 
fixed  and  broadband  wireless  acce 
works,  will  anchor  the  Galatyn  proje 
three  new  buildings  containing  a 
500,000  square  feet.  (It  already  ha 
2.5  million  square  feet  in  the  area).! 

Galatyn  will  include  the  Renal 
Hotel  by  Marriott,  a  336-room 
and  conference  center.  Also  on  site, 
Auditorium,  a  1,500-seat  performiJ 
center  with  a  state-of-the-art  corpora] 
ference  hall. 

By  2002,  the  Dallas  Area  Rapid ' 
light-rail  line  will  be  zipping  throul 
heart  of  the  Corridor.  Workers  anj 
dents  will  be  whisked  17'miles  to 
town  Dallas  for  Arts  District  events; 
hockey  and  basketball  games  to  be  pla 
the  new  American  Airlines  Arena  nowl 
construction;  or  to  a  technical  confer^ 
the  Convention  Center  or  the  Infor 

"We  are  working  hard  on  trans] 
tion  infrastructure,  connectivity,] 
Richardson  Mayor  Gary  Slagel,  a 
TI  employee  and,  in  the  past  eight 


rated  by  11  venture  capital  firms,  which  currently 
age  more  than  $3  billion  in  committed  capital. 

The  men  realized  Richardson  had  no  "Breakfast  Club 
near  Boston,  no  "Band  of  Angels"  like  Silicon  Valley's  - 
small  groups  of  wealthy  capitalists  who  founded  and 
companies  or  supplied  funds  and  advice  to  the  next  gen- 
eration of  entrepreneurs.  Together,  they  won- 
dered why  so  few  new  companies  were  born  in 
an  area  dense  with  high-tech  expertise  and  man- 
agerial talent. 

Aschenbrenner  helped  build  Danray  Inc.,  which 
Northern  Telecom  (now  Nortel  Networks)  bought 


978.  He  founded  Intecom  Inc,  took  it  public  and  sold 
ng  in  1984.  He'd  been  a  VC  force  for  more  than  a  de< 
el  is  credited  with  building  the  digital  fiber-optic    r 
>rk  at  MCI  Communications  Corp.  before  retiring  aft 
irs  in  1995.  Both  realized  something  needed  fixin'. 
"In  terms  of  interest,  stakeholder  participation,  VC 
■vork,  and  the  Mentors  program,  I  think  wv 
ctually  exceeded  their  initial  expectations," 
Matt  Blanton,  President  of  STARTech.  "The  lev 
cooperation  between  companies  has  been  a 
prise.  Companies  that  are  fierce  competitors 
ly  collaborate  and  cooperate  under  the  STAR' 
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Blazing  1 1. uis  with 
The  Latest  Technokig 

Like  many  high  tech  industries, 
telecommunications  is  changing  rapidly  — 
mu\  I  ujitsu  is  proudly  at  the  forefront 
Fujitsu's  solutions  play  a  leading  role  in 
the  advanced  telecommunications  services 
offered  worldwide.  As  the  industry  evolves, 
our  cutting-edge  technology  will  help  our 
network  service  provider  customers  continue 
to  offer  powerful  services  to  their  business 
and  residential  customers.  Our  products 
consolidate  all  traffic  types  -  data,  voice  and 
video -onto  a  single,  high-speed  fiber-optic 
backbone  for  a  simpler,  more  cost-effective 
network.  This  results  in  ultra-fast  high- 
bandwidth  Internet  connections,  powerful 
local  area  networking  capabilities  arid 
other  bandwidth-intensive  solutions  that 
prepare  networks  for  the  next  century. 

Pioneers  In  High-Performance 
Network  Solutions. 

Fujitsu  Limited  is  a  leading  provider  of 
comprehensive  information  technology 
and  network  solutions  for  the  global 
marketplace.  With  world-class  hardware 
and  software  technology  in  computers, 
telecommunications  and  microelectronics, 
and  a  corps  of  55,000  systems  and  services 
experts  around  the  world,  Fujitsu  harnesses 
the  power  of  the  network  to  help  its 
customers  succeed.  To  find  out  more  about 
Fujitsu  Network  Communications  products 
or  services,  call  us  at  1-800-777-FAST  or 
email  us  at  fast@fhc.fujitsu.com.  You'll 
discover  that  preparing  for  the  future 
can  be  a  walk  in  the  park. 

FUJITSU 

Building  Networks 

that 
Build  Your  Business. 

www.fnc.fujitsu.com 

©  Copyright  1999  Funtsu  Nttlvork  Conammia 


himself  a  veteran  of  three  high-tech  start- 
ups. SH  190  will  connect  Richardson  to 
DFW  Airport  in  stages:  To  the  Dallas  North 
Toll  Road  in  December;  to  IH  35  in  2000; 
and  to  IH  635  in  late  2002  or  early  2003. 

Critical  Corridor  Elements 

Executives  at  Samsung  Telecommunications 
America,  Inc.,  which  researches,  develops, 
and  markets  telecom  and  datacom  systems 
and  products,  and  Ericsson,  a  pioneer  in 
the  development  of  wireless  communica- 
don  systems,  practically  echo  one  another  in 
describing  the  Corridors  drawing  powers: 

•  Easy  access  to  reliable  domestic  and  inter- 
national transportation  systems  —  for  per- 
sonnel and  freight; 

•  A  low  cost  of  living; 

•  A  cluster  of  high-tech  companies  serving 
as  potential  customers,  suppliers,  and  sources 
of  new  technology,  and  technical  talent. 

"Before  coming  here  in  1996,  we 
reviewed  New  Jersey,  Denver,  San  Diego, 
and  The  Netherlands,"  explained  Jeong 
Han  Kim,  President  of  STA.  "The  Cen- 
tral Time  Zone  is  a  logistical  advantage  in 
serving  our  U.S.  and  Canadian  customers 
(carriers)  coast-to-coast. 

"Dallas  and  Texas  also  are  among  our 
strongest  U.S.  markets,  a  high  growth  area 
with  lots  of  educated  and  affluent  people  on 
the  move;  people  who  have  adopted  wire- 
less technology,"  adds  Peter  Skarcynski,  VP- 
Sales  &  Marketing,  Wireless  Terminals. 

Samsung  (www.samsungtelecom.com), 
which  employs  more  than  350  people  in 
the  Corridor,  provides  wireless  phones, 
terminals,  wireless  communications  infra- 
structure systems,  network  products,  and 
digital  key  phones.  STA  was  the  first  to 
introduce  an  Internet-browsing  wireless 
phone  in  1 997  and  the  first  to  incorporate 
voice-activated  into  a  Code  Division  Mul- 
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tiple  Access  (CDMA)  handset  at  an  attrac- 
tive price  point. 

In  1998,  it  received  the  "Infrastructure 
Product  Innovation  Award  from  the  CDMA 
Development  Group  for  its  PicoBTS'M  (base 
transceiver  station),  a  microcell  unit  that  is 
smaller  and  less  costly  than  the  minicell  or 
macrocell  counterpart. 

In  May,  Teligent®  announced  it  will 
deploy  Samsung's  STARacer'"  ATM  (asyn- 
chronous transfer  mode)  switch  to  support 
switched  and  permanent  virtual  channels 
and  comprehensive  network  management. 

"Anywhere, 
Anytime,  Any  Way" 
Ericsson,  (www.erics- 
son.se /us)  which  has 
3,000  of  its  8,000  U.S. 
employees  in  Richard- 
son, is  involved  in  wire- 
less infrastructure  busi- 
ness, wireless  phone 
manufacture  and  sales, 
central  office  switching 
equipment  and  service, 
components  manufac- 
ture and  sales,  private 
radio  systems  business 
and  data  communications  business. 

"We  are  positioned  to  launch  the  telecom 
industry  into  the  Next  Generation  of  Inter- 
net," explains  Keith  Shank,  Director-Strate- 
gic Marketing  and  Business  Development. 
"The  driving  element  will  be  mobility. 

"The  Internet  is  a  powerful  personal 
and  business  tool,  but.. .in  most  cases  is 
limited  to  the  length  of  the  cord  connect- 
ing to  the  wall  outlet,"  Shank  observes.  "In 
the  very  near  future,  wireless  operators  using 
Ericsson  systems  will  be  able  to  offer  Inter- 
net access,  Anywhere,  Anytime,  Any  way." 

As  a  leader  in  Internet  Protocol  (IP) 


telephony,  Ericsson  is  poised  to 
true  open  platforms  to  bring 
switched  systems  into  the  world  ofl 
munications.  The  company  has  dd 
a  network  architecture  that  uses 
ATM  that  allows  existing  circuit-s 
networks  to  implement  an  IP  col 
out  outdating  their  existing  hardv 

Jack  Walters,  Senior  Vice  PrJ 
Network  Engineering  at  MCI  Woi 
(www.worldcom.com),  says, 
consumer  of  a  lot  of  these  innoj 
We  drive  our  technology  vendol 
hard.  We  do  rese! 
search  of  technc 
be  used  in  specif 
of  networks  as 
We  are  the  onl) 
carrier  who  can 
service  from  end| 
from  the  Unitec 
to  major  financil 
ters  in  Europe. 

"We   are   pi 

photonics  densd 

division  multipl 

(DWDM),  havinj 

ed  in  that  area 

optics  in  1992," 

noted.  "We  are  now  working  on  s\ 

that  will  provide  160  wave  lengtr 

beyond,  which  will  push  (down)  tr 

curves  of  our  system.  We  can  us 

embedded  fibers  to  provide  much] 

capacity  on  our  existing  systems. 

UTD-Corridor  Alliances 

The  hands-down  leader  as  the  loca 
plier  of  personnel  with  advanced  dl 
is  the  University  of  Texas  at  Dallas  (I| 
(www.utdallas.edu),  once  dubbed  "th| 
versify  the  Corridor  built."  Its  Erik  Jc 
School  of  Engineering  and  Compute 


Carriers,  engineers,  and  executives 
work  to  meet  consumer  demand  for 
wireless  and  wired  data  and  video  - 
anytime,  anyplace,  anywhere. 


umbrella,"  says  the  former  R&D  manager  at  Hewlett  Packard': 
Convex  division  in  Richardson. 

More  than  425  applications  have  been  received  since 
October  1997.  Those  that  don't  pass  the  stringent  review  are 
referred  to  individual  stakeholder  firms  interested  in  work- 
ing with  the  smaller  company,  as  well  as  to  mentors  with  a 
keen  interest. 

STARTech  helps  with  business  plans,  introduc- 
tions to  leading  technology  firms  in  the  Corridor  and  ^ 
North  Texas;  provides  start-up  capital  and  a  broad 
array-of  services  —  accounting,  banking,  legal,  pub- 
lic relations/marketing,  real  estate,  and  recruiting. 


Sequoias,  Greenbacks  and  a  City  Landlord 


RTech.  He  li 

the  city's  telecom  heavyweights  to  giant  sequoias,  te 
Business  Dallas,  "There  was  a  need  to  grow  more  sequ 
If  you're  trying  to  plant  a  seed,  you  have  to  have  the  pr 
nutrients  to  make  it  grow..." 

Of  course,  the  primary  nutrient  is  greenl 

t>llars,  whether  it  is  VC  money,  angel  largess 
vestment  bank  loan,  institutional  financing 
aditional  bank  loan.  For  now,  the  first  seed  I 
as  attracted  players  like  Sevin  Rosen  Funds,  Si 
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simply  the  power  you  need.  Introducing  Samsung's  newest  digital  wireless  phone  with  voice-activated  dialing.  You  say  the  word  and  the 
phone  dials  the  number,  letting  every  name  ring  a  bell.  The  SCH-2010  also  features  voice  memo,  10  different  ring  options  including  a  silent 
vibrate  alert,  long  life  battery,  and  caller  ID  so  you  can  see  who's  trying  to  reach  you.  Samsung  offers  solutions  to  help  simplify  your  busy  life. 
For  more  information,  call  1  800  SAMSUNG  or  visit  our  web  site  at  www.samsungtelecom.com  simply  connected,  simply  Samsung. 


lifers  degrees  fo<  using  <>n  tele<  om 

microelectronic  device  design 
rication,  and  computer  scien<  e 
),  on  ti.i«.k  to  becoming  the  first 
ivi-imiv  in  offci  l>.u  helor's  and  mas 
;rees  in  telecom  engineering,  awards 
an   $00  engineering 
omputer    science 
annually.  Students  in 
>rogranis  make  up 
of  the  total  enroll- 

>18. 

University  of  Texas 

igton  and  Southern 

dist  University  in 

also  have  engineer- 

hools.  Add  to  the 

ional  resources,  the 

ater  science,  and 

sss     management 

;  at  the  University  of 

Texas  in  Denton, 

University,  Dallas 

t  University,  Texas 

ian  University  and 


In  1998,  UTD  received  nearly $15  mil 
lion  in  funding  l<n  tesean  h  projo  I 
iih  re  im  from  1997.  The  hulk  of  tli.n  fund 
ing,  which  propelled  21 1  projecti  oi 
proposals  submitted,  came  from  the  U.S. 
Government.  Corporation!  contributed 
9%,  a  figure  that  is  rising. 
Financial  fuel  and  intel- 
lectual camaraderie  are 
attracting  top  educators 
like  Dr.  Imrich  Chlamtac. 
The  world  class  scholar  in 
networking  and  commu- 
nications arrived  at  UTD 
in  1998  from  Boston  Uni- 
versity and  is  now  heading 
the     new    Center    for 
Advanced  Telecommuni- 
cations Systems  and  Ser- 
vices (CATTS).  It  is  only 
one  of  at  least  eight  high- 
tech  UTD  research  centers 
ranging  from  quantum 
electronics,  digital  signal 
processing,  and  high  ener- 


Wesleyan  in  Fort     Among  the  Corridor's  soaring  gy  physics  to  CAD  visual- 
spires,  interlocking  campuses,  ization,  optical  communi- 
t  only  scholars,  but     R&D  centers,  and  small  start-  cations,  and  photonics, 
illars  are  finding  their     ups  is  USDATA's  office  tower.  Chlamtac,  a  former 
UTD's  500-acre  cam-                        — I —  Fulbright  Scholar  and  Dig- 


egislators  just  increased  its  biennial 
t  17.3%,  or  $13.6  million,  to  $92.3 
n  in  state  funds.  Leaders,  however, 
aoking  for  a  one-time  appropriation 
)  million  to  double  the  size  of  the 
rering  school  and  to  expand  the  flour- 
School  of  Management  to  meet  the 
dor's  appetite  for  engineers  and  fresh- 
ned  managers. 

7e  did  well,  but  we  can  always  do  bet- 
says  UTD  President  Franklyn  G. 
r.  "And  we  are  doing  well  in  (Wash- 
l)  D.C.,  particularly  in  federal  grants." 


RTech 


ital  Equipment  Corporation  employee,  is  a 
Fellow  of  the  premier  technical  societies,  a 
telecom  industry  icon  whose  vision  is  to 
transform  UTD  into  a  "telecom  power- 
house. (I)  came  to  the  cradle  of  telecom'  to 
help  the  industry  grow." 

CATSS  will  span  the  range  of  telecom 
knowledge  -  hardware,  communications, 
transmission  modalities,  algorithms,  sys- 
tems architecture,  software,  and  applica- 
tions. A  major  quest  is  bandwidth  on 
demand,  the  ability  to  move  huge  amounts 
of  data  over  fiber-optic  networks. 


Pressure,  Pressure,  Pressure 

"We  .ill  put  .i  lot  of  preMure  on  UTD  to 

provide  itrong  engineering  currfc  ulumi  and 

io  hung  in  prolcssors  who  li.ivc  RXOng  ott  V. 

grounds  in  plioiomcs  .mil  development 
research,''  conceda  Ron  Martin,  .i  In  chair- 
man of  the  TBC  and  EVP-Planning  6c 

New  Development  at  Fujitsu  Network 
Communications  (www.hic.hijitsu.com). 

Fujitsu  arrived  in  the  Corridor  in  1980 
to  supply  microwave  equipment  to  MCI, 
10  years  before  UTD  enrolled  its  first  fresh- 
man class.  Now  a  major  manufacturer  of 
fiber-optic  network  transmission  equip- 
ment, the  firm  has  grown  to  750,000  square 
feet  of  office  and  manufacturing  space  at  a 
100-acre  facility  employing  75%  of  its 
2,400-employee  U.S.  workforce. 

"The  challenge  of  finding  sufficient  num- 
bers of  talented  engineers  has  slowed  our 
growth,  but  not  resulted  in  significant  delays 
to  product  rollouts,"  Martin  continued. 

Fujitsu,  committed  to  developing  sys- 
tems permitting  more  conversations  on  less 
infrastructure,  introduced  its  1 0-gigabit  per 
second  system  two  years  ago.  Ten  gigabits 
represents  129,000  voice  conversations. 
Within  36  months  it  expects  to  offer  carriers 
a  40-gigabit  system. "The  fiber  cable  in 
ground  today  is  not  actually  capable  of  sup- 
porting some  of  the  high  data  rate  trans- 
mission capabilities  required,"  Martin  says. 
"We  may  have  to  increase  that  8,000  times 
by  the  year  2Q10...to  support  such  appli- 
cations as  'telepresence,'  an  ultra-realistic 
3-D  video  of  a  person  or  object  which  quite 
literally  appears  in  the  room  as  a  holo- 
graphic image." 

In  June,  Fujitsu  introduced  a  tunable 
laser  to  address  the  problems  of  nonlinear- 
iry  with  copper  cable  and  even  some  fiber 
cable.  Researchers,  limited  by  how  fast  they 
can  change  the  silicon  clock  speed,  are  turn- 


Ventures,  Austin  Ventures  and,  from 

entures  Management  (Germany/Israel). 

e  organization's  offices,  now  on  the  Alcatel  USA  cam- 

vill  change  dramatically  by  the  end  of  2000.  STARTech 

iected  to  move  into  a  S3  million,  40,000-square-foot, 

tech  facility  on  6.5  acres  leased  from  the  University  < 

at  Dallas.  ^^^^ 

e  landlord,  however,  will  be  the  City  of 

rdson,  or  perhaps,  the  citizens.  The  voters 

>ved  the  project  as  part  of  a  $78  million  bond 

i  in  December  1997.  In  a  high-tech  community, 

.  of  it  as  a  "neighborhood  improvement." 


Photonics  Initiative 


Idly  announced  the  Photonics 
...er  (PDC),  the  first  of  a  series  of  major  ini- 
tiatives to  create  clusters  focused  on  specific  markets.  In  the 
wings?  Wireless  and  Internet-related  development  centers, 
on  wants  to  be  a  driving  force  in  photonics,  an 
optical  communications  market  variously  pro- 
jected to  be  worth  $15  billion  by  2004.  Photonics 
is  the  transmission  of  information  via  light  —  col- 
ors of  light,  and  packets  of  light  —  one  example 
being  fiber  optics. 

High  bandwidth  requirements  for  Internet  and 
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ing  to  wave  division  multiplexing  to  launch 
light  down  a  cable. 

(The  industry)  "can  put  40  different 
colors  of  light  down  a  single  fiber  and  send 
10  gigabits  on  each,"  Martin  explained. 
"Take  a  filter  and  combine  them  and  that 
creates  400  gigabits,  increasing  the  capaci- 
ty of  the  fiber  without  changing  the  clock 
speed  of  the  multiplexer." 

Martin  believes  the  projected  timetable 
to  arrive  at  two  to  five  terabits  of  informa- 
tion on  a  single  fiber  is: 

•  2000  —  40  to  80  channels  of  different 
light  over  a  single  fiber; 

•  2001  —  Able  to  decrease  the  spacing 
between  channels  by  half  from  100  to  50 
gigahertz  spacing  to  accommodate  160 
channels  over  the  same  fiber; 

•  2005  —  640  simultaneous  channels  down 
a  single  fiber,  but  still  length  dependent. 

Alcatel  USA  (www.usa.alcatel.com), 
with  7,000  employees  in  the  Corridor  and 
$2.5  billion  to  $3  billion  in  annual  rev- 
enues, is  no  slouch  in  the  race  for  inno- 
vation either. 

The  company  builds  next  generation 
networks  to  deliver  integrated,  end-to-end 
data  and  voice  communications  solutions  to 
established  and  new  carriers,  enterprises 
and  consumers  worldwide.  It  is  No.  1  in  the 
fixed  wireless  sector;  No.  1  globally  in 
undersea  fiber-optic  cable  systems  and  voice 
switching;  and  a  leader  in  North  America  in 
cross  connect  sales  and  in  the  SONET 
transmission  market. 

Alcatel  showed  off  its  latest  leading  edge 
products  last  month  in  Atlanta  at  Super- 
Comm  '99,  the  largest  North  American 
trade  show  for  carriers.  Attendees  saw  a 
splitterless  full  rate  ADSL  (asymmetric  dig- 
ital subscriber  line)  that  lets  the  typical 
twisted  pair  line  coming  into  a  home  car- 
ry data  as  well  as  voice,  without  the  neces- 


STARTech 


sity  of  a  technician  making  changes  to  your 
PC.  Also,  a  next  generation  digital  loop 
Litespan  platform  that  collects  high  capac- 
ity data  and  voice  traffic  and  carries  it  back 
to_  the  central  office  exchange. 

Alcatel  is  clearly  concentrating  on  a)  the 
Internet,  reinforced  by  its  recent  acquisi- 
tions in  the  IT  area,  and  b)  inter-optical 
networks,  says  Neil  Salisbury,  Senior  Direc- 
tor of  Strategic  Marketing.  "Our  optical 
gateways  for  mega  bandwidth  management" 
and  optical  add/drop  multiplexer  for  Dense 
Wave  Division  Multiplexing  (DWM) 
address  those  markets. 

In  1998,  Siemens  Information  and 
Communications  Products  (www.siemen- 
scordless.com)  developed  and  brought  to 
the  North  America  market  the  first  mul- 
tiline cordless  system  to  use  the  2.4  giga- 
hertz band  of  the 
radio  spectrum. 
The  Gigaset  2420 
is  an  inexpensive, 
but  potent  system 
that  can  handle  two 
outside  lines  and  up 
to  eight  extensions, 
making  it  an  ideal 
phone  system  for 
the  small  office- 
home  office. 

"We're    proud 
that  the  R&D  and 

manufacturing  on    

this  feature-rich  device  was  achieved  in 
tandem  between  our  Richardson  and 
Austin  operations,"  said  Stacey  Black,  VP- 
Marketing.  Siemens  came  to  the  Corridor 
in  1996  and  now  has  more  than  500 
employees  in  Texas.  "The  industry  syner- 
gy here  is  incredible,  and  the  Metroplex  is 
a  great  test-bed  for  cutting  edge  wireless 
products." 


The  Gigaset  2420's  base  statio 
offers  a  1 00-name  dialing  director 
erphone  and  answering  machine  cap 
and  one  wireless  handset  with  a  1 . 
directory,  costs  $395. 
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Fujitsu  Network  Communications,  with  1300 
employees  at  its  100-acre  facility,  makes 
fiber-optic  network  transmission  equipment. 


R&D  Tax  Incentive 

Texas  just  upped  the  ante  for  retain 
attracting  high-tech  firms  —  as  if  ha 
personal  state  income  tax  were  not  i 
enough  —  by  amending  its  tax 
give  a  credit  for  all  types  of  reseat 
development  expenditures  in  the  st    iial< 

Based  on  federal  guidelines,  agr 
al,  biotech,  pharmaceutical,  teleco 
other  companies  will  get  a  4%  to  25(    Boim 
year)  credit  against  their  state  franch 
es.  The  formula  should  produce  abo 
million  in  credits  in  the  first  year 
The  formula, 
includes  inves 
new  jobs,  in 
the  range  to  | 
50%  in  year  t\   we 

"It  will  als< 
the  many  younj  m 
panies  concen  \,\ 
in  the  area  that  <  if 
have  a  product  i  fc 
market  yet,"  oh  ml 
TIs  Phil  Rittet  k 
has  served  in  th%\  k 
islature. 
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Aggressive  Talent  Search 

The  most  crucial  element  in  the  Tel  'm, 
Corridor's  efforts  to  outdistance  compc  ^ 
in  San  Diego,  Chicago,  Raleigh-Dur  * 
even  Nice,  France  is  people.  Not  j 
labor  pool,  but  intellect. 

The  key  to  continued  innovati 
brainpower,  how  to  attract  it,  train  it, 
it,  re-skill  it,  and  retain  it.  The  tight 


i  tii 


cations  are  spurring  demand  for  networking 
technologies  that  exceed  the  old  circuit  switch  paradigms  for 
moving  voice,  data,  and  images.  By  streamlining  the  move- 
ment of  information,  photonics  also  will  reduce  the  cost. 

The  University  of  Texas  at  Dallas,  determined  to  become 
the  leading  knowledge  resource  for  photonics,  renamed  one 

of  its  research  centers  the  Photonics  Technology  &     

Engineering  Center.  UTD,  ranked  among  the  top 

100  four-year  public  colleges  in  the  nation  /i 

[Kiplinger's  Personal  Finance  Magazine,  September 

1998);  has  helped  mount  a  seminar  to  introduce 

entrepreneurs  to  technologies  sought  by  the  indus-     


try  and  is  busy  recruiting  promising  graduate  student 
study  photonics  at  UTD. 

"De-regulation,  the  wireless  revolution,  the  Internet.  E 
by  itself  is  creating  tremendous  change,"  Blanton  mu:  j 
"The  energy  and  creativity  resulting  from  entrepreneursh 
one  way  big  companies  can  deal  with  such  rapid  cham 
d^ —         STARTech  intends  to  play  a  strong  role  in  brine  i 
the  two  together." 

—  Preston  Fi 
\  Six  current  STARTech  entries  are  discus 
in  the  unabridged  version  of  the  story 
http://www.adsections.businessweek.com. 
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i        unemploymeni  in  the  region  is 
1  2%,       increases  the-  difficulty, 
ruitcrs  pursuing  engineers  art  known 
isc  local  restaurants  and  watering 
The  companies 

ilrn.ll   lees  of  up 
000  and  pay  the 
inicrs     signing 
4es.  Texas  Instru- 
is  sweetening  its 
holding  a  draw- 
sports  utility 
i  s  tor  all  employees 
make  successful 
Id«4  ds.  It  is  little  won- 


it  so  many  foreign 
us  and  engineers, 
ularlv  Asians,  have 


ones 


Tl's  recently  announced  process 
technology  is  based  upon  the  small- 
est transistors  in  the  industry  -  more 
v°Jij  wooed  to  the  Cor-     than  400  million  transistors  on  a 
:o  study  and  work,     single  chip  the  size  of  a  fingernail. 

hirty  percent  of    

mployees  are  actually  referrals  from 

?t      it  employees,"  says  Alcatel's  Salisbury, 

his  area  contributes  20%  of  our  new 

For  any  high-tech  firm,  recruiting  is 

1  lenge  no  matter  where  you  are  in  the 

1   ry.  We  pay  any  where  from  $200  to 

0  depending  on  the  level  of  recruit." 

le  hiring  headaches  are  so  severe,  cor- 

E  collaborations  are  becoming  com- 

Ritto  ilace.  Corporate  executives  gladly  sit  on 

1   pie  advisory  boards  that  help  guide 

in  the  build-up  of  its  curriculum  and 

y.  They  hold  joint  recruiting  trips,  the 

)  a  Boston  job  fair  in  1998.  White-col- 

he Td  legations  routinely  travel  to  other  U.S. 


N'oi 


many  su  8,000  job*  ire  open  in  die  <  lorri 

dm  n  im  oik  linn,  nu  hiding  "probably 
over  400  JUSI  fol  the  photonici  ana." 

On  ,i  nonpiohi  basis,  CEiNI  has  inin 

a  led     an     Internet 

recruiting  tool  for  the 
area.  The  Web  site, 
www.cjobs.com/tele- 
comcorridor,  features 
Metroplex  information 
on  housing,  education, 
weather,  culture,  salary 
comparisons,  and 
sports.  TBC  members 
help  underwrite  pro- 
motion of  the  site  and 
get  direct  links  to  their 
own  Web  sites. 

Employee  candidates 
can  cut  and  paste  their 
resumes  to  the  firms  and 
have  GENI  distribute  them.  In  the  first  13 
months  there  were  about  43,000  visitors, 
and  GENI  forwarded  125,000  resumes  to 
the  181  participating  companies. 

Economic  Epilogue 

Clearly,  there  is  an  endless  flow  of  fresh 
ideas  from  those  who  live  and  work  in  the 
Telecom  Corridor*.  Local  officials  and  busi- 


■  id'  i .  have  mi<  ■ '  seded  in  i  re  itii 
environmeni  thai  nurruret  innovation  and 
mppori  •  new  compani 

I  he  synergy  is  .iiilhcnlii      I  lie  v. inured 
'critical   mass"  genuinely  exists.  Arid   the 

modern  marvels  of  tdecommunicarioi 

made  a  lot  more  vital  —  and  little  more- 
routine  —  to  our  lifestyles  every  day. 

Preston  E  Kirk  is  a  former  UI'l/l loutton  reporter 
and  a  founding  editor  of  Houston  Business  Jour- 
nal and  Texas  Business  Magazine.  He  recently 
reheated  to  Austin,  Texas  after  a  23 -year  residen- 
cy in  the  Telecom  Corridor.  He  can  be  reached  at 
kirk@28l.com. 

For  the  unabridged  version  of  this  special  section, 
go  to  http://adsections.businessweek.com 

Design  and  art  direction  by  Shostak  Studios,  Inc., 
New  York,  NY. 
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tech  centers,  as  well  as  abroad,  where 
jobs  available"  message  is  conveyed 
launching  other  initiatives. 


ies  and  Teens 

:  Telecom  Corridor  Technology  Train- 
■    Jerwork,  a  consortium  of  the  TBC 

wo  community  colleges,  has  received 
than  $2.3  million  in  state  grants  to 
e  customized,  high-tech  job  training 
,900  workers  to  meet  the  demand 
o-year-degree  technicians,  Tl's  Rit- 
ports.  Nearly  all  the  42  area  com- 
ty  colleges  and  universities  are  tuned 

jEparing  students  for  technical  work, 
ayor  Slagel,  who  also  is  Vice  Chair- 
of  Global  Employer's  Network,  Inc., 

MI)  says:  "The  (recruiting)  rewards 

de  (money),  computers,  trips,  cars," 
nfirms.  "It  is  very  competitive.  There 
ething  in  the  range  of  350,000  (high- 
jobs  available  at  any  one  time  around 
urn iv."    Slagel  estimates  3,000  to  as 
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A  Development  of 
Galatyn  Park 


T  500  Acre  Mixed  Use 

▼  Located  in  the 
Heart  of  Richardson's 
Telecom  Corridor 

▼  Contact: 

Don  Dillard  at 
214.922.1065 


Galatyn  Park  is  one  of  the  most 
innovative  and  cutting  edge 
developments  in  the  country.  The 
500-acre.  mixed-use  development 
will  feature  DART-rail  service,  office 
complexes,  hotels,  retail  stores  and 

restaurants.  Galatyn  Park  -  the  latest 

landmark  project  from  the  Hill  family. 

Build-to-suit  opportunities  available  by 

Galatyn  Properties.  Ltd. 
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Gotta  be  away  from  your  desk  but  not  from  your  phone? 

Gotta  have  a  cordless  phone  that  doesn't  sound  like  one? 

Gotta  have  a  phone  system  that  will  grow  with  your  business? 

Gotta  have  big  business  phone  system  features  at  a  small  business  price' 


INTRODUCING  THE  GIGASET  2420  FROM  SIEMENS,  THE  FIRST  COMPLETE  CORDLE 
SYSTEM  DESIGNED  FOR  SMALL  AND  HOME-BASED  BUSINESS.  With  expandability  u 
eight  cordless  handsets  and  multi-user  capabilities,  it's  the  perfect  way  to  keep  in  touch  v 
customers,  co-workers,  or  both  at  the  same  time.  And,  the  2420  comes  with  an  impressive 
of  calling  and  productivity  features.  So  your  business  can  sound  big  while  it's  becoming 
Sound  good?  You  bet  it  does.  You  Gotta  Getta  GIG. 


Siemens  and  Gigaset  are  registered  nademarks  o(  Siemens  AG 
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)0D  NEWS  ABOUT  JOBS 
BAD  NEWS  TO  THE  FED 

ge  gains  could  start  outstripping  productivity,  reigniting  inflation 


U.S.  ECONOMY 


B  GROWTH:  SLOWER. 
-I  JUT  STILL  STRONG 


The  Federal  Reserve  cannot 

come  out  and  say  it  directly, 

the  main  reason  policymakers  want  to  restrain 

omic  growth  is  to  loosen  up  the  labor  markets. 

m  dmil  that  would  be  political  suicide.  But  the  Fed 

B  ,-s  that,  with  markets  already  so  tight,  job  growth 

slow  if  the  economy  is  to  avoid  a  surge  in  wages 

could  trigger  a  rise  in  inflation. 

lat's  why  the  employment  report,  one  of  the  first 

s  at  monthly  economic  activity,  is  back  in  the 

light  as  a  bellwether  of  future  Fed  actions  on  in- 

Blt  rates.  For  the  outlook,  the  June  employment  re- 
signaled  that  business  activity  ended  the  sec- 
quarter  on  a  solid  note.  Nonfarm  payrolls  grew  by 
ronger-t nan-expected  268,000.  And  the  average 
tweek  lengthened  by  six  minutes,  helped  by  an- 
r  gain  in  factory  overtime.  That's  a  sign  that 
ufacturing  is  rebounding. 

As  for  price  pressures,  the 
June  report  was  a  mixed  bag. 
True,  wage  growth  in  the  sec- 

_ ond  quarter  slowed  further. 

|  m  |  J  _  And  the  trend  in  total  hours 

worked  in  the  economy  sug- 
gests that  productivity  growth 
posted  another  stellar  perfor- 
mance last  quarter.  But  job 
gains,  though  shrinking  a  bit 
(chart),  are  still  too  large  to 
keep  the  unemployment  rate 
1  tailing  further  from  its  already  low  4.3%.  More- 
\  workers  seem  less  worried  about  being  laid  off 
'  i  at  any  time  in  this  eight-year  expansion.  Less 
insecurity  could  lead  to  more  demands  for  bigger 
raises. 

i  addition,  the  Fed  saw  other  hints  of  price  pres- 
•s  in  the  data  released  right  before  the  long  Fourth 
Illy  weekend.  The  nation's  purchasers  said  that 
r  price  index  jumped  to  the  highest  level  in  al- 
t  two  years  and  that  companies  are  taking  longer  to 
arders.  Also,  auto  makers  are  predicting  that  1999 
t)  may  set  a  record  in  sales.  That's  hardly  a  sign  of 
.it  consumer  spending,  another  trend  that  policy- 
ters  would  like  to  see. 

COURSE,  THE  FED  recognizes  that  labor  markets 

tightened  over  the  past   few  years  without  an 

>mpanying  pickup  in  inflation.  As  the  Fed  noted  in 


ice 


NONFARM  PAYROLLS 
MONTHLY  AVERAGES 


181     II      III      IV      991     II 

(OUSANDS  OF  WORKERS 

MIA ■  LABOR  DF.PT.8USINESS WEEK 


TAKE  THIS  JOB 
AND  SHOVE  IT' 


the  June  30  statement  announcing  its  interest-rate 
hike:  "Labor  markets  have  continued  to  tighten  over  re- 
cent quarters,  but  strengthening  productivity  growth 
has  contained  inflationary  pressures." 

Productivity  very  likely  posted  another  big  increase 
in  the  second  quarter.  Total  hours  worked  in  the  econ- 
omy edged  up  at  just  a  0.7%  annual  rate  in  the  spring, 
even  as  the  available  spending  data  indicate  that  the 
economy  grew  at  a  pace  in  excess  of  3%.  Unless  foreign 
producers  satisfied  the  majority  of  that  demand  (data  on 
foreign  trade  are  now7  available  only  through  April), 
U.  S.  output  per  hour  worked  appears  to  have  grown 
by  2%  or  more  last  quarter.  That  gain  not  only  explains 
why  inflation  remains  tame  but  also  suggests  that  cor- 
porate profits  performed  well  last  quarter. 

The  Fed's  worry  is  that  the 
U.  S.  is  near  the  point  where 
the  labor  markets  become  so 
tight  that  pay  gains  begin  to 
outstrip  even  the  recent 
strong  productivity  advances. 
Nonfarm  hourly  pay  rose  3.6% 
in  the  year  ended  in  the  sec- 
ond quarter,  down  from  4.3% 
in  the  spring  of  1998.  But  as 
long  as  businesses  face  a 
shrinking  pool  of  available  la- 
bor, wage  acceleration  remains  a  long-term  threat  to 
this  expansion.  Indeed,  yearly  wage  growth  in  manu- 
facturing, which  had  slowed  to  1.8%  at  the  end  of  last 
year,  has  accelerated  to  2.9%  as  of  June.  As  Fed  Chair- 
man Alan  Greenspan  has  said,  the  laws  of  supply  and 
demand  in  the  labor  markets  have  not  been  repealed. 

AND  SO  FAR,  JOB  GROWTH  is  not  slowing  enough  to 
loosen  up  the  labor  markets.  Thanks  to  a  loss  of  5,000 
jobs  in  May,  second-quarter  employment  growth  aver- 
aged just  195,000  new  jobs  per  month,  the  smallest 
quarterly  rate  in  314  years.  Even  the  broader  tally  of 
employment,  the  household  survey  that  includes  the 
self-employed  and  farmers,  shows  new  jobs  increasing 
by  about  180,000  per  month  over  the  past  year.  The 
problem  is  that  the  labor  force  is  growing  only  by 
about  160,000  per  month.  Employment  gains  at  the 
current  pace  will  reduce  the  jobless  rate  to  below  4'  I 
by  yearend. 

Ihalthy  employment  gains  appear  to  be  contributing 
to  a  change  in  job  attitudes  among  consumers.  A  large 
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45.8%  of  consumers  viewed  jobs  as  "plentiful"  in  June. 
And  the  so-called  quit  rate,  the  ratio  of  the  unem- 
ployed who  voluntarily  left  their  last  job,  averaged 
13.9%  last  quarter,  the  highest  quarterly -percentage  in 
more  than  nine  years  (chart,  page  37). 

Greenspan  has  pointed  to  the  quit  rate  as  a  measure 
of  job  security.  He  believes  that  job  anxiety  has  been  a 
key  reason  holding  down  wage  growth  in  this  expan- 
sion, as  workers  who  are  worried  about  layoffs  are 
unlikely  to  seek  bigger  pay  raises.  But  if  workers  feel 
confident  that  they  will  have  no  problem  finding  a  new 
job,  they  are  more  likely  to  leave  their  current  em- 
ployer, possibly  for  another  job  at  higher  pay. 

FACTORY  WORKERS  are  the  one  group  still  holding 
on  to  their  job  jitters.  Manufacturing  cut  35,000  more 
jobs  in  June.  Almost  half  a  million  factory  workers 
have  been  laid  off  since  March,  1998. 

But  the  news  from  the  industrial  sector  is  getting 
better.  The  National  Association  of  Purchasing  Man- 
agement reported  that  its  business  activity  index  rose 
from  55.2%  in  May  to  57%  in  June,  the  highest  reading 
in  two  years.  The  napm  said  that  production,  orders  in- 
cluding exports,  and  inventories  all  increased  in  June. 
In  particular,  the  napm's  employment  index  has  jumped 
in  recent  months,  suggesting  that  the  factory  job  loss- 
es may  be  ending  soon. 

In  addition,  the  purchasers'  index  covering  prices 
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paid  for  supplies  jumped  to  53.5%,  the  highest  sin-: 
tober,  1997.  They  also  said  that  delivery  time 
lengthening  (chart).  That's  a  sign  market  activ 
beginning  to  press  against  the  distribution  sy 
usually  an  early  signal  that  heavy  demand  is  ca 
production  constraints  that  can  lead  to  price  incr< 

One  hot  spot  for  demand  is 
vehicle  sales.  Purchases  of 
cars  and  trucks  hit  an  annual 
rate  of  16.9  million  in  June. 
The  second-quarter  average 
stood  at  a  16.7  million  pace, 
up  from  16.4  million  in  the 
first  quarter,  marking  the 
strongest  quarter  since  1986. 

To  keep  the  economy  from 
overheating,  the  Fed  would 
like  to  curtail  demand  for  au- 
tos  and  a  host  of  other  goods  and  services.  When 
nesses  see  demand  ebbing,  they  will  rethink  their 
ing  plans.  Job  growth  will  cool  and  so  will  pay  dem; 

To  achieve  that  end,  the  Fed  faces  a  delicate  or. 
tion.  It  wants  job  growth  to  slow,  but  only  enoug 
keep  price  pressures  from  working  their  way  intc 
system.  Once  rising  inflation  takes  hold,  the  Fed  kr 
it  would  have  to  tighten  policy  more  severely.  Sic 
job  growth  may  be  politically  incorrect,  but  the  a 
native — a  recession — would  be  a  policy  disaster. 
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When  it  comes  to  budgetary 
matters,  Italy  has  a  habit  of 
postponing  the  inevitable:  Once 
again,  pension  reform  has  been 
put  off,  but  the  debate  is  sure  to 
heat  up  by  the  time  the  budget 
for  fiscal  year  2000  is 
due  this  fall. 
The  Document  for 


meet  the  1.5%  goal.  The  cuts 
must  include  spending  reductions 
equal  to  at  least  0.5%  of  gdp. 

The  dpef,  however,  provides  no 
specifics  on  where  the  cuts  will 
come  from,  and  it  makes  no  com- 
mitment to  pension 
reform.  Cuts  of  that 
size  will  be  difficult  to 
Economic  &  Financial  "1.3%       "2.2%      achieve  without 

Planning  (dpef),  Italy's    ^R0W^-  touching  Italy's  gener- 

four-year  budgetary  deficit*      2'4  1S        ous  and  politically 
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blueprint,  projects  15 
trillion  lire  ($8.3  bil- 


7.1 


6.5 


sensitive  pension  sys- 
tem, and  intense 


INTEREST 
OUTLAYS* 
PRIMARY        dp  5  n 

lion)  in  deficit  cuts  for      surplus*    ; ;         wrangling  with  the 

2000,  which  would  re-       debt*      115J        1129        unions  seems  unavoid- 
duce  the  budget  gap  to    dma:  document  for  economic"  "-percent      able  as  budget  season 


DATA:  DOCUMENT  FOR  ECONOMIC 
AND  FINANCIAL  PUNNING 


1.5%  of  gross  domestic 
product,  as  set  forth  by  the  Euro- 
pean Union  (table).  Because  Italy 
will  miss  its  2%  target  for  1999 
with  an  expected  2.4%  deficit,  the 
government  must  make  more  bud- 
get cuts  than  those  planned  to 


OF  GDP 


approaches. 
The  problem  is  compounded  by 
Italy's  need  to  support  its  ailing 
economy,  the  euro  zone's  weakest. 
This  year's  budget  setback  arose 
because  1999  growth  is  expected 
to  be  1.3%,  based  on  the  dpef, 


half  of  the  government's  earlier 
2.7%  projection.  The  dpef  expec 
growth  to  pick  up  to  2.2%  in  20( 

That  forecast  seems  achievabli 
The  chief  drag  has  been  a  weak 
foreign  sector,  but  now  world 
growth  is  set  to  pick  up,  if  only 
gradually.  Also,  first-quarter  GDP 
was  stronger  than  expected,  ris 
ing  0.2%  from  the  fourth  quarter 
and  0.9%  from  the  year  before 

Solid  first-quarter  gains  in  con 
sumer  spending,  construction,  an 
business  investment  show  that  d 
mestic  demand  is  picking  up  in 
sponse  to  1998  cuts  in  interest 
rates.  First-quarter  weakness  wa 
confined  to  foreign  demand  and  a 
drawdown  of  inventories.  Still,  th 
new  budget  projections  are  tight, 
with  little  room  for  error  on  both 
growth  and  interest  rates.  Some 
give  on  the  pension  impasse  will 
be  needed. 
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among  972  international 
equity  funds 

Prudential  World  Fund/ 

International  Stock  Series 

(Class  A) 

Morningstar  rates  funds  after 

three  years  of  performance. 

Inception  date  of  Class  A 

shares:  9/23/96 

Call  lor  a  free  prospectus  with 
more  complete  information, 
including  soles  charges 
and  expenses,  and  other 
dosses  ol  shares  Please 
read  it  carefully  behre 
you  invest  or  send  money. 


Prudential  Has  The  Answers 


Investing  overseas  offers  many  exciting  rewards — and  special  risks.  Changing  economic  and 
political  conditions  around  the  world  can  cause  some  markets  to  soar  while  others  stumble. 
That's  why  you'd  be  wise  to  tap  the  investing  expertise  of  Prudential.  We  can  help  you  navigate 
the  challenges  of  international  investing  and  find  some  of  today's  most  promising  opportunities. 


It's  time  to  discover  the  rewards  of  global 
investing.  The  U.S.  stock  market  has  delivered  strong 
returns  in  the  past  few  years.  But  today,  many  investors 
are  recognizing  that  a  portion  of  their  portfolio  should 
be  overseas  in  order  to  be  positioned  for  future  growth 
opportunities. 

Prudential  can  help  you  discover  foreign 
investment  opportunities  you  might  not 
find  on  your  own.  As  one  of  the  largest  money 
managers  in  the  world,  Prudential  offers  years  of 
international  investing  expertise,  a  wide  range  of 
overseas  stock  and  bond  funds,  and  seasoned  fund 
managers  with  timely  access  to  world  financial  news 
and  data. 


Aim  for  results.  Manage  risk.  When  you're 
venturing  overseas,  you  want  to  make  sure  you 
have  the  right  combination  of  risk  and  potential 
reward.  At  Prudential,  we  manage  our  funds  with 
a  focus  on  long-term  risk-adjusted  performance. 
Of  course,  past  performance  is  no  guarantee  of 
future  results. 

Call  today  for  your  free  prospectus.  Find  out 
how  Prudential's  international  and  global  funds  can 
help  you  discover  a  world  of  investment  opportunity. 

1-800-THE-ROCKext.  3888 

www.prudential.com 
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ire  prices  and  returns  will  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  shares.  Not  all  funds  in  the  Prudential  Family  of  Funds  were  rated 
high  as  those  appearing  in  this  advertisement.  Ratings  cited  are  only  for  share  classes  indicated  above.  Different  classes  of  shares  are  offered, 
lough  the  shares  have  a  common  portfolio,  their  performance  and  ratings  may  vary  because  of  differences  in  loads  and  fees  paid  by  shareholders 
■Sting  in  different  classes.  Foreign  investments  are  subject  to  special  risks  including  currency  fluctuation  and  the  impact  of  social,  political  and 
anomic  change.  These  risks  may  result  in  greater  share  price  volatility.  *Source:  Morgan  Stanley  Capital  International  (MSCI).  The  above  map 
strates  the  performance  of  major  world  stock  markets  for  the  1  -year  period  ended  March  31,1 999.  It  does  not  represent  the  performance  of  any 
idential  mutual  fund.  MSCI  country  indices  are  unmanaged  indices  which  include  those  stocks  making  up  the  largest  two-thirds  of  each 
total  stock  market  capitalization.  Returns  reflect  the  reinvestment  of  gross  dividends.  This  map  is  for  illustrative  purposes  only  and  is  not  indicative 
I'?  he  past,  present  or  future  performance  of  any  specific  investment,  nor  is  it  indicative  of  the  countries  in  which  the  above  funds  may  invest  Investors 
mot  invest  directly  m  stock  indices 

010    .tomingstat  periods  ended  5/31/99.  Ratings  ate  subject  to  change  every  month,  ate  historical  and  do  not  represent  future  performance.  10".'  of  the  funds  in  a  category  receive  5  stars.  The  next  22.5'e  receive 
its;  the  next  35%  receive  3  stars.  Prudential  Europe  Growth  Fund  (Class  A)  received  5  stats  (3  years)  among  9/2  funds.  Prudential  World  Fund/Global  Seties  (Class  A)  teceived  4  stars  (3  years)  and  4  stars 
hiars)  among  9/2  and  480  funds,  respectively  Momingstot  proprietory  ratings  reflect  risk-adjusted  performance.  Morningstar  ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year  tetums  (with  fee  adjustments) 
xcess  of  90-day  fteasuty  bill  tetums,  and  a  risk  factor  that  reflects  fund  performance  below  9(Way  I-bill  returns.  Shates  of  the  Funds  ate  distributed  by  Prudential  Investment  Management  Services  LLC, 
ibet  SIPC,  751  Brood  Sheet,  Newark,  NJ  07102,  a  subsidiaty  of  The  Prudential  Insuronce  Company  of  America,  751  Brood  Street,  Newark,  NJ  07102. 
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It  worked  just  as  Walt  Disney  him- 
self might  have  planned.  Even  be- 
fore hitting  the  theaters,  Tarzan  was 
on  its  way  to  becoming  a  hit.  The 
soundtrack  was  climbing  the  charts, 
while  kids  at  Disneyland  were  climbing 
Tarzan's  Treehouse.  And  in  just  15  days, 
the  Ape  Man  swung  through  the  $100- 
million  mark  at  the  box  office,  all  but 
assuring  that  Disney's  37th  animated  fea- 
ture will  be  the  best  thing  since  The 
Lion  King. 


while,  have  soared  by  as  much  as  40%. 
Only  six  of  the  21  analysts  who  follow 
Disney  rate  it  an  unqualified  buy.  A  year 
ago,  17  of  18  did. 

The  irony  is  that  Disney  is  getting 
booed  on  Wall  Street — where  ceo 
Michael  D.  Eisner  once  commanded  a 
cult-like  following — even  as  many  of  its 
businesses  are  looking  healthier  than  they 
did  two  years  back.  The  abc  network, 
despite  having  lost  2%  of  its  audience 


theme-park  operator  into  a  major  n  ,:;  ■ 
conglomerate  has  worked.  In  the  ^ 
days,  a  hot  movie  could  always  do  y 
trick.  If  earnings  sagged,  Disney  c  .^, 
reissue  some  classic  videocassette  jei 
raise  ticket  prices  at  Disney  World.  T  :  r 
moves  don't  do  enough  to  lift  the  bot  <v 
line  for  a  $23  billion  empire.  "Disne;  ^ 
longer  looks  different  than  any  other 
dio  out  there,"  says  Alan  S.  Gold,  jj 
follows  Disney  for  Gerard  Klauer  M  lls 


pe^rer;^ug4S0^  The  problem:  How  to  hold  an  audience  a* 

Hunchback     of    Notre 

Davie  and  Hercules,  the  Disney  magic      during  the  last  season,  lost  fewer  viewers 

appears  to  be  intact.  But  not  on  Wall      than  either  CBS  or  nbc.  And  it  sold  $1.9 

billion  in  "up-front"  ads  for  the  coming 
season,  a  46%  hike  over  last  season.  Dis- 
ney's espn  unit  is  still  a  big  moneymaker 
and  its  film  studio  is  recovering  from  a 
rocky  1998  with  a  string  of  small  hits. 

The  problem  for  Disney  is  that  Eis- 
ner's 15-year  effort  to  build  up  the  com- 
pany from  a  $1.6  billion  film  studio  and 


Street.  Just  before  the  July  4  holiday, 
three  analysts  cut  their  estimates  of  the 
company's  earnings  for  this  year  and 
next.  And  by  July  7,  Disney's  stock  was 
trading  at  $28.06,  8%  below  its  price 
when  Tarzan  opened  on  June  18  and  5% 
below  where  it  began  1999.  Shares  of 
Time  Warner  and  News  Corp.,  mean- 


son  &  Co.  "I  used  to  say  that  Disj. 
was  the  only  company  that  could  le] 
mately  generate  earnings  any  time  t  ~ 
needed  it.  Now,  they  seem  to  be  hav  ' 
trouble  keeping  up  with  everyone  els  ^ 
Like  other  media  companies,  Disnei  i( 
trying  to  figure  out  how  to  hold  ai  ; 
ences  and  develop  brands  in  a  mar  £ 
where  consumers  can  choose  from  h  t( 
dreds  of  TV  channels  or  log  on  to 
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I  net.  The  Disney  philosophy  remains 
I  .tially  unchanged:  Come  up  with  the 
TV  shows,  movies,  or  whatever,  and 
yeballs  will  follow. 
'  it  even  Disney's  powerful  brands 
storytelling  talents  don't  guarantee 
iss  now.  Take  Tarzan.  The  movie 
wind  up  taking  in  $185  million  in 
J.  S.,  making  it  Disney's  third  biggest 
id(  Bng  animated  film.  But  it's  unlikely 
■  '  as  well  as  Hunchback,  which  bare- 


DISNEY  IN  TRANSITION... 

FILMED  ENTERTAINMENT  Studio 
chief  Joe  Roth  has  slashed  costs, 
number  of  films  produced.  But  even 
solid  hits  such  as  Tarzan  aren't  likely 
to  raise  the  bottom  line. 

BROADCASTING  ESPN  is  going 
strong.  ABC,  despite  market-share 
losses,  has  some  hit  shows  and  is  get- 
ting good  ad  revenue. 

THEME  PARKS  &  CRUISES  Competi- 
tion is  heating  up.  Disney  is  respond- 
ing with  new  thrill  rides  in  Orlando  and 
a  second  park  in  Anaheim.  A  cruise 
ship  opened  behind  schedule. 

THE  INTERNET  Disney  now  controls 
Infoseek,  which  is  trying  to  build  a 
major  portal  around  Go  Network, 
which  includes  links  to  ESPN  and 
Disney  content.  Internet  Chief  Jake 
Winebaum  quit  to  join  a  startup-fol- 
lowing others. 

...AND  DEHIND  MEDIA  RIVALS 


I     I     1'  T   T'TT~T~T-T— r~r~T— r-1"r"T'T'['T"  V    1  1 
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then  merchandising  them  every  which 
way  is  no  longer  so  reliable.  Disney, 
which  generated  an  estimated  14%  of 
revenue  from  merchandising  and  Disney 
Store  sales  last  year,  isn't  the  only  victim. 
Companies  that  paid  steeply  to  license 
Star  Wars  toys  are  finding  sales  are  dis- 
appointing (page  42).  Even  before  Tarzan 
was  released,  Disney  financial  folks  had 
been  telling  Wall  Street  that  merchan- 
dising might  be  weak.  Same-store  sales 


keting  operation  home  video  and 

movie  unit  ,  reorganized  iti  international 

divisions,  arid  overhauled  i'     product   li 
Dig  business.  It  even  got  it-  220 

affiliates  to  cough  up  $r»o  million  a  year 

to  defray  the  cost  of  the  $660  million-a- 
year  tab  for  the  right  to  broadcast  Na- 
tional Football  League  games. 
CHOPPING.  'Hint's  nothing  compared  with 
the  wholesale  pruning  going  on  at  Dis- 
ney's studio.  There,  the  budgets  for  mak- 
ing and  marketing  movies  have  been 
chopped  by  $600  million  from  last  year's 
$1.7  billion.  Disney  is  also  enlisting  part- 
ners for  some  of  its  more  expensive  films 
such  as  Instinct,  the  Anthony  Hopkins 
vehicle  that  bombed,  and  Bicentennial 
Man,  with  Robin  Williams. 

Studio  chief  Joe  Roth  says  he's  scaling 
back  production  to  16  to  20  films  a  year, 
from  28  annually  three  years  ago.  And, 
he  says,  Disney  won't  take  big  risks  on 
would-be  blockbusters  with  massive  bud- 
gets. "We're  still  going  to  make  films 
with  stars  and  a  lot  of  action,"  he  says, 
"but  if  we're  going  to  spend  a  lot  of  mon- 
ey on  it,  then  the  film  had  better  be  aw- 
fully special." 

Cost-cutting  is  the  easy  part — and 
one  of  Eisner's  proven  talents.  But  that 
alone  won't  convince  Wall  Street  that 
Disney  can  again  deliver  the  20%  aver- 
age annual  earnings  gains  of  old.  ABC 
still  trails  NBC  and  CBS  in  viewers,  and 
earnings  from  the  12  abc  affiliates  that 
it  owns  have  fallen  because  of  a  softer 
local  ad  market.  What's  more,  espn, 
which  earned  more  than  $600  million 
last  year,  faces  immense  competition 
from  Fox  Sports  Channel.  To  fend  off  a 
rejuvenated  Universal  Studios,  which 
has  spruced  up  its  Hollywood  theme 
park  and  spent  $2.5  billion  on  Islands  of 
Adventure  in  Orlando,  Disney  will  spend 
more  than  $2  billion  to  build  a  park 
near  Disneyland  in  Anaheim,  Calif.,  and 
add  rides  in  Orlando. 

All  that  spending  will  likely  pay  off 
one  day.  But  it  will  drag  down  Disney's 
earnings  for  a  year,  maybe  two,  most 
analysts  feel.  Disney  is  also  contemplating 
a  major  write-down  for  later  this  year, 


inse  competition  from  the  tube  and  the  Net 


Hce  $100  million,  in  video  and  mer- 

dising  sales,  says  Salomon  Smith 

\'v\  analyst  Jill  S.  Kiiitick.  She's  pre- 

fig  $186  million  in  video  earnings  and 

lillion  in  merchandise  profits  from 

in,  vs.  $200  million  in  video  sales 

1160  million  in  merchandise  earn- 

tVom  Hunchback. 

lernight,  it  seems,  the  old  formula  of 

Rng  endearing  characters  on  film  and 


at  Disney  Stores  are  likely  to  be  down 
10%  this  year,  say  analysts.  Even  sales  of 
Winnie  the  Pooh  merchandise,  last  year's 
hot  toy,  will  be  flat  at  best. 

The  problem  for  Disney  is  that  there 
is  no  quick  fix.  Confronted  with  a  14% 
drop  in  operating  earnings  in  the  first 
quarter,  Eisner  put  his  company  on  a 
top-to-bottom  crash  diet  to  slash  costs. 
Since  then,  Disney  has  merged  the  mar- 


most  likely  one  that  will  include  losses 
from  its  NFL  contract  and  box-office 
bombs. 

On  the  positive  side — at  least  if  Eis- 
ner's enthusiasm  counts  for  anything — is 
Disney's  Internet  potential.  Within 
weeks,  the  company  is  expected  to  buy 
the  remaining  57r<  stake  in  Infoseek 
Corp.  that  it  doesn't  already  own  and 
will  bundle  that  into  a  new  unit.  Go 
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Network,  the  Disney-Infoseek  portal, 
has  gained  market  share,  and  Disney 
is  adding  Web  content  monthly — despite 
the  loss  of  high  profile  Net  exec  Jake 
Winebaum  in  June.  The  Web  properties 
are  expected  to  show  losses  of  $50  mil- 
lion or  more.  But  Disney  is  contemplat- 
ing issuing  a  tracking  stock  for  its  Net 
assets  that  could  soar  along  with  other 
Net  shares. 


One  headache  and  major  manage- 
ment distraction  has  been  eliminated: 
On  July  7,  Disney  announced  a  settle- 
ment with  Jeffrey  Katzenberg,  the  for- 
mer studio  chief  who  was  seeking  more 
than  $250  million  in  money  he  claimed 
he  was  due.  Neither  side  will  comment, 
but  sources  close  to  the  negotiations 
say  Katzenberg  will  get  at  least  $200 
million.  Disney  insiders  say  the  agree- 


ment was  negotiated  by  Stanlej 
Vice-Chairman  Roy  Disney's  long 
nancial  adviser  and  a  Disney  dire 
was  Gold  who  recruited  Eisnerl 
with  the  late  Frank  Wells,  to 
ney  in  1984.  And  like  many  of  itsl 
holders,  Gold  would  desperatel] 
to  see  the  company  return  t 
high-flying  days 

By  Ron  Grover  in  Los 


1  "■ 


THIS  PHANTOM  IS  A  MENAGE  TO  TOYMAKERS 


At  the  front  of  KB  Toys  in  Santa 
Monica,  Calif.,  stands  a  16-foot 
display  of  goodies  based  on  Star 
Wars:  Episode  I — The  Phantom 
Menace.  But  kids  rush  by  on  their 
way  to  Pokemon  and  World 
Wrestling  Federation  merchandise. 
"I  am  not  that  interested,"  says 
Jason  Jackson,  10.  "I  already  have 
some  Star  Wars  stuff." 

The  scene  reveals  a  disturbance  in 
the  Force.  The  Phantom  Menace,  the 
much-hyped  Star  Wars  prequel,  has 
rung  up  $370  million  at  the  box  office, 
which  puts  it  on  course  to  become  one 
of  the  top-grossing  films  of  all  time. 
But  the  merchandising  wave  that 
companies  paid  dearly  to  catch  is  not 
swelling  to  the  record-smashing 
heights  that  they  expected.  From 
stacks  of  unsold  Micromachines  at  KB 
to  piles  of  Star  Wars  T-shirts  that  are 
30%  off  at  Macy's,  there  are  signs  of 
distress  in  the  Empire.  Even  Howard 
Roffman,  head  of  licensing  at  Lucas- 
film,  concedes  that  some  Episode  I 
merchandise  isn't  flying  off  shelves  as 
expected. 

When  George  Lucas  started  the 
new  Star  Wars  series,  companies  such 
as  Hasbro  and  PepsiCo  Inc.  paid  huge 
sums  for  licensing  rights.  Has- 
bro committed  to  pay  $600 
million  in  royalties  and 
granted  Lucasfilm  war- 
rants for  a  7.5%  stake 
in  the  toymaker  as 
part  of  its  nine-year 
licensing  deal.  "For 
licensees,  Star  Wars 
doesn't  just  have  to 
be  big,"  says  Marty 
Brochstein  of  Licens- 
ing Letter.  "It  has  to 
be  huge." 

STAR  WARS 
ACTION  FIGURE 
AND  PEPSICO'S 
DRINKING  STRAW 


So  far,  it  only  looks  large — headed 
for  about  $1  billion  by  yearend.  Wall 
Street  analysts  now  expect  Hasbro's 
Star  War  sales  to  reach  $500-$600 
million  this  year,  as  much  as  $200 
million  less  than  earlier  estimates. 
Taco  Bell,  Pizza  Hut,  and  kfc,  all 
owned  by  Tricon  Global  Restaurants 
Inc.,  a  PepsiCo  spin-off,  have  not 
generated  additional  traffic  with 
Star  Wars  freebies,  says  analyst  Da- 
mon Brundage  of  J.  P.  Morgan  & 
Co.  Analysts  figure  that  PepsiCo's 
Star  Wars  collector  cans  helped 
it  grab  share  from  Coca-Cola  Co. 
this  spring.  But  PepsiCo  has 
committed  to  providing  $2  billion 
worth  of  Star  Wars  promotions  (in- 
cluding via  Tricon)  from  1997 
through  2001.  "They  may  not 
lose  money,"  says  Brundage, 
who  follows  Tricon.  "But 
you  have  to  ask  whether 
that  was  money  well  spent."    \0  V 

The  companies  that  bet 
big  on  Star  Wars  merchandis 
ing  say  they're  not  disap- 
pointed. Hasbro 
says  sales  are 
in  line  with  ex- 
pectations. And 
lego  says  Star  Wars 

sales  are  15%  ahead  of 
projections.  Overall,  how- 

The  Star  Wars 
prequel  has  done 
boffo  box  office, 
yet  merchandise 
sales  have  been 
disappointing 


jmi 


.I 


>\ 


ever,  Star  Wars  toys  won't  deli' 
the  huge  payoff  that  was  expe'c1 
Adult  collectors  are  snapping  u] 
the  action  figures,  but  kids  see: 
lukewarm.  "The  only  way  for  it 
be  a  real  long-term  success  is  t| 
get  the  kids,"  says  Thomas 
Alfonsi,  head  of  merchandi 
ing  for  KB.  Without  the  kii 
groundswell,  chains  that 
counted  on  Phantom  Me 
mania  to  carry  through 
Christmas  aren't  optimistic 
"Wrestling  merchandise  ma; 
be  as  big  by  then,"  says  one 
toy-store  exec. 

If  Star  Wars  tie-ins  fall 
short,  the  rules  for  Hollywoi 
merchandising  could  go  to 
rewrite.  In  the  past  decade 
i   movie  makers  have  been 
able  to  wring  ever-higher 
royalty  rates  from  licensee| 
of  toys,  clothing,  and  other 
goods.  But  the  payoff  has 
been  shrinking.  Mattel  Inc. 
felt  the  pinch  when  several 
recent  Disney  pics,  inclu<  y, 
ing  Hercides,  passed 
$100  million  at  the  box 
office  but  did  little  in 
I  toy  sales.  Godzilla  was1 
It]  not  the  bonanza  toy- 
/J     maker  Trendmasters 
/  Inc.  had  hoped  for,  either^ 
While  big  toymakers  are 
sticking  with  movie  merchandis-  |W 
ing  for  now,  others  are  bailing  out  m 
Equity  Marketing  Inc.,  a  midsize  |tt 
toy-and-promotions  company  that 
was  burned  by  Babe:  Pig  in  the 
City  and  Godzilla,  has  sworn  off 
tie-ins.  Now,  if  even  smash  hits 
don't  ring  up  big  merchandising 
profits,  studios  may  have  to  plug  sir, 
smaller  number  into  then-  budgets 
for  licensing  fees. 

By  Kathleen  Moyiis  h  j 
Los  Angela  5 
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By  Aaron  Bernstein 

ALLS  NOT  FAIR  IN  LABOR  WARS 


■:j  .1  iphis  week's  puzzler:  How  is  it 
I  that  mure  and  more  workers  are 


;>» 


I  saying  they  want  to  join  unions, 
tilt'  at  the  same  time  the  percent- 
e  of  unionized  employees  in  the 

force  continues  to  decline? 
In  the  midst  of  the  best  real  wage 
ins  and  job  opportunities  in  years, 
%  of  employees  surveyed  national- 
this  spring  say  that  they  would 
te  for  a  union  at  their  workplace, 
cording  to  Washington-based  poll- 
ers Peter  D.  Hart  Research  Associ 
That's  up  from  39%  in  the  mid- 
90s  and  30%  in  1984.  The  reasons 
ry.  Some  workers 
lieve  that  while  ex- 
Utives  and  managers 
ve  been  richly  re- 
irded,  they  them- 
lves  have  not  re- 
ived a  large  enough 
lare  of  the  wealth 
■nerated  over  the 
st  decade.  Others 
ould  want  a  union  to 
dit  for  better  health 
id  pension  benefits. 
VAR."  But  whatever 
ie  motivations  may 
I  some  40  million 
orkers  say  they 
ant  a  union  today, 
impared  with  only  19 
illimi  in  1984.  Man- 
cement  argues  that 
hatever  these  work- 
's tell  pollsters,  they 
id  up  changing  their 
tfiinds  when  an  actual 
nion  vote  occurs.  But 
m  so  many  people 
Hinge  their  minds  so  consistently? 
Certainly,  labor  leaders  are  partly 
)  blame  for  the  disconnect  between 
ro-union  sentiment  and  dwindling 
lembership.  For  decades,  they  have 
leased  on  preserving  jobs  rather 
1 1*  nan  organizing  the  fastest-growing 
id   arts  of  the  economy,  such  as  ser- 
ices  and  high  tech.  So,  many  work- 
rs  who  say  they  favor  a  union  may 
ever  have  been  offered  the  opportu- 
ity  to  join  one.  Only  recently,  prod- 
led  by   VFL-CIO  President  John  J. 
iweeney,  have  unions  shifted  back  to 
Organizing. 

Still,  this  doesnt  explain  why 
mions  only  win  half  the  elections  held 
it  private  companies,  but  are  voted  in 
'■>' r  of  the  time  by  public-sector  em- 


ployees. What  is  the  probable  i  i 
The  Increasing  use  of  anti-union  tac- 
tics by  private  employers.  According 

to  analyses  of  data  from  the  National 
Labor  Relations  Board  (NLRB)  by  la- 
bor researcher  Kate  Bronfenbrenner 
of  Cornell  University,  companies  are 
increasingly  using  every  weapon — le- 
gal or  not — to  thwart  attempts  to  or- 
ganize their  workers. 

A  third  of  the  companies  in  the 

nlrb  study  illegally         

fired  union  supporters     FRESH  BLOOD:  new  UNITE 
during  elections,  Bron-    union  workers  rallying  at 
fenbrenner  found.  That    a  Miami  Beach  convention 
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What's  behind  labor's  poor 
showing  lately?  The  likely  answer  is 
greater  use  of  anti-union  tactics 


i$ 


was  up  from  a  mere  8%>  in  the  1960s. 
Half  threatened  to  close  facilities  if 
the  union  won,  and  91%  required 
workers  to  meet  one-on-one  with  su- 
pervisors on  the  issue.  Sweeney  calls 
these  tactics  a  "secret  war  in  our 
workplaces." 

To  see  how  influential  management 
can  be,  just  look  at  the  quarter-centu- 
ry effort  to  organize  textile  employ- 
ees at  Fieldcrest  Cannon  Inc.  plants 
in  Kannapolis,  N.  C.  On  June  24,  a 
slim  majority  of  5,200  workers  voted 
in  the  Union  of  Needletrades,  Indus- 
trial &  Textile  Employees  (unite)  af- 
ter five  previous  votes  failed.  In  the 
prior  elections,  the  NI.RB  intervened 
because  Fieldcrest  Cannon  had  ha- 
rassed and  Bred  pro-union  workers. 


The  difference  this  time:  a  change 
of  management.  In  l!»!»7,  Dallas-baaed 

Pillowtex  Cor]),  bought  the  company. 
Its  CEO,  Charles  M.  Hansen  Jr.,  is  no 
fan  of  unions — he  even  sent  a  video  of 
himself  to  workers  arguing  against 
the  union.  But  Hansen  also  ordered 
his  supervisors  not  to  break  any  labor 
laws.  "I  made  sure  managers  didn't 
make  any  threats,  even  implied  ones," 
he  notes.  Says  unite  Secretary-Trea- 
surer Bruce  S. 
Raynor:  Hansen  sim- 
ply "accepted  the  fact 
that  workers  have  a 
right  to  vote  for  a 
union." 

Such  a  laissez-faire 
attitude  is  unusual. 
Managements,  accord- 
ing to  National  Asso- 
ciation of  Manufactur- 
ers Vice-President 
Patrick  J.  Geary,  are 
merely  "exercising 
their  First  Amend- 
ment rights  to  give 
[workers]  facts  about 
unions"  when  they 
campaign  against 
unions.  But  the  reali- 
ty is,  there  is  a  dis- 
turbing trend  of  man- 
agement coercion  that 
inhibits  workers. 

Failing  to  restrain 
anti-union  campaigns 
has  also  allowed  man- 
agement to  limit  la- 
bor's overall  power.  If 
even  half  of  the  em- 
ployees who  say  they 
favor  union  representation  had  been 
allowed  to  vote  for  unions,  orga- 
nized labor  would  represent  as  much 
as  35%  of  the  American  workforce 
today — the  same  share  it  held  at  the 
peak  of  its  power  in  1945.  Instead, 
owing  in  part  to  a  relatively  tooth- 
less nlrb  since  the  Reagan  Admin- 
istration, labor's  ranks  have  plunged 
to  14%. 

The  U.  S.  wouldn't  tolerate  compa- 
nies that  intimidated  employees  who 
supported  a  politician  management 
disliked.  The  standard  of  fairness 
should  be  no  less  democratic  for 
workplace  elections. 

Bernstein  covers  workplace  iss 
front  Washington. 
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YOU  CAN  GO  HOME  AGAIN 
-WITH  A  RAISE 

Businesses  are  going  to  unusual  lengths  to  fill  jobs 


Three  years  ago,  Jeff  Cunningham,  a 
36-year-old  technology  consultant,  left 
Iowa  for  Denver  and  a  job  that 
tripled  his  salary.  But  the  Iowa  State 
University  graduate  was  beginning  to 
tire  of  the  Mile-High  City  when  he  re- 
ceived a  pitch  letter  from  the  Iowa  State 
president  about  what  he  was  missing  in 
Iowa.  Cunningham  and  his  family  headed 
back  to  Ames,  where  they  were  greeted 
by  neighbors  bearing  lemonade  and  cook- 
ies. Now,  working  at  computer  consul- 
tancy Cap  Gemini  America,  Cunningham 
says  he  couldn't  be  happier.  "This  is  a 
much  better  environment  for  kids,  and 
there  are  a  lot  more  jobs  at  higher 
salaries  than  a  few  years  ago,"  he  says. 
Iowa's  first-term  Governor  Tom  Vil- 
sack  has  only  one  question  for  Cunning- 
ham: Would  he  like  to  be  cloned?  Vil- 
sack  has  been  barnstorming  the  U.  S. 
recently,  looking  for  other  twenty-  and 
thirtysomethings  who  might  have  a  soft 
spot  for  the  rolling  dales  of  Iowa.  He 
has  been  speaking  at  high  schools  and 
colleges,  and  recently,  he  offered  Iowa 
beef  and  Maytag  blue  cheese  at  Manhat- 
tan's Tavern  on  the  Green  to  emigres. 
Marianthi  Markatou,  a  39-year-old  sta- 
tistician at  Columbia  University  who  once 
taught  at  the  University  of  Iowa,  ac- 
cepted the  invitation  to  sup  with  850  oth- 
er former  Iowans  in  Central  Park,  but 
not  the  invitation  to  go  back  to  the  Mid- 
west. "Iowa  has  a  nice,  interesting  envi- 


ronment," she  says.  "But 
more  opportunities  come 
your  way  in  New  York  or 
California."  Vilsack  re- 
mains undeterred:  He  sim- 
ply can't  afford  not  to  be. 
FREE  BARBECUE.  After 
two  years  of  national  un- 
employment below  5% 
and  nine  months  below 
4.5%,  states  and  compa- 
nies are  in  a  mad,  com- 
petitive dash  to  fill  ever  more  jobs 
in  an  economy  that  won't  slow  down. 
States  are  reporting  once-unthinkable  un- 
employment rates — not  only  below  4%, 
but  below  3%.  Low  population  growth 
in  the  Midwest  and  New  England  and 
outmigration  from  the  Great  Lakes  states 
have  produced  acute  labor  shortages.  If 
the  crunch  spreads:  "It  will  be  a  binding 
constraint  on  the  economy's  ability  to 
grow  further,"  says  Mark  M.  Zandi,  chief 
economist  at  Regional  Financial  Associ- 
ates Inc.  in  West  Chester,  Pa. 

This  makes  life  difficult  for  officials 
like  Robert  Miller,  Vermont's  commis- 
sioner for  the  Economic  Development 
Dept.  He'd  like  to  recruit  some  new 
employers  to  help  the  state's  tax  base, 
but  it  "would  only  exacerbate  our  la- 
bor market  problem."  If  anything,  Miller 
worries  about  defections  as  enterprises 
relocate  to  be  near  skilled  workers. 

Like  Vilsack,  other  governors  and 


BACK  TO  THEIR 

ROOTS:  The  Cunninghams  were 

recruited  back  to  Iowa  from  DenMf, 
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employers  from  the  tightest  ma:  ^ 
are  fighting  back  with  incentives  a 
at  enticing  workers  to  move  into 
areas.  For  instance,  Orlando-basec 
press  Cos.,  operators  of  hotels 
restaurants  in  the  Southeast,  is  tr 
to  entice  candidates  by  promising  tl  , 
will  match  or  exceed  current  pay  1<  >r.tei 
and  extend  such  benefits  as  401(k)  j  c 
to  relatively  new,  low-paid  hires.  An  ^ 
July  17,  Denver's  Regional  Transpc  ^ 
tion  District,  in  a  desperate  search  ^ 
bus  drivers  and  mechanics,  will  (  i3 
throw  a  free  barbecue  and  pay  $5  !at[( 
qualified    applicants    who    show 
"We've  got  to  be  smarter,  get  up  eai 
have  a  good  benefits  package,  anc  ^ 
more  for  our  employees  to  keep  th< 
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STATE 

UNEMPLOYMENT 

RATES 

The  areas  of  the  U.S. 
that  have  the  lowest 
unemployment  rates 
are  the  so-called 
West  North  Central  at  just 
2.0%,  New  England  at 
3.3%,  and  the  South 
Atlantic  at  3.8% 


DATA:  BUREAU  OF  LABOR  STATISTICS 


44  BUSINESS  WEEK  /  JULY  19,  1999 


□  BELOW  3%  f 

□  3%  TO  4% 
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lyg  Jasmine   Richards,  Cypress' 

•c  president   of  human  re  ource 

herwise,  I'm  goin^  to  have  to 

rt  building  robots." 

tech  training.  There  are  also 

mties  for  employee  referrals:  At 
■burgh  software  upstart  CoMan- 

Corp.,  with  just  27  employees  but 
tate  unemployment  rate  of  3.8%, 

going  price  for  a  new  worker  is 

to  $2,500.  Medical  device  maker 

nic  Inc.,  facing  competition  from 

mpanies  in  its  Minneapolis  home 

,  will  pay  up  to  $5,000  for  hot  job 
cts  in  software  development  and 
'xtended  a  menu  of  benefits  to  em- 
■ies  working  just  32  hours  a  week, 
impanies  unable  to  tap  traditional 

of  labor  are  venturing  further  out 
e  mainstream.  The  last  four  engi- 

hired  by  Spring  Engineering  & 
facturing  Corp.,  an  auto  parts  sup- 
in  Livonia,  Mich.,  were  recent  emi- 
from  Eastern  Europe  who  could 
y  speak  English.  Northern  Ohio's 
'    [■  Point  couldn't  fill  its  summer  jobs 
U.  S.  college  students,  so  it  turned 
urope.  And  corporations  are  also 
;iv"f  ?  unusual  techniques  to  reach  work- 
3n  July  5,  Chicago  area  residents 
e  to  a  Chicago  Dibune  encased  in  a 
vhite,  and  blue  wrapper  proclaiming, 
orola  has  great  jobs  in  Chicagoland." 
ost  of  these  are  short-term  fixes, 
'er-term,  a  number  of  private-sec- 
trnployers  and  state  governments 
stepping  up  their  efforts  at  struc- 
changes.  In  Iowa  and  Utah,  officials 
/orking  with  private  employers,  high 
»ls,  and  colleges  to  match  future  job 
s  and  curriculum  design.  Iowa  re- 
y  approved  $2  million  to  support  a 
research  center  in  plant  sciences  at 
.81  i  State,  while  Virginia,  hoping  to 
?ptl     semiconductor  manufacturing,  is 
ding  millions  to  strengthen  high-tech 
ge  education.  Missouri  and  Pennsyl- 
i  have  approved  forgivable  loans  of 
cal  thousand  dollars  to  students  tak- 
•ourses  in  growth  areas  like  biotech 
who  agree  to  stay  in-state  for  work. 
)me  companies  already  seem  to  be 
ing  headway.  Pella  Corp.,  a  $700  mil- 
maker  of  windows  and  doors  in  tiny 
i,  Iowa,  has  picked  up  a  dozen  new 
loyees  off  the  state's  new  job  Web 

Of  course,  Iowa,  and  many  other 
*s,  are  not  for  everyone.  But,  what  a 
ige  from  the  days  when  scores  of 
panies  were  being  furiously  courted 
itatee  looking  for  new  employers. 
;,  the  battle  is  for  people. 
■  Richard  A.  Melcher  in  Chicago, 

Laura  Colin  in   Washington,  D.C., 

iam  C  Symonda  in  Boston,  and  bvr 
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By  Paul  Magnusson 


BRING  ANTIDUMPING  LAWS  UP  TO  DATE 


Bought  any  Japanese-made 
mechanical  bicycle  speedome- 
ters lately?  Probably  not.  They 
grew  scarce  in  '72  after  the  Com- 
merce Dept.  slapped  an  antidumping 
tariff  on  them  in  an  effort  to  protect 
U.  S.  makers.  Cyclists  long  ago 
switched  to  electronic  speedome- 
ters, but  the  duty  on  analog  Japa- 
nese gauges  remains  on  the  books. 
Same  goes  for  products  ranging 
from  Turkish  aspirin  to 


America': 


1930s-era 
need  to  be 

reshaped 
for  today's 
economy 


Ukrainian 
uranium.  Wash- 
ington will  soon  re- 
view 314  dated  dumping  penalties  to 
see  if  they  should  stay.  But  unfortu- 
nately, there  are  no  plans  to  reexam- 
ine America's  1930s-era  laws  on 
dumping.  It's  time  for  a  revision. 

Antiquated  trade  laws  encourage 
the  filing  of  specious  dumping  cases 
by  using  pricing  formulas  that  make 
it  far  too  easy  to  win  big  penalties 
against  imports.  U.  S.  dumping  laws 
also  fail  to  take  into  account  such  de- 
velopments as  floating  currency-ex- 
change rates,  which  make  dumping — 
that  is,  exporting  at  prices  below  the 
home-market  sales  price — appear  to 
be  more  widespread. 

The  latest  antidumping  complaint, 
.brought  on  June  30  by  small  U.  S.  in- 
dependent oil  producers,  demon- 
strates the  illogic  of  some  antidump- 
ing cases.  The  group  claims  that 


Venezuela,  Mexico,  Iraqi  and  Saudi 

Arabia  are  dumping  crude  even 
though  three  of  those  four  are  mem- 
bers of  the  Organization  of  Petrole- 
um Exporting  Countries,  which 
seeks  to  limit  oil  production  in  order 
to  raise  prices. 

FLEXIBILITY.  Worst  of  all,  '30s-era 
dumping  laws  often  don't  aid  U.  S. 
companies  that  deserve  help.  Entire 
industries  can  collapse — as  did  the 
U.  S.-based  color-TV  biz — as  an- 
tidumping cases  crawl 
through  the  Commerce 
Dept.  and  the  U.  S.  Inter- 
national Trade  Commission. 
The  problem  is,  obsolete 
U.  S.  dumping  laws  never 
anticipated  huge  multina- 
tional price-fixing  cartels  in 
such  strategic  and  capital- 
intensive  industries  as  steel 
and  semiconductors  or  the 
creation  of  vertically  inte- 
grated Japanese  keiretsu. 
Similarly,  dumping  laws 
don't  take  into  account  ab- 
surdly lax  antitrust  enforce- 
ment abi-oad. 
The  solution:  In  cases  where 
foreign  price-fixing  cartels  are  sup- 
ported by  protected  markets  and 
mercantilistic  policies,  the  barrier  for 
proving  dumping  ought  to  be  low- 
ered, and  retaliation  ought  to  be 
swdft.  The  process  of  bringing  an- 
tidumping cases  should  be  more  flexi- 
ble, too — for  example,  letting  the 
President  waive  dumping  penalties  in 
the  national  interest.  Also,  industries 
that  are  granted  relief  ought  to 
prove  that  they  have  a  sound  plan  to 
restore  their  competitiveness  while 
the  dumping  duties  are  in  place. 

Some  economists  would  prefer  to 
do  away  with  antidumping  laws  en- 
tirely, arguing  that  if  foreigners  want 
to  give  away  their  goods,  what's  the 
harm?  But  Britain  tried  that  in  the 
late  19th  century  and  found  its  es- 
sential industries  starved  for  invest- 
ment— and  eventually  hollowed  out. 
Washington  needs  to  rethink  its 
dumping  laws  for  today's  economy. 

Magnusson  carers  international 
trade  and  economics  from 
Washington. 
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By  John  Carey 


PAYING  FOR  PILLS  WONT  PAY  FOR  ITSELF 


\\ 


Prescription  drugs  can  help 
stave  off  heart  attacks,  prevent 
hip  fractures,  and  cut  the  risk 
of  stroke.  That's  one  reason  the 
share  of  the  U.  S.  health-care  bill 
devoted  to  pharmaceuticals  is  now 
more  than  7%  and  rising.  And  since 
seniors  repi-esent  a  major  chunk  of 
drug  use,  adding  such  coverage  to 
Medicare,  as  President  Clinton  has 
proposed,  will  ripple  though  the 
health-care  industry — and  the  econ- 
omy. Some  experts  even  hope  the 
plan  will  help  to  curb  costs  by 
avoiding  costlier  therapies. 

In  the  short  term,  the  impact  on 
drugmakers  would  be  mixed,  ana- 
lysts say.  Pharmaceutical  companies 
would  see  modest  increases  in  de- 
mand. But  the  plan  would  also 
bring  discounts  negotiated  by  man- 
aged-care insurers.  Clinton  Admin- 
istration bean  counters  peg  the  av- 
erage discounts  at  10%  to  15%; 
others  put  it  as  high  as  35%. 

Insurers  would  also  have  short- 
term  gains  and  losses.  Many  seniors 
now  buy  Medigap  plans  for  prescrip- 
tion drug  coverage.  Under  the  Clin- 
ton plan,  the  government  would  pick 
up  half  the  tab  (up  to  $2,500  in  pay- 
ments) in  exchange  for  an  annual  $24 
premium.  That's  cheaper  than  most 
Medigap  policies,  meaning  that  many 
Medigap  plans  would  dry  up,  ana- 
lysts say.  On  the  other  hand,  rising 
drug  prices  are  a 
major  reason  why 
managed-care  plans 
are  dropping 
Medicare  patients. 
With  Uncle  Sam 
sharing  the  cost  of 
drugs,  "I  think  hmos 
will  be  back  in  the 
Medicare  market," 
says  industry  ana- 
lyst Hemant  K. 
Shah  of  hks  &  Co. 

But  would  a 
Medicare  drug  ben- 
efit cut  health-care 
costs  over  the  long 
haul?  That  would 
be  a  boon  to  insur- 
ers, who  would 
have  to  pay  for  few- 
er hospitalizations, 
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CHOICES:  Medicines  can  stave  off  surgery 

operations,  and  other  procedures. 

For  specific  diseases,  there's  grow- 
ing evidence  that  drugs  can  indeed 
save  a  bundle  (table).  One  study 
shows  that  anemia  fighter  erythro- 
poietin saves  about  $2,000  per  pa- 
tient per  year  by  reducing  costs  of 
treating  anemia  associated  with  dial- 
ysis. Blood  pressure-lowering  beta- 
blockers  also  cut  costs.  "We  can 
prove  to  you  that  proper  [drag] 


Saving  Lives  and  Money 

How  some  drugs  can  bring  dramatic  costs  savings: 


DRUG 

USE 

COST 

SAVINGS 

TPA 

Breaks 
up  stroke- 
causing  clots 

$1,700 

per 

patient 

$4,400  per  patient  due  to 
less  hospitalization  and 
rehabilitation 

BLOOD- 
THINNING 

Prevents  clots 

$l,025/year 
per  patient 

Could  prevent  400  000  strokes 
per  year.  Savings:  $600  million 

BETA 
BLOCKERS 

Prevents 
heart  attacks 

As  low  as 
$50/year 
per  patient 

Up  to  $3  billion  by  preventing 
second  heart  attacks  and  up 
to  $237  million  per  year  in 
treatment  of  angina 

HORMONE 
REPLACEMENT 

Prevents 
osteoporosis 

$200/year 
per  patient 

Can  prevent  hip 
fractures  costing  more 
than  $40,000 

treatment  for  asthmatics  will  si, 
nificantly  reduce  the  overall  cos 
treatment,"  says  Richard  J.  Kog  •■, 
chairman  and  ceo  of  Schering- 
Plough  Corp. 

SAFER.  Moreover,  a  federal  subs 
might  bring  treatment  to  Ameri 
cans  who  don't  get  the  drugs  th 
could  help  them  avoid  illness  an 
injury.  Take  osteoporosis,  which 
can  turn  a  minor  fall  into  a  majol'Ag 
injury.  "Twenty  million  women  ii 
the  U.  S.  have  that  disease,  yet 
only  about  3  million  women  are 
ing  treated,"  says  Merck  &  Co. 
ceo  Raymond  V.  Gilmartin. 

But  dispensing  more  drugs 
won't  necessarily  cut  overall  cost 
Some  drugs  taken  by  largely 
healthy  people  for  long  periods  o 
time,  like  the  cholesterol  reducer 
simvastatin,  have  raised  the  over  This 
all  bill  in  a  clinical  study.  "It  is  in  j  •)., 
possible  to  generalize  across  all     & 
"    diseases  and  say  that  drug  theraj  .  ] 
is  cost-effective,"  says  Raulo  S. 
Frear,  vice-president  for  clinical  ser  y( 
vices  at  Express  Scripts  Inc.,  a  pha  \\m 
macy  benefit  manager  in  Stt.  Louis.   ^  a 

And  in  some  respects,  greater 
drag  use  could  fuel  health-care  infia  >a 
tion.  Incorrect  use  of  prescription 
drugs  is  a  problem  that  costs  as 
much  as  $150  billion  per  year  in  ad 
ditional  treatment.  Then  there  is  th4ji 
rising  price  of  new  drugs,  notes  Alai  rje 
L.  Hillman,  director 
of  the  Center  for 
Health  Policy  at  thele(j 
Wharton  School.  g. 
Those  who  argue  Klj 
that  drugs  will  cut  >tb 
costs  "miss  the  point  lt ; 
that  medications  are  |  d 
becoming  just  as  ex-  \t 
pensive  as  highly  in-  tye 
vasive  procedures,"  j, 
he  says.  There  are 
many  moral,  social, 
and  public  health 
reasons  to  consider 
Clinton's  Medicare 
drug  plan.  Just  don't 
expect  it  to  cut 
health-care  costs. 
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With  Amy  Barrett  . 
in  Philadelphia 
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AIGN  2000 


E  HIGH-TECH  LOBBY: 
ERYTHING'S  GOING  ITS  WAY 

licon  Valley  writes  fat  checks,  the  pols  pay  heed 


jh-tech  executives  had  lots  to  cele- 
ratc  on  July  4.  Just  days  before 
reworks  lit  up  the  skies,  the  White 

(and  Hill  Republicans  agreed  on 
tion  limiting  corporate  liability  for 
f  !000  software  glitches.  A  day  later, 
ent  Clinton  granted  another  long- 
wish,  announcing  his  support  for 

1  curbs  on  computer  exports  to  Chi- 
d  other  other  politically  sensitive 
s.  "A  great  week,"  says  Intel  Corp. 

i  st  Michael  C.  Maibach,  savoring 
mble-barreled  victory, 
ually,  "great  year"  may  be  more 
.  With  the  New  Economy  sizzling 
rith  techies  opening  their  check- 
like never  before  to  political  cam- 

s  *s,  Silicon  Valley  lobbyists  are 
ng  up  major  victories.  And  why 
iAs  Techland  might  argue,  who's 
isible  for  this  economic  boom,  any- 
"This  strong  technology  sector  has 

;  id  the  renewal  of  industries  across 
tica,"  Microsoft  Corp.  ceo  William 
ites  III  recently  noted  in  testimo- 
fore  Congress. 

:hnology  leaders  don't  yet  set  the 
1  business  agenda  in  Washington, 
ley  are  certainly  raising  their  pro- 
?or  the  2000  races,  computer-in- 
y  execs  and  their  companies  may 
1  close  to  $18  million  to  candidates 
oarties,  double  their  donations  for 
*8  congressional  elections,  according 
is  0  alyst  Holly  Bailey  at  the  nonpar- 
Ai  Center  for  Responsive  Politics 
That's  peanuts  compared  with 
^52  million  that  securities  firms 

>  id  into  political  coffers  in  '98.  But 
es  are  relative  newcomers  to  the 
iral  game,  and  both  political  parties 
•t  being  in  the  passenger  seat  with 
toil   >n  Valley,"  says  Bailey. 

.  DREAMS.  The  big  winners  so  far 
he  Presidential  front-runners:  Vice- 
ident  Al  Gore  and  Texas  Governor 
■ge  W.  Bush.  Of  the  $1.7  million 
Bush  collected  on  a  recent  swing 
ugh  Northern  California,  for  in- 
•e,  $850,000  came  from  Silicon  Val- 
Gore  counts  among  his  major  en- 
ers:  Novell  Inc.  CEO  Eric  Schmidt 
Ntt scape  Communications  Corp. 
;ler  Marc  Andreessen. 
ith  the  money  flowing,  high-tech 
yists  are  spinning  Geek  Dreams 
t  how  they  might  be  repaid.  One 

C  priority  is  making  permanent  the 

t  credit   for  high-tech  research  and 
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development,  which  is  now  renewed  an- 
nually and  costs  the  Treasury  more  than 
$1  billion  a  year.  Support  is  building  in 
Congress  for  a  five-year  extension. 
What's  more,  there's  bipartisan  backing 
for  legislation  to  speed  the  growth  of  E- 
commerce  by  setting  a  national  stan- 
dard for  authenticating  the  electronic 
equivalent  of  written  signatures. 


breakable  code,  All  thai  the  re  triction 
do,  opponenl     ay,  I    allow  foreign  coin 
pet  [ton  to  make  inroad    into  a  iucral 
i       dominated    ofl  ware  niche. 

The    Mil    and   the    National 

Agency  (nsa)  want  the  Administration 

to  defend  light  control-.  And,  until  I 

the  White  House  has  held  the  line.  Bui 
it  may  be  forced  to  compromise  if  the 
House  and  Senate  succeed  in  passing 

legislation. 

In  fact,  the  effort  to  lift  the  encryp- 
tion export  ban  is  gaining  support  in 
Congress.  In  the  House.  260  members 
are  co-sponsoring  a  bill,  introduced  by 
Representative  Bob  Goodlatte  (R-Va.), 
that  would  relax  restrictions.  In  the 
Senate,  two  influential  members  who 
once  opposed  lifting  controls — .John  Mc- 


GORE  VISITS  AN  IBM  PLANT 


TECHNOLOGY  IS  ON  A  ROLL... 


Y2K  LAWSUITS  Compromise  legislation 
was  agreed  upon  that  limits  corporate 
liability  for  Year  2000  computer  glitches 

EXPORT  CONTROLS  President  Clinton 
lifts  curbs  on  U.S.  exports  of  computers  to 
China  and  other  politically  sensitive  nations 

DIGITAL  SIGNATURES  A  key  Senate 
panel  endorsed  a  national  standard  for 
authenticating  the  electronic  equivalent 
of  written  signatures.  Passage  by  the  House 
and  the  Senate  seems  likely 


BUT  THERE'S  A  LOT  MORE  LOBBBYING  TO  DO 


R&D  TAX  BREAK  High  tech  wants 
a  permanent  extension  of  the  tax 
credit  for  research  and  development 

ENCRYPTION  The  high-tech 
industry  will  butt  heads  again  with 
law-enforcement  and  national- 
security  agencies  over  its  desire  to 
relax  export  controls  on  technology 
used  to  keep  computerized  informa- 
tion secret 

IMMIGRATION  Tech  companies  will 
push  to  raise  yet  again  the  ceiling 
on  visas  for  skilled  foreign  workers 


BUSH  WITH  CISCO  CEO  CHAMBERS 


DATA:  BUSINESS  WEEK 


Techies  face  a  tougher  fight  to  ease 
export  curbs  on  data  encryption — the 
technology  used  to  keep  computerized 
information  secret.  Software  execs  insist 
that  this  software  is  becoming  more 
widely  produced:  805  foreign  encryption 
products  are  on  the  market  today,  up 
from  2(i4  in  1993,  according  to  a  sur- 
vey by  the  Cyberspace  Policy  Institute 
at  .George  Washington  University.  So, 
execs  argue,  the  U.  S.  curbs  aren't  stop- 
ping cyber-criniinals  and  terrorists  from 
laying  their  hands  on  software  capable 
of  cloaking  information   with   an   un- 


Cain  (R-Ariz.)  and  Bob  Kerrey  CD- 
Neb.) — are  backing  compromises  more 
favorable  to  the  industry.  "Legislation 
on  this  issue  is  thinkable  for  the  first 
time  in  10  years,"  says  Stewart  A.  Bak- 
er, a  former  nsa  general  counsel  who 
now  represents  high-tech  clients.  But 
whether  the  encryption  battle  is  won 
or  lost  this  year,  the  investment  that 
Silicon  Valley  is  making  in  Washington 
is  likely  to  produce  tech-friendly  policy 
for  years  to  come. 

By  Ami)  Bomts,  with  Johi 
in  Washington 
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IS  THE  KING  OF  THE  ROAD 
MOVING  OUT  OF  THE  FAST  LANE? 

DaimlerChrysler's  share  of  the  minivan  market  is  shrinking 


Is  the  king  of  minivans  losing  its  lead? 
DaimlerChrysler  insists  it  still  is  firm- 
ly in  command  of  the  lucrative  U.  S. 
minivan  market,  despite  a  flood  of  new 
competition  from  Honda,  Toyota,  and 
Ford.  But  the  latest  sales  figures  suggest 
a  surprising  vulnerability  for  the  com- 
pany that  made  the  minivan  the  staple  of 
suburban  life.  In  June,  sales  of  Chrysler, 
Dodge,  and  Plymouth  brand  minivans 
fell  19%  from  a  year  ago,  leaving  Daim- 
lerChrysler with  just  35%  of  the  market 
vs.  42%  in  1998  and  48%  in  1992.  For  the 
first  six  months,  sales  are  off  2%,  leaving 
Chrysler's  year-to-date  share  at  40%. 

What  makes  Chrysler's  decline  par- 
ticularly alarming  now  is  that  minivan 
sales  are  rising  for  the  first  time  in  sev- 
eral years.  Analysts  figure  sales  could 
reach  1.3  million  units,  beating  1994's 
record  of  1.27  million. 

Unfortunately  for  Daimler- 
Chrysler,  what's  propelling 
that  growth  is  demand  for  ri- 
val models,  such  as  the  Honda 
Odyssey,  Toyota  Sienna,  and 
an  improved  Ford  Windstar. 
These  offer  better  safety  rat- 
ings and  nifty  features,  such 
as  powered  sliding  doors  and 
fold-away  rear  seats,  that 
DaimlerChrysler's  four-year- 
old  models  don't  have.  Toyota 
Motor  Corp.  and  Honda  Motor 
Co.,  which  together  held  just 


3.2%  of  the  market  in  1997,  are  expected 
to  grab  about  12%  this  year,  according  to 
Lincoln  Merrihew,  an  automotive  ana- 
lyst at  Standard  &  Poor's  dri. 

Who's  buying  the  imports?  In  Wilm- 
ington, Del.,  Honda  dealer  Frank  Urso- 
marso  says  it's  often  onetime  Honda 
owners  who  might  have  opted  for  a 
Dodge  Caravan  in  the  past  because 
Honda  didn't  have  a  minivan.  Now,  they 
can  stick  with  their  preferred  brand, 
says  Ursomarso,  president  of  Union 
Park  Automotive  Group,  which  is  sold 
out  of  Odysseys  through  October. 
"NOT  ALARMED."  But  the  import  buyers 
aren't  the  only  customers  that  Chrysler 
is  losing  in  the  minivan  market.  Ford  is 
also  making  inroads  with  its  improved 
Windstar,  which  boasts  a  top  safety  rat- 
ing and  high-tech  features  such  as  sen- 


U.S.  MINIVAN  MARKET  SHARE 

CORPORATION 

199S 

1996          1997 

1998 

1999* 

DAIMLERCHRYSLER 

39.7 

44.4      42.1 

42.8 

39.4 

FORD 

32.0 

29.9      26.1 

19.8 

21.0 

6M 

20.1 

18.8      24.5 

26.3 

24.1 

HONDA 

2.1 

2.2        1.7 

1.7 

5.1 

NISSAN 

4.3 

3.8        3.8 

2.5 

3.3 

TOYOTA 

1.5 

0.7        1.5 

6.7 

6.8 

DATA:  STANDARD  &  POOR'S  DRI 
•ESTIMATES 

sors  to  prevent  the  van  from  back 
into  something  or  someone.  Befo| 
'99s  came  out,  the  Windstar  was 
ran  lacking  a  critical  fourth  door.| 
Ford — with  first-half  sales  up  15^ 
more  than  one-fifth  of  the  market) 
So  is  the  German-American  gian{ 
ried?  "We're  not  alarmed,"  says 
Jeffares,  manager  of  business  str 
for  minivan  operations.  He  attril 
much  of  what  the  company  calls  a| 
blip  to  the  timing  of  incentive  des 
January,   DaimlerChrysler  annoil 
$1,000  rebates  on  its  minivan  md 
This  propelled  Dodge  Caravan  sales 
record  82,000  in  the  first  .three  mc| 
Sales  have  slowed  since  then,  hov 
even  though  the  rebate  doesn't  el 
until  Aug.  2.  David  Bostwick,  the  [ 
pany's  director  of  market  research! 
diets  it  will  all  even  out  by  yeaf 
"We're  looking  at  a  very  steady 
again,"  he  says.  But  at  last  year's  le\[ 
about  523,000 — still  double  its  ne^ 
rivals — Chrysler's  share  would  be  of 
Even  so,  DaimlerChrysler  is  predi 
strong  results  for  1999.  And  the  st 
U.S.  economy  and  expected  recorc  m( 
mand  should  keep  prices  fairly  hea 
says    Scott    Merlis,    auto    analyst  j; 
Wasserstein  Perella  Securities.  "The 
ket's  still  hot  enough  that 
don't  have  to  go  wild  in 
counting." 

The  longtime  leader  hi 
chance  to  pull  ahead  agai 
a  year  or  so.  "Chrysler  kn  j 
this  market  better  than  < 
one  else,"  says  Merlis.  "So  , 
odds  favor  that  when  the  1 1 
models  come  out,  they'll 
back  on  top."  Until  then,  h  )] 
ever,  the  auto  maker  she 
keep  an  eye  on  the  rear-v 
mirror. 

By  Joami  Midler  in  Det 
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A  company  called  Celera  Genomics  is  in  a  race  to 
find  out.  And  they're  using  the  only  solution  fast 
enough  and  scalable  enough  to  even  try:  a  complete 
end-to-end  solution  based  on  64-bit  AlphaPowered 
technology  from  Compaq.  Celera  chose  our  Alpha 
servers  and  workstations,  plus  software,  networking, 
vices  and  storage,  to  help  map  the  3.5  billion  base  pairs  of  DNA  that  comprise 
)  human  genome.  What's  more,  they  plan  to  tap  our  unrivaled  Internet  expertise 
distribute  their  findings.  Why  Compaq?  Because  the  combination  of  our  Tru64 
>J1\   and  AlphaServer  technologies  shaved  two  years  off  their  projected  time-to- 
Ution.  And  because  no  one  else  offers  proven  high-performance  y     .  _  _ 

Utions  that  companies  like  yours  can  implement  today.  To  learn  A\ 

Mapping  the  human  genome    th 

)re,  \  isit  www.compaq.com/64bit  or  call  I -800- AT- COMPAQ.  i 


f;tT 


COMPAQ.  Better 


answers. 


News:  Analysis  &  Commentary 


COMMENTARY 


By  David  Rocks 


THIS  IS  HOW  TO  GO  WIRELESS,  BERNIE 


To  Bernard  J.  Ebbei*s,  Chairman,  MCI 

WorldCom  Inc. 

Re:  Your  Wireless  Strategy 

Bemie:  We  all  know  there's  a  hole 
in  your  plan  to  build  mci  World- 
Com into  one  of  the  top  phone 
companies  in  the  world.  When  it 
comes  to  wireless,  you're  falling  be- 
hind. You  sat  out  the  bidding  for 
AirTouch  Communications  Inc.  You 
passed  on  Nextel  Communications. 
Meanwhile,  at&t  and  Sprint  are 
building  nationwide  mobile  networks. 

So  here's  some  unsolicited  advice: 
think  GSM.  That  stands  for  Global  Sys- 
tem for  Mobile  communications- 
the  digital  cell-phone  standard 
that  more  than  5  million  people 
around  the  world  are  signing 
up  for  each  month.  It's  just 
gathering  steam  in  the 
U.  S.,  and  you  can  still 
get  in  early.  Even  bet- 
ter, part  of  the  work  of 
assembling  a  national 
network  has  already 
been  done.  In  June, 
VoiceStream  Wireless 
Corp.  said  it  will  merge 
with  Omnipoint  Corp.,  ere 
ating  the  nucleus  for  a  na- 
tionwide gsm  network  in 
the  U.  S.  The  combined  com- 
panies stretch  from  Seattle 
to  Miami,  including  the  New 
York  metro  area. 
GOING  FAST.  But  if  you  don't 
act  quickly,  you  could  be  left 
on  hold  permanently.  European 
gsm  operators  are  looking  for  a 
toehold  in  North  America.  Your 
colleague  Edward  E.  Whitacre 
Jr.,  ceo  of  SBC  Communications 
Inc.,  might  also  be  interested 
(he  already  runs  the  GSM  net- 
work in  California).  And  don't 
count  out  VoiceStream.  Its  ceo, 
John  Stanton,  helped  Craig  Mc- 
Caw  assemble  his  cellular  em- 
pire, now  owned  by  AT&T. 

Sure,  I'm  biased.  During 
nearly  a  decade  of  living  in  Eu- 
rope, I  got  used  to  a  phone 
number  that  worked  from 
Madrid  to  Moscow,  not  to  men- 
tion Singapore  and  Capetown. 
So  imagine  how  disappointed  I 


was  when  the  mobile  phone  I  bought 
in  Atlanta  didn't  work  in  a  resort  a 
few  hours  away. 

Admittedly,  consolidation"  won't  be 
easy.  The  gsm  players  are  still  in 
building  mode.  They're  straggling 
with  debt,  haven't  turned  a  profit, 
and  have  relatively  few  subscribers 
— just  3.3  million,  compared  with  7.6 
million  for  at&t  and  AirTouch 's  8.1 
million.  If  you  complete  the  net- 
works, a  roll-up  could  dilute  your 
earnings,  and  I  know  you  hate  that. 

Another  downside:  The  U.  S.  gsm 
network,  while  extensive,  isn't  really 
coast-to-coast.  Chicago,  Dallas,  and 


COMPANY 


New  Orleans  have  no  operating  s; 
tern,  although  VoiceStream  has  li- 
censes for  the  first  two  markets. 
Fuilhermore,  Baby  Bells  SBC  and 
BellSouth  Corp.  provide  gsm  servi 
in  California  and  the  Carolinas,  re- 
spectively.  Neither  will  be  eager  t< 
sell  out. 

SELLING  POINT.  But  consider  the  pi 
itives.  First,  the  gsm  network  is 
roughly  as  extensive  as  Sprint's  anl 
offers  nearly  the  same  coverage  thj 
at&t  does,  if  you  discount  the  olde: 
analog  portion  of  its  system.  And  il 
you're  looking  for  mobile  data  capaj 
bilities — a  nice  selling  point  for  yoi 
business  customers — gsm  is  for 
Stan  Sigman,  president  of  sbc  Win 
less,  who  is  working  with  gsm  am 
two  other  digital  standards,  sayj 
gsm  is  a  year  and  a  half  ahea< 
of  the  others. 

Of  course,  now  that 
VoiceStream  has  gotten) 
the  ball  rolling,  you'll 
have  to  dig  a  little  deep| 
er.  Stock  prices  of  the 
next  two  likely  gsm  tar- 
gets are  already, on  the 
way  up.  Powertel  Inc.,  a 
Georgia-based  carrier  servj 
ing  12  Southeastern  states, 
has  seen  its  shares  surge 
from  22  to  near  30  since  the| 
VoiceStream/Omnipoint  deal 
was  announced  on  June  23. 
Stock  in  Chicago-based  Aerial 
Communications  Inc.,  with  op- 
erations in  Florida  and  the 
Midwest,  is  up  more  than  30% 
for  the  same  period,  to  13. 

Even  so,  for  the  same  $12 
billion  you  considered  paying 
principal  subscribers       for  Nextel,  you  could  get  the  in 

serviceareas  dependent  gsm  carriers,  pay 

their  debts,  and  put  together 
near-nationwide  coverage.  Sure, 
you'll  spend  more  time  and 
money  adding  customers  and 
equipment  and  you'll  have  to 
cut  deals  with  the  Baby  Bells. 
But  in  the  end  you'd  have  a  na- 
tionwide wireless  network.  And 
everyone  would  stop  offering 
you  tips  on  a  wireless  strategy. 

Rocks  covers  telecommunica- 
tions from  Atlanta. 


AERIAL 

Midwest,  Florida 

330,000 

BELLSOUTH 

North  and 
South  Carolina 

500,000 

OMNIPOINT 

Eastern  Seaboard, 
Florida 

478,000 

SBC  WIRELESS 

Calitornia,  Nevada 

•  1,000,000 

POWERTEL 

Southeast 

338,000 

VOICESTREAM 

Northwest,  Midwest 
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In  Business  This  Week 
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COX  MAKES 

A  BIG  CONNECTION 

THE  CABLE  DANCE  CONTINUES. 

In  the  latest  shuffle,  Atlanta's 
Cox  Communications  an- 
nounced on  July  7  that  it 
would  swap  50.3  million  at&t 
shares  it  holds,  plus  consider- 
ations worth  $750  million,  in 
return  for  two  cable  systems 
owned  by  the  phone  compa- 
ny in  Tulsa  and  Baton  Rouge. 
As  part  of  the  deal,  valued  at 
$2.8  billion,  Cox  will  also  gain 
AT&T's  20%  holding  in  a  joint 
venture  with  tca  Cable  TV, 
which  operates  systems  in 
Texas,  Louisiana,  and  New 
Mexico.  Cox  had  already 
agreed  to  acquire  80%  of  tca 
for  $4  billion  in  May.  Alto- 
gether, the  deals  will  add 
490,000  cable  customers  to 
Cox,  bringing  its  total  sub- 


CLOSING    BELL 


BEWARE,  GOLD  BUGS 

Gold  is  falling  like  lead.  After 
the  Bank  of  England  began  a 
series  of  25-ton  sales  of  its 
reserves,  gold  fell  to  levels 
not  seen  since  Jimmy  Carter 
was  president.  The  metal 
traded  at  $257.20  in  New 
York  on  July  7,  a  20-year  low. 
And  it  may  fall  lower  still. 
The  International  Monetary 
Fund  plans  to  sell  some  10 
million  ounces  in  coming 
years  to  pay  for  debt  relief  in 
poor  countries.  "For  us  in  the 
West,  it's  mostly  a  jewelry 
item  now,"  says  Bernard  Pen- 
ner,  a  New  York  bullion  trader 
for  Rudolf  Wolff. 
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scribers  to  5.5*  million  and  fill- 
ing in  gaps  in  its  cable  hold- 
ings. When  the  two  transac- 
tions are  wrapped  up  next 
year,  Cox  will  be  the  country's 
No.  5  operator — unless  other 
deals  change  the  lineup. 

WASTE  MANAGEMENT 
GETS  TRASHED 

INTO  THE  DUMPSTER.  SHARES 

of  Waste  Management  tum- 
bled 39%  in  two  days  after 
the  nation's  top  trash  hauler 
said  July  6  that  second-quar- 
ter earnings  would  not  meet 
estimates  because  of  lower 
than  expected  revenues.  Offi- 
cials at  the  Houston-based 
company,  created  last  year  by 
the  merger  of  USA  Waste  Ser- 
vices and  Waste  Management, 
said  they  did  not  know  why 
revenues  came  in  $250  million 
short  of  projections,  but  ana- 
lysts blamed  the  company's 
recent  3%  rate  hike,  which 
drove  customers  to  defect. 
Waste  Management  shares 
closed  at  33%  on  July  7. 

PAYBACK  FOR 
LTCM'S  ANGELS 

THE    14    FIRMS    THAT   BAILED 

out  Long-Term  Capital  Man- 
agement can  breathe  a  sigh 
of  relief.  The  group,  includ- 
ing Citigroup  and  Merrill 
Lynch,  will  get  back  $1  billion 
of  the  money  it  injected  into 
the  hedge  fund  last  year, 
when  ltcm  tottered  on  the 
edge  of  collapse,  ltcm  dis- 
closed on  July  6.  Original  in- 
vestors in  the  fund  will  also 
be  repaid  $300  million,  leav- 
ing $2,625  billion  still  due  to 
outsiders.  If  ltcm  keeps  up 
its  repayment  record,  it  will 
eventually  free  up  ltcm 
founder  John  Meriwether  to 
start  a  new  hedge  fund. 

A  HEALTHY  HOOKUP 
FOR  AOL 

THE  FIGHT  OVER  THE  ONLINE 

health  business  has  ratcheted 


HEADLINER:  MARYANN   KELLER 


ZIPPING  ONTO  THE  I  WAY 


Maryann  Keller,  high-oc- 
tane auto  analyst,  is  the 
latest  member  of  the  old 
economy  to  join  the 
dot.com  world.  But 
the  veteran  from 
ing  Baring  Fur- 
man  Selz  is  not 
washing  her 
hands  of  motor 
oil;  she's  the 
new  president  of 
Priceline.com's 
new  automotive  unit, 
building  a  business  that 
steers  shoppers  to  dealers 
willing  to  make  a  deal  be- 
low the  sticker  price. 

Priceline.com  has  proved 
it  can  deliver  discount  air- 
fares and  cheap  hotel 
rooms  to  online  shoppers 
who  name  their  price — 
which  sellers  accept  or  re- 
ject. But  cars?  Why  not? 


asks  Keller.  And  Pricelij 
model  for  selling  cars  oij 
line  has  distinct  pluses. 
"We  don't  have  to  wo| 
about  inventory, 
service,  or  trad 
ins,"  says  Kel) 
who  is  keepii 
mum  on  wha 
Priceline  is1 
ing  her.  "We 
just  have  to  dj 
liver  bona  fide 
tomers  to  dealers.'! 
So  will  virtual  show- 
rooms replace  dealers? 
says  Keller,  55,  who  will| 
take  Priceline's  car  busi- 
ness, now  in  New  York, 
nationwide.  "There  will 
ways  have  to  be  a  place 
go  to  look  at  a  car."  Until 
someone  figures  out  a  wa 
to  kick  the  tires  online. 
By  Keith  Naught 


up  another  notch,  drkoop.com 
announced  on  July  6  that  it 
has  negotiated  a  deal  to  dis- 
tribute its  health-related  con- 
tent over  America  Online. 
The  four-year  contract  calls 
for  drkoop.com  to  pay  AOL 
$89  million  to  be  the  exclu- 
sive health-care  site  on  the 
service  that  now  has  19  mil- 
lion subscribers,  drkoop.com 
CEO  Donald  Hackett  says  the 
startup,  which  disclosed  rev- 
enues of  just  $404,000  for  the 
quarter  before  its  ipo,  will 
make  its  money  back  from 
advertising  and  earn  extra 
profits  by  selling  subscrip- 
tions and  E -commerce.  The 
AOL  deal  is  similar  to  one 
signed  with  Go  Network. 

DID  BOEING  BLOCK 
PROBERS? 

BOEING    TRIED    TO    BLOCK    A 

U.  S.  investigation  into  race 
discrimination  by  denying 
federal  inspectors  access  to 
company  records,  the  Labor 


Dept.  charged  in  a  law 
filed  July  6.  The'  govern: 
initiated  the  inquiry  a: 
black  workers  filed  a  clasi 
tion  last  year  claiming 
the  company  treated  t 
with  hostility  and  de 
them  promotions.  In  Janu 
Boeing  agreed  to  pay 
million  to  settle  the  s 
However,  a  federal  judge 
delayed  approval  of  the  s 
tlement  to  give  some  work 
a  chance  to  argue  for  chan 
in  the  deal.  Boeing  denies 
charges. 

ET  CETERA . . . 


■  A  Miami  jury  found  tob 
co  companies  liable  for  inj 
ing  500,000  Florida  smoke 

■  Yahoo  reported  its  s< 
ond-quarter  revenues  mc 
than  doubled,  to  $115  millk 

■  Vic  Doolan,  head  of  bi^ 
North  America,  will  be  For 
new  chief  of  U.  S.  marketii 

■  DuPont  will  shed  1,400  jo 
as  part  of  the  restructuring 
its  polyester  division. 
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IT'D  TAKE  FOREVER  TO 

READ  ABOUT  THE  HUNDREDS 

OF  VALUE  FUNDS. 
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Luckily,  there  are  Cliffs  Notes.M 

The  Van  Kampen  Comstock  Fund  is  "one  of  the  category's  most  attractive  options." 

—  Morningstar  Mutual  Funds  12/6/98 

i 

The  Van  Kampen  Equity  Income  Fund  "has  hit  on  some  of  the  past  decade's  best  buys." 

—  Morningstar  Mutual  Funds  11/21/98 

The  Van  Kampen  American  Value  Fund  "...it's  hard  to  argue  with  (the  success  of  the  Fund's  management)  thus  far." 

—  Morningstar  Mutual  Funds  2/5/99 


VAN  KAMPEN 


FUNDS 

Van  Kampen  Funds  are  managed  for  both  consistent  and  disciplined  growth  over  time. 

As  part  of  a  diversified  portfolio,  our  Value  Funds  may  provide 

balance  to  Growth  Funds.  For  details  call  your  Financial  Advisor  or  1-800-231-2808. 

www.vankampen.com 

Past  performance  does  not  guarantee  luture  results.  The  investment  return  and  principal  value  will  tluctuate  with  changes  in  market  conditions.  All  mutual  funds  involve 
risk,  including  fluctuation  or  loss  of  principal.  The  investment  return  and  principal  value  will  fluctuate  with  changes  in  market  conditions.  Shares,  when  redeemed, 
may  be  worth  more  or  less  than  their  original  cost.  Before  investing  in  any  Van  Kampen  Fund,  obtain  a  prospectus  from  your  investment  representative  and  read 
it  carefully.  Please  consult  a  current  Fund  prospectus  for  a  complete  explanation  of  the  risks,  charges,  and  expenses  involved  in  the  Fund.  Distributed  by 
Van  Kampen  Funds  Inc.  ©1999  Van  Kampen  Funds  Inc.  Morningstar  quotes  used  with  permission  from  Morningstar  Mutual  Funds.  Cliffs  Notes  is  a  trademark 
ol  IDG  Books  Worldwide.  Inc.  All  rights  reserved.  Reproduced  here  by  permission.  American  Value  Fund  (inception  10/18/93)  posted  average  annual  total 
returns  of  -11.43%,  15.2%  and  14%  for  the  1-,  5-,  and  L-O-F  periods  ending  3/31/99.  Total  returns  are  for  A-shares,  including  the  maximum  sales  charge  of  5.75%. 
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Iomega 


PC  Card  Drive 


The  amazing  Clik!"  PC  Card  drive  and  40MB  disks.  Tiny  laptop  storage  that  goes  a  long  way. 

We've  just  changed  the  shape  of  portable  laptop  storage.  The  new  ClikT  drive  actually  disappears 
right  into  your  laptop's  PC  Card  slot  then  accepts  the  2"x  2",  40MB  disks.  This  is  portable  storage 
at  its  best.  Convenient,  cordless,  easy  to  carry,  easy  to  use,  and  affordable.  Plus,  the 
included  QuikSync  software  creates  effortless  real-time  backup  of  your  laptop  files,  anytime,  anywhere.  At  $199  for 
the  drive  (including  1  disk)  and  under  $10  per  additional  disk,*  this  little  drive  is  going  to  be  the  next  big  thing. 

Grab  your  Clik!  PC  Card  drive  and  disks  wherever  you  buy  computer  products,  or  buy  direct  at:  www.iomegadirect.com 


Iomega 

www.iomega.com 


Copyright  ©  1999  Iomega  Corporation.  All  rights  reserved.  Iomega  is  a  registered  trademark  and  Clik!  is  a  trademark  of  Iomega  Corporation. 
'Under  $10  when  purchased  in  a  io-pack,  Prices  listed  are  estimated  retail  prices.  Actual  prices  may  vary. 


ishington  Outlook 


:d  by  lee  walczak 


»DDENLY,  TRIAL  LAWYERS 
E  ON  THE  DEFENSIVE 


one  of  the  nation's  most  powerful  lobbies,  with  members 
ing  briefcases  full  of  cash  and  boasting  of  friends  in  the 
lite  House.  Yet  trial  lawyers  are  on  the  defensive  these 
[-and  bellowing  "Objection!"  doesn't  seem  to  help. 
Ler  years  of  grousing  about  rapacious  plaintiffs'  attor- 
-and  megajudgments  from  product-liability  suits  and 
holder  class  actions — business  is  beginning  to  blunt  the 
oar's  edge.  Republicans  are  intensifying  attempts  to 
iy  the  Administration  as  in  the  lawyers'  pockets.  What's 

the  popularity  of  gop  governors — led  by  Texas'  George 
ish — has  made  it  easier  to  enact  tort- 
n  initiatives  at  the  state  level. 

see  how  far  the  lawyer  lobby  has 
:d,  one  only  has  to  look  at  President 
on's  recent  about-face  on  GOP-pro- 
i  legislation  limiting  software  makers' 
jxposure.  Trial  lawyers  fought  hard 
.st  liability  caps.  But  a  day  before 
Tont-runner  Bush  was  to  appear  in 
>n  Valley  to  bash  Vice-President  Al 
's  intransigence  on  the  issue,  White 
e  objections  were  shelved. 
ionized."  Clintonites  have  been  trial 
■ers'  staunchest  defenders,  even  risk-  " 
IQicon  Valley's  ire  to  veto  a  '95  bill — quickly  overridden — 
discouraged  frivolous  shareholder  suits.  Thanks  to  the 
nisiness  onslaught,  tort  lawyers  "have  been  demonized," 
cop  consultant  Sal  Russo.  "This  creates  a  dilemma  for 
ocrats:  Side  with  the  public  or  their  contributors." 
ash,  who  must  fire  up  conservative  gop  primary  voters, 
;  being  the  bar's,  bete  noir.  He  boasts  of  his  '95  signing  of 
v  that  tamed  Texas'  once  high-riding  plaintiffs'  lawyers 
made  it  far  tougher  for  consumers  to  win  in  court.  "I  will 
the  side  of  innovation  over  litigation  every  single  time," 
1  boomed  at  a  July  1  fund-raiser  in  Palo  Alto,  Calif.,  to 
rs  from  tech  entrepreneurs  and  venture  capitalists.  But 
umer  advocate  Ralph  Nader  says  Bush's  lawyer-bashing 


THE  RAINMAKER:  A  hero — on  film 


is  "code  for:  'You  don't  have  to  be  responsible  for  pollution 
and  stock  manipulation  because  we're  weakening  the  rights  of 
defrauded  people  to  sue.' " 

Bush  isn't  the  only  Republican  scoring  at  the  state  level. 
Some  17  legislatures  have  moved  to  limit  punitive  damages 
since  '95.  In  Florida  last  year,  the  new  gop  majority  in  Tal- 
lahassee passed  major  tort  reform.  A  conservative  group 
ran  tv  ads  lambasting  the  fat  settlements  awarded  a  handful 
of  Democratic-connected  lawyers  hired  by  the  state  to  sue  the 
tobacco  industry.  Then-Governor  Lawton  Chiles,  a  Democrat, 
vetoed  the  measure.  But  it  passed  again 
this  May  and  was  signed  by  gop  Governor 
Jeb  Bush.  Neal  A.  Roth,  president  of  the 
Academy  of  Florida  Trial  Lawyers,  says 
the  attack  is  more  political  than  princi- 
pled. "If  [Republicans]  dry  up  lawsuits 
and  the  fees  lawyers  collect,  contributions 
to  the  Democratic  Party  will  shrivel." 
REDIRECT?  Still,  lawyers  will  remain  a 
potent  force.  The  Association  of  Trial 
Lawyers  of  America  contributed  $2.4  mil- 
lion to  federal  races  during  the  1997-98 
cycle.  But  many  now  talk  of  directing  far 
"  more  cash  to  state  legislative  races. 
Beyond  that,  trial  lawyers  contend  that  the  business-GOP  al- 
liance risks  a  backlash  if  voters  view  the  drive  as  an  assault 
on  consumers'  right  to  sue  over  dangerous  products.  In  1996, 
Califomians  rejected  business-badked  ballot  initiatives  that 
would  have  capped  jury  awards  after  foes  charged  the  mea- 
sures were  anticonsumer.  "What  may  get  applause  in  a  CEO 
meeting  may  be  a  killer  [with  voters],"  says  Bob  Mulholland, 
a  political  adviser  to  the  California  Democratic  Party. 

In  theory,  he's  right.  But  California,  one  of  the  only  big 
states  with  a  Democratic  governor,  may  be  atypical.  Else- 
where, trial  lawyers  are  quaking  in  their  wingtips. 

By  S2tsan  B.  Garland,  with  Richard  S.  Dunham  in  Palo 
Alto,  Calif. 


CAPITAL  WRAPUP 


IE  FED'S  REVOLVING  DOOR 

i  new  study  by  the  Financial  Mar- 
s  (  enter,  a  Philomont  (Va.) 
search  institute,  shows  that  turnover 
long  Federal  Reserve  appointees 
der  Bill  Clinton  is  the  highest  it  has 
en  since  Harry  Truman  occupied  the 
hite  House.  Three  of  Clinton's 
pointees — Alan  Blinder,  Janet 
Hen,  and  Alice  Rivlin — left  14-year 
vernors'  posts  after  serving  an  aver- 
e  of  a  little  more  than  two  years, 
hy?  Center  Director  Tom 
hlesinger  cites  the  diminishing 


appeal  of  public  service  and  the  fact 
that  Fed  Chairman  Alan  Greenspan 
wields  much  of  the  power  at  the  bank. 

BUSH'S  TUPPERWARE  PARTY 

►What's  George  Bush's  fund-raising 
secret?  Small  givers.  Bush  has  netted 
82%  of  his  record  $36.25  million  in  indi- 
vidual donations,  far  more  than  rivals. 
One  contributor  often  recruits  other 
volunteers,  who  then  sign  up  still 
more.  It's  a  method  used  by  direct- 
sales  companies,  such  as  Amway  and 
Tupperware.  "It's  not  Annvay.  It's 
Buflhway,"  jokes  Bush  adviser  Steve 


Papermaster,  chair  of  venture  firm 
Powershift  Group  in  Austin,  Tex. 

MORE  NET  LOBBYISTS  COMETH 

►Washington  has  a  new  power  couple. 
Ex- White  House  Press  Secretary  Mike 
McCurry  and  ex-GOP  Representative 
Susan  Molinari  of  Staten  Island  have 
teamed  up  on  I  Advance,  a  lobbying 
venture  backed  by  Bell  Atlantic,  SBC 
Communications,  and  the  American 
Council  on  Education.  McCurry  and 
Molinari  will  try  to  help  Baby  Bells 
loosen  regulatory  restriction.-  on  build- 
ing speedy  links  to  the  Internet. 
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GERMANY 


FIXING 
DEUTSC 


Defections.  Lost 
deals.  Scandal.  It's 
showdown  time 
for  Rolf  Breuer 


BANK 


Deutsche  Bank  chief  Rolf  E. 
Breuer  celebrated  his  $9  bil- 
lion acquisition  of  Bankers 
Trust  by  throwing  an  outdoor 
bash  in  Frankfurt  on  June  4,  com- 
plete with  confetti,  sausages,  and 
cans  of  Miller  beer. 

Yet  as  the  month  wore  on,  the  ex- 
uberance wore  off.  Highfliers  from 
Bankers  Trust  started  jumping 
ship,   including   health-care 
specialists  in  Baltimore  and 
high-yield  bond  experts  in         c_^_. 
London.    Then    Christian 
Strenger,  chief  of  Deutsche's 
mutual-fund     arm,     stepped 
down.  On  June  30,  Bankers  Trust 
Corp.  Chairman  Frank  N.  Newman 
resigned  with  a  controversial  $69  mil- 
lion pay  package  after  failing  to  land 
a  spot  on  Deutsche  Bank's  board — 
and  after  reports  that  Bankers  Trust 
used  unclaimed  customer  funds  to 
pump  up  its  bottom  line.  As  if  all 
that  weren't  enough,  Breuer  became 
the  subject  of  a  German  investiga- 
tion into  whether  the  bank  encour- 
aged clients  to  evade  taxes. 
"UNIVERSAL  BANK."   It  has  been  a 
rough  couple  of  weeks.  But  the  61- 
year-old  Bonn  native  is  taking  it  in 
stride.  Breuer  shrugs  off  the  head- 
line-grabbing defections  as  a  natural 
result  of  corporate  mergers.  Over 
morning  coffee  in  his  Berlin  branch 
offices,  before  hosting  a  fo- 
rum on  capitalism  that  in- 
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HOW  DEUTSCHE  BANK  STACKS  UP 


$1.77 


5.8 


Chancellor  I  lerhard 
ler,  he  argues  that 
»  Trust  is  full  of  people      bank  assets         market  cap   return        profit 

re  still  open  to  giving  sillions*       billions       on  equity     billions 

,ru  employer  a  chance.  DEirrsCHE    $7560      "$32.2"    "h 

•  has  little  time  to  win  bamw 

over.  "The  most  chal-  

sst  comes  in  the  next  CITIGROUP      668.6         150.9         13.9 

clock  is  indeed  ticking      u^s _6_}?18_ J&2 1?:7_ 2:°__ 

uteche  Bank.  Breuer  is      HSBC  467.1  93.7         14.8  4.2 

ng  to  transform  the 
s  biggest  bank  from  a 
noving,  high-cost  oper- 
into  a  nimble  financial 
•house.  To  realize  this 
.  he  must  pull  off  some- 
no  other  financial  insti- 

has  ever  done:  Marry 
lommercial  banking  with 
ment  banking's  risk-taking  culture. 

is  trying  to  achieve  this  meta- 
losis  just  as  the  launch  of  the  sin- 
uropean  currency  on  Jan.  1  has 
changed  the  rules 
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ASSETS,  PROFITS,  AND  ROE  ARE  FOR  1998:  MARKET  CAP  AS  OF  5/31/99  ••  COSTS  AS  A  SHARE  OF  REVENUES 
DATA,  MORGAN  STANLEY  CAPITAL  INC.  WARBURG  DILLON  READ,  BUSINESS  WEEK 


and  set  the  dial  to  warp  speed.  Corpo- 
rate mergers  and  acquisitions  in  Eu- 
rope  have   surged.    In   the   past   six 
months,    Europe's   debt   market   has 
grown  79%.  A  whole  new  bond  market 
based  on  the  euro  has  sprung  up  in 
months.    The    turmoil    has    already 
sparked  hostile  takeovers  and  mergers 
of  banks  in  France  and  Italy.  Mean- 
while, online  trading  and  banking  are 
making  inroads,  threatening  the  mar- 
gins of  the  traditional  players. 
WEIGHED  DOWN.  Breuer's  answer  to  this 
scenario  of  rapid-fire  change  is  to  build 
what  he  calls  a  "new-style  universal 
bank"  that  has  lucrative,  fast-growing 
businesses  in  every  financial  sector.  Af- 
fluent young  Europeans  will  buy  mutual 
funds     and     banking    services    from 
Deutsche  Bank  online.  Deutsche  Bank 
will  take  many  of  the  best  young  compa- 
nies in  Germany  and  the  U.  S.  public.  It 
will  underwrite  bond  offerings  in  Frank- 
furt, London,  and  New  York.  Its  asset 
managers  will  handle  money  for  institu- 
tions from  Hong  Kong  to  Sydney  to  Bal- 
timore. Major  European  clients  who  need 
everything  from  high-yield  debt  financ- 
ings, merger  advice,  and  traditional 
loans  will  turn  to  Deutsche  Bank. 
Breuer  insists  that  Deutsche  Bank 
has  what  it  takes.  Its  trading  desks 
dominate  the  securities  scene  in 
Germany.  Its  asset-management 
business  is  one  of  the  biggest  in 
the  world.  The  bank's  $30  bil- 
lion business  in  man- 
aging euro-denom- 
inated  bonds 
makes      it 


No.  l .  1 1  -  conned  low  wi\  h 
Germany'-  hugely  prospei 
midsize  businesi  lector 
Mittelttand    are  unparalleled 

And  yet  it'.-  possible  that 
Breuer  is  spreading  both  him- 
self and  the  bank  too  thin. 
Deutsche  Bank  is  particularly 
■---■  weak  in  mergers  and  acquisi- 
tions, the  sexiest  area  with 
the  widest  margins.  It  is  al- 
ready being  beaten  in  its  own 
backyard  by  the  likes  of 
Goldman,  Sachs  &  Co.  and 
Morgan  Stanley  Dean  Witter. 
In  the  first  half  of  this  year, 
Deutsche  Bank  ranked  20th 
in  Europe  in  volume  of  .m&a 
transactions,  while  the  Amer- 
icans continued  to  skim  the 
cream  of  the  blue-chip  business.  No  ex- 
ample shows  that  better  than  last  year's 
merger  between  Daimler  Benz  and 
Chrysler.  While  Deutsche  Bank  owned 
24%  of  Daimler  Benz,  the  auto  maker 
chose  Goldman  Sachs  as  its  key  adviser 
on  the  deal.  Goldman's  large  stable  of 
m&a  specialists  gave  it  the  edge. 

Even  Deutsche  Bank's  core  commer- 
cial banking  business  is  weighed  down 
by  an  inefficient  retail  network.  Despite 
repeated  restructurings,  its  costs  re- 
main at  76%  of  revenues,  compared  with 
56%  at  Citigroup.  Economies  of  scale 
are  hard  to  come  by  in  the  fragmented 
German  market. 

So  Breuer  is  not  starting  from  a  posi- 
tion of  strength.  Deutsche's  market  cap- 
italization, once  the  highest  of  all  Euro- 
pean banks,  is  now  only  eighth.  Its  share 
price  has  underperformed  the  dax,  Ger- 
many's key  stock  index,  since  1980.  The 
Asian  crisis  was  a  heavy  blow.  Operating 
profit  was  flat  in  1998  at  $2.3  billion. 
Warburg  Dillon  Read  estimates  that 
Deutsche  Bank's  net  return  on  equity 
will  be  only  8.2%  in  1999,  in  the  bottom 
10%  of  more  than  70  banks  surveyed. 

Breuer  faces  his  own  deadline  as  well. 
He  has  three  years  left  on  his  five-year 
contract.  "I  sometimes  have  the  feeling 
he's  doing  too  much.  One  has  almost 
the  impression  that  he  has  a  double  or 
had  himself  cloned,"  says  a  rival  banker. 
Instead  of  becoming  a  superstar  in  com- 
mercial and  investment  banking, 
Deutsche  Bank  could  remain  mediocre 
at  both. 

Breuer  insists  his  efforts  and  those  of 
his  top  managers  are  bearing  fruit.  Op- 
erating income  could  jump  20%  this  year. 
With     Bankers     Trust     he     gets 
knowhow  in  equity 
underwriting 
and    high-yield 
debt    and    can 


BUSINESS  WEEK  /  JULY  19.   1999  57 


International  Business 


beef  up  his  transaction  and  custody  busi- 
ness. Most  important,  he  has  an  Ameri- 
can network  that  can  place  the  securities 
of  Deutsche  Bank's  European  clients. 

But  what  of  the  fact  that  the  Ameri- 
cans have  cleaned  Deutsche  Bank's  clock 
in  the  European  blue-chip  market? 
"That  is  not  forever,"  says  Breuer.  He 
thinks  Deutsche  Bank  can  get  back  in 
the  game  by  launching  a  flurry  of  deals 
in  the  Mittelstand.  These  family-owned 
German  companies  are  now  in  the  mid- 
dle of  a  generational  handoff,  and  the 
kids  are  less  sentimental  about  staying 
private  or  selling  out.  International  blue 
chips  such  as  Volkswagen  or  Mannes- 
mann  may  continue  to  call  on  the  Amer- 
icans, Breuer  says.  But  he  has  a  huge 
corporate  client  base  of  150,000  compa- 
nies just  below  the  first  tier.  "We  knew 
the  grandfather  and  the  father  and  now 
the  son,"  says  Breuer.  "The  clients  are 
waiting  for  us." 

Deutsche  is  building  up  a  pres- 
ence in  underwriting  and  initial  pub- 
lic offerings  for  these  midsize  com- 
panies. It  has  been  lead  manager 
for  eight  of  the  88  companies  that 
listed  on  Germany's  small-cap  Neuer 
Markt  this  year  and  ranks  first  in 
terms  of  volume,  at  $849  million. 
HISTORY  REPEATING?  In  Germany, 
Breuer  is  also  getting  serious  about 
his  inefficient  retail  business.  He  is 
merging  Bank  24,  the  online  bank, 


I 


triggered  by  last  August's 
Russian  default  dealt  a 
devastating  blow  to 
Bankers  Trust  as  it  strag- 
gled to  reinvent  itself  un- 
der the  leadership  of 
Frank  Newman.  Sullied 
by  a  derivatives  scandal, 
bt  recruited  the  former 
U.  S.  Deputy  Treasury 
Secretary  in  1995  and  in- 
stalled him  as  chairman  the  following 
year  to  repair  its  image. 

But  the  company  is  still  overly  de- 
pendent on  a  few  businesses  that  are 
vulnerable  to  market  upsets,  such  as 
junk  bonds.  And  the  continuing  defec- 
tions raise  questions  about  the  viability 
of  Bankers  Trust's  key  businesses — high- 
yield  bonds,  asset  management,  and 
high-tech  ipos.  "It's  still  not  clear  what 
they  really  bought  with  bt,  with  all  the 
defections,"  says  Raphael  Soifer,  banking 


BREUER  IS  MAKING  WAVES... 


MANAGEMENT  Ousting  opponents  and 
adding  outsiders  to  the  management  board, 
such  as  a  technical  expert  from  IBM,  a  CFO 
who  worked  in  industry,  and  a  tough  former 
Deutsche  Banker  as  market-risk  manager. 

RETAIL  BANKING  Merging  the  online  bank- 
ing unit,  Bank  24,  with  the  retail  banking 
operations  for  greater  transparency  and  the 


COSTLY  G000-B 

Bankers  Trust'}-  i 
Frank  Newmani^ 
jumped  ship  wil 
a  $69  million  pj( 
package 


analyst  with  Brown  Brothers  Hat 
&  Co.  in  New  York  and  a  forn 
executive.  Meanwhile,  on  July  6,  B 
Lynch  &  Co.  hired  a  team  of  qut 
tive  advisers  away  from  Bankers 
Deutsche  has  only  made  real 
way  in  its  global  fixed-income  bus 
which  is  much  more  compatible 
commercial  banking  than  other  ir 
ment-banking  activities.  It  has  a  p 
fill  global  fixed-income  business,  ru 
of  London  with  an  iron  hand  by  ex 
rill  Lynch  banker  Edson  Mit 
In    the    first    half   of   this 
Deutsche   Bank  ranked   No. 
managing  euro-denominated  b 
both  corporate  and  sovereign 
insider  wonders  whether  Br 
may  wind  up  going  the  way  of 
clays   and   National  Westmir 
Bank  PLC  and  give  up  on  corpc 
finance  to  focus  on  fixed  incom 
Maybe  Breuer  has  the  back 
needed    to   keep    his    investr 


with  the  retail  network  and  setting      !l^LbJ^y.!?J?^_f?LP-a_rt_n.er?L.  bankers  in  line  and  still  keep  t 

working  for  Deutsche  Bank.  He 
be  hard  when  necessary.  He  sh 
the  management  board,  oustin; 
old  guard  and  bringing  in  his 
team  of  people  who  back  the  iml 


it  up  as  a  separate  profit  center.  A 
survey  found  that  60%  of  its  cus- 
tomers would  like  to  do  some,  but 
not  all,  banking  online,  so  customers 
can  now  choose  how  much  advice 
they  are  willing  to  pay 
Deutsche  Bank  will  let  rivals  use 
the  bank's  online  services  in  ex- 
change for  taking  a  stake. 

Breuer  is  very  good  at  articulating 
these  strategies.  But  can  any  com- 
pany pull  all  this  off?  The  forays  into 
investment  banking  could  still  prove 
more  distracting  than  lucrative.  The 
tide  of  defections  from  Bankers  Trust 
is  eerily  similar  to  what  happened 
following  Deutsche  Bank's  effort  to 
turn  British  investment  bank  Mor- 
gan Grenfell  into  a  global  invest- 
ment-banking vehicle.  Despite  spend- 
ing big  bucks  luting  heavyweights 
from  competitors,  Deutsche  Bank 
didn't  make  much  headway,  and 
many  of  the  stars,  including  technol- 
ogy ipo  wizard  Frank  Quattrone, 
have  since  left  for  other  banks. 

In  buying  Bankers  Trust  for  $9 
billion  in  cash,  Deutsche  Bank  also 
paid  a  high  price  for  what  could  be 
damaged  goods.  The  market  chaos 


INVESTMENT  BANKING  Finally  integrating 
Morgan  Grenfell.  Secured  a  foothold  in  the 
U.S.  by  paying  $9  billion  for  Bankers  Trust, 
bringing  skills  in  high-yield  bonds,  asset 


for.      ™laleir?Dk?^^^Lle^_C_e_S: ment-banking  strategy.  Earli 


STOCK  HOLDINGS  Spinning  off  $22  billion 
in  German  industrial  holdings  into  a  separate 
profit  center  to  boost  returns  and  prepare  for 
possible  sales  of  these  equity  stakes. 


BUT  THERE'S  A  LOT  LEFT  TO  DO 


MANAGEMENT  Breuer  needs  to  use  his 
remaining  three  years  to  break  from  tradi- 
tional consensus  rule  by  lifelong  insiders. 

RETAIL  BANKING  Make  more  drastic  cuts 
in  costs  and  staffing;  achieve  economies  of 
scale  by  merging  the  unit  with  another  pri- 
vate bank  or  insurance  company. 


INVESTMENT  BANKING  With  top  people 
leaving  Bankers  Trust  and  Alex,  Brown,  the 
merged  units  must  be  speedily  structured  to 
retain  remaining  talent. 

STOCK  HOLDINGS  Unlock  some  of  that 
capital  by  selling  or  swapping  stock  in  cre- 
ative deals  that  reduce  the  56%  tax  burden. 


year  he  forced  the  resignatic 
cfo  Jiirgen  Krumnow  and  split 
job  between  two  outsiders. 

Investors  are  hoping  Bauer's 
sion  is  sustainable,  abn  Amro  f 
manager  Anko  Beldsnijder,  i 
manages  more  than  $1.5  billioi 
Germany  and  Europe  funds, 
bumped  up  his  stake.  Deutsc 
share  price  has  risen  17.7%,  to  < 
since  the  merger  closed  Junt 
against  a  9.8%  rise  in  the  dax.  '". 
view  on  Deutsche  Bank  is  turn 
from  animosity  to  a  general  feel 
of  warmth,"  says  one  London-ba 
analyst.  That  warmth  will  cool  i 
less   Breuer  makes  good  on 
promise  to  whip  Deutsche  Ba 
into  shape.  He  has  three  hard  ye;i 
ahead  of  him. 

By    Karen    Lowry    Miller 
Berlin  and  Jack  Ewing  in  Frai 
furt,  with  Stanley  Reed  in  Lond 
and  Gary  Silverman  in  New  Ya 
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WHAT  SAVIN  IS 

DOING  TO 

MAKE  XEROX  YOUR 

X-DOCUMENT 
OUTPUT  COMPANY. 


You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital  docu- 
ment solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technologv  essential 
to  boosting  productivitv  in  today's  digital  offices.  Like  our  fast,  versatile,  connectable  digital 
imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple- right 
from  your  desktop.  And  full-color  digital  imaging  systems  that  turn  electronic  documents 
into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
most  easv  to  work  with  name  in  the  business.  With  smart,  energetic,  highly- 
trained  Savin  professionals  willing  to  do  whatever  it  takes  to  give  you  the 
satisfaction  and  service  you  deserve. 

To  find  out  x-actly  what  we'll  do  to  win  you  over,  contact  us  at 
l-S(K)-234- 19(H)  or  www.savin.com. 


1TA 


1999  CHANNELS  CHOICE  AWARD 


DIGITAL    CONNECTED    PRODUCT! 


5ai/m 

WE 'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER ' 

SAVIN  CORPORATION.  333  LUDLOW  ST .  STAMFORD.  CT  06904 


CI  W  Savin  Coiporalion 


Klemoik  of  XEROX  CORPC" 
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Thierry  Desmarest  is  one  of  those 
rare  corporate  bosses  who  thumb 
their  noses  at  convention.  His  bold 
moves,  such  as  his  U.  S.-defying  mega- 
deals  in  Iran,  have  helped  turn  Paris- 
based  TotalFina  from  an  also-ran  to  one 
of  the  fastest-growing  oil  majors.  But 
Desmarest's  $44  billion  bid  for  fellow 
French  giant  Elf  Aquitaine  on  July  5  is 
his  most  audacious  yet.  The  industry 
has  long  ruled  out  such  a  deal  because 
of  the  French  government's  power  to 
block  it. 

But  Desmarest  wasn't  convinced.  In 
his  mind,  the  two  companies  were  a 
dream  match,  with  complementary  prop- 
erties across  the  board.  With  the  indus- 
try fast  consolidating  and  huge  mergers 
becoming  more  common  in  France,  he 
grabbed  his  chance.  The  government, 
he  figured,  would  see  that  the  combina- 
tion offered  France  its  best  shot  at 
maintaining  a  leading  role  in  the  indus- 
try. Desmarest,  53,  tried  to  nudge  his 
counterpart  at  Elf,  Philippe  Jaffre,  into 
a  friendly  merger.  But  when  Jaffre,  54, 
ruled  out  a  deal  at  Elfs  annual  meeting 
in  May,  Desmarest  pounced.  "The  quick- 
ness of  our  reaction  probably  surprised 
him,"  Desmarest  says. 
CONSENSUS  BUILDER.  So  far,  his  strate- 
gy is  looking  good.  The  stock  prices  of 
both  companies  have  surged,  and  the 
French  government  has  endorsed  the 
deal,  although  it  objects  to  the  2,000 
job  cuts  Desmarest  wants  in  France. 
But  the  takeover,  like  the  recent 
Banque  Nationale  de  Paris  bid  for  So- 
ciete  Generate  and  Paribas,  won't  be  a 
full  free-market  triumph.  In  both  deals, 


the  government  is  seeking  to  deter  for- 
eign bidders  while  encouraging  the  cre- 
ation of  national  champions. 

Other  political  undercurrents  swirl 
around  the  TotalFina-Elf  deal.  Priva- 
tized only  in  1995,  Elf  was  long  an  in- 
strument through  which  France  exer- 
cised diplomacy  in  Africa,  where  Elf's 
operations  are  concentrated.  And  as 
French  prosecutors  have  stepped  up 
their  pursuit  of  white-collar  crimes,  for- 
mer Elf  managers  have  been  ensnared 
in  investigations  of  influence  peddling, 
kickbacks,  and  misuse  of  corporate 
funds.  Jaffre,  who  was  hired  by  the 
conservative  government  of  Edouard 
Bahadur  in  1993  to  clean  up  the  mess, 

A  NEW  FRENCH  BEHEMOTH? 

A  TotalFina  takeover  of  Elf  Aquitaine 
would  create  the  world's  fourth- 
largest  oil  company  in  terms  of 
reserves,  production,  and  market 
capitalization 

MARKET  CAPITALIZATION 

$86  billion 

RESERVES  9.86  billion  barrels  of 
oil  equivalent* 

PRODUCTION  2.01  million  bar- 
rels per  day  oil  equivalent* 

REVENUES**  $69  billion 

NET  INCOME**  $2  billion 

EMPLOYEES  156,655 

'Combined  gas  and  oil  **1998 

DATA:  PETROLEUM  FINANCE  CO.,  TOTALFINA  REPORTS 


put  Elf  on  a  more  busl 
like  footing.  But  his 
has  riled  politicians, 
tal  takeover  would  th 
rid  of  an  irksome  ceo, 
putting  Elf  in  the  ha: 
a  consensus  builder 
vision. 

If  the  deal  goes  thr 
it  would  also  create 
behemoth  that  woul 
No.  4  in  the  world  by 
industry  measures  (t 
TotalFina  had  a  net  in 
of  $2  billion  in  1998  o 
billion  in  sales,  while! 
earned  $600  million  on 
of  $34  billion.  With  an| 
billion  market  capitaliz 
the  company  would  , 
safe  from  takeover.  B 
would  still  be  smaller 
Royal  Dutch/Shell  Grou] 
well  as  Exxon  Corp.  am 
Amoco  PLC. 
INSIDE  TRACK.  Still, 
marest's  new  giant  will 
an  edge.  Its  production  ii 
pected  to  grow  at  5%  to| 
over  the  next  few  years — compare' 
2%  to  3%  for  the  bigger  companies.  Ij 
where  Desmarest  ignored  the  thre; 
sanctions  and  signed  bold  deals  be 
ning  in  1995,  will  be  a  big  help.  Thro 
Elf,  Desmarest  would  also  gain  ch 
properties  in  West  Africa's  fast-gro 
oil  fields.  And  thanks  to  France's  re 
tance  to  toe  the  U.  S.  line,  his  comp 
may  gain  the  inside  track  in  >  oil-rich  I: 
But  Desmarest  can't  notch  up 
yet.  Elf  has  dubbed  Total's  bid  hos 
and  assembled  a  team  of  topline  inv<  ( 
ment  bankers  to  work  out  a  defer 
Elf,  which  is  only  slightly  smaller  tl 
TotalFina  in  market  capitalization,  mij  P 
even  mount  a  counterbid.  It  may 
seek  a  white  knight  such  as  Chevr 
Corp.  or  Texaco  Inc.,  whose  mer; 
talks  recently  broke  down.  But  the  mi 
likely  outcome  may  be  for  Desmard 
to  up  his  offer — only  a  15%  premiv 
over  Elfs  stock  price  when  announced  L 
in  return  for  Elfs  management  accej  ! 
ing  the  deal.  "I  hope  that  at  a  lat  ~ 
stage  we  will  have  the  blessing  of  t  j, 
board,"  Desmarest  says. 

None  of  this  is  to  say  that  he'll  ha1  . 
an  easy  time.  Even  if  Desmarest  wii  '■ 
his  battle,  he  could  encounter  difficul 
integrating  Elfs  staffers,  who  are  sa 
to  retain  a  civil  service  mentality.  Ar 
much  of  TotalFina's  production  com* 
from  politically  risky  areas  such  as  Bu  ' 


B 


& 


fl 


ma  and  Indonesia.  But  Desmarest  seen 
to  have  the  qualities  it  takes  to  lea 


his  company  through  today's  fast-chanj 
ing  oil  patch. 

By  Stanley  Reed  in  London  and  Ga 
Edmondson  in  Paris 
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GAMBLE 
unqvist  may 
tve  been  prodded 
move  by 
ie  Wallenbergs 


^ 


I 


I  OUSTER 
'  ERICSSON 

lirman  Ramqvist  retakes 
reins  from  CEO  Nilsson 


■gnu 

lmost  nothing  happens  in  Sweden  in 
July.  Businesses  are  virtually  shut 
down  as  executives  make  the  most 
ie  short  summer  season.  That's  one 
ion  the  resignation  on  July  7  of 
n-Christer  Nilsson  as  chief  execu- 
of  the  $22  billion  telecommunica- 
5  giant  Ericsson  was  such  a  stunner. 

1  m  senior  executives  reached  on  their 

ile  phones  seemed  shocked.  "It  came 

complete  suiprise  to  me,"  said  one. 

•ut  the  shock  goes  much  further. 

ison  will  be  replaced  by  a  team  led 

:   Ericsson  Chairman  Lars  Ramqvist — 
very  man  who  tapped 
son  as  his  successor 


ert  ;, 


me 


Reached  by  phone,  Nilsson  declined  to 
comment.  Ericsson's  share  price  fell  8%, 
to  $30.79,  on  the  news. 

Ramqvist  may  well  have  been  influ- 
enced to  make  his  bold  move  by  Erics- 
son's major  shareholder,  the  Wallen- 
berg family  holding  company,  Investor. 
Under  its  new  ceo,  Marcus  Wallen- 
berg, Investor  has  been  seeking 
stronger  returns  from  all  its  industrial 
holdings.  And  Investor's  largest  out- 
side shareholder,  Franklin  Mutual 
Advisers  Inc.,  recently  told  the  Wal- 
lenbergs that  Nilsson  was  "the  wrong 
guy"  to  aggressively  market  Ericsson's 
products,  says  David  E.  Marcus, 
Europe  investment  chief  of  Franklin 
Mutual  Advisers.  Franklin  holds  8%  of 
Investor. 

Indeed,  Ericsson  has  had  a  rough 
time  since  Nilsson  was  appointed  in 
March  1998.  His  tenure's  low  point  may 
have  been  the  51%  drop  in  first-quarter 
earnings  to  $155  million  on  $5  billion  in 
sales,  thanks  to  losses  in  Ericsson's 
fixed-line  business  and  slow  mobile 


' 


.MX    -. 


Bel 
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BBO  just  over  a  year 
The  other  key  team 
fiber  will  be  newly  ap- 
itcd  President  Kurt 
IstrOm,  who  has  been 
ning  Ericsson's  Asia 
messes.  The  60-year- 
Ramqvist  says  he 
■lied  Nilsson  out  be- 
se  he  was  moving  too 
vviy  td  implement   a 

Keup  ami  job  nits  an- 
uict'd  last  December, 
lis  is  the  best  way  to 
trove  tlic  company's 
Stability  and  effective- 
;s,"    says    Ramqvist. 


Desperate  Times 

TECHNOLOGY  Ericsson  is 
behind  in  acquiring  crucial 
Internet  networking  technology, 
an  area  Cisco  dominates. 

PROFITS  Profits  fell  in  the 
first  quarter.  Its  stock  has 
recovered  but  still  lags  Nokia's. 
Another  profit  shock  would 
slam  the  stock. 

RESTRUCTURING  Cuts  of 
some  12,000  jobs  are  needed 
but  are  hurting  morale. 

DA1A  BUSINESS  Wl  I K 


phone  -ale    Eri 

rival  Nokia  Corp.  it:  mobile  phoiK 

and  is  seen  by  the  market  '"  be  falling 
behind  such  competitor 
tenu .  Nortel,  and  Lucenl  Technolog 
in  data  communications  technology.  Al- 
though Eric  stock  price  was  at 
near  record  high.--  before  it  plunged  on 
July  7,  its  multiple  in  the  30s  was  well 
below  that  of  other  companies  in  its 
sector. 

PUNISHMENT.  Now,  analysts  say  Ram- 
qvist must  make  major  decisions — or 
Ericsson  could  face  further  punishment 
by  the  market.  Some  say  that  Ericsson 
is  in  too  many  businesses  and  should 
prune  further.  Ramqvist  also  will  be  un- 
der pressure  to  make  a  major  acquisi- 
tion in  Internet  technology  and  data 
communications,  especially  in  the  U.  S. 
For  now,  though,  Ramqvist  says  that 
he  will  stick  with  Nilsson's  strategy. 
Nilsson  wras  cutting  costs  in  Ericsson's 
fixed-line  telecom  business.  And  he  wras 
making  small  acquisitions  in  Internet 
telephony  and  data  transmission. 

In  fact,  Ramqvist  may  also  have  a 
difficult  time  making  major  changes. 
Compared  with  its  hottest  rivals,  it  suf- 
fers from  a  culture  that  prides  preci- 
sion Swedish  engineering  over  market- 
ing glitz.  Only  a  foreign  ceo  or  a 
Swedish  executive  with  a  radically  dif- 
ferent mindset  might  be  able  to  over- 
haul Ericsson's  culture.  It  may  also  be 
problematic  for  Ericsson  to  issue  shares 
to  fund  big  acquisitions:  Investor  would 
be  reluctant  to  see  its  stakes  diluted.  "I 
don't  see  them  in  a  position  to  build  up 
a  technology  lead,"  says  Theo  Wegbrans, 
vice-president  for  northern  Europe  for 
Cisco  Systems  Inc.  "It  takes  a  lot  of 
money  and  a  lot  of  time." 

Despite  his  surprise  ouster  of  Nils- 
son,  Ramqvist  insists  he  is  only  tem- 
porarily replacing  him  as  Ericsson's 
CEO.  He  wants  to  find  a  new  chief  ex- 
ecutive, but  isn't  reveal- 
ing any  of  his  cards  on 
timing — or  where  he's 
looking.  Shareholdei-s  and 
investors  who  were  hop- 
ing earlier  this  year  that 
Ericsson  was  over  the 
worst  and  ready  for  a 
turnaround  may  be  in  for 
more  tumult. 

By   Stanley   Reed   i>i 

London         (I  lid         .\' 

Sains  in  Stockholm,  with 
Stephen  Baker  in  Pa 

KEY  PLAYER 
Asia  chief  Hellstidm 
was  named  president 
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Nothing  personal.  We 
just  think  waiting  for 
those  magic  numbers  to  hit  might 


minute  analysis  directly  from  the  to  an  ever- changing  market.  If 

street.  Our  Smart  Alerts  notify  you  want  the  same  equipment  the 


you  when  your  stock  hits  set 


brokers  use  to  stay  ahead  of  the 


take  a  while.  At  E*TRADEt  we're         levels.  And  you  can  transfer  funds  market,  look  us  up  at  etrade.com, 

used  to  things  moving  faster.  So  from  your  bank  account  directly  aol  keyword :etrade,  or  the  old- 
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E*TRADE  offers  real-time  quotes,        into  your  E*TRADE&  account. 


fashioned  way,  call  1-800-ETRADE-l. 


breaking  news,  and  up-to-the- 


So  you're  always  ready  to  react  li  not,  well,  c'mon  lucky  seven. 

/ 


] 

St 

i 


It's  time  for 


* 


I  E*TRAD 

k        The  «fl  place  to  inve     I  P 

It 





kternational  Business 


NA 


IREIGN  CARMAKERS  GET 
IE  GREEN  LIGHT 

Ming  is  starting  to  let  them  market  the  cars  they  want 
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or  more  than  15  years,  the  handful 
f  foreign  auto  makers  allowed  into 
hina  have  dutifully  assembled  the 
and  trucks  prescribed  by  Beijing — 
i  if  those  vehicles  didn't  make  the 
;  economic  sense.  They  figured  that 
the  red  ink  and  bureaucratic 
laches  would  pay  off  if  and  when 
ing  gave  them  permission  to  sell 
t  they  really  wanted:  their  most 
jJar  models  of  vans,  luxury  sedans, 
subcompacts. 

aat  time  may  have  arrived.  On  June 
Germany's  Volkswagen  announced 
id  won  permission  to  build  a  small 
;hat  would  retail  for  just  $12,000,  in 
tion  to  the  bigger  Santanas  that  it 
long  assembled  in  Shanghai.  Other 
lakers  also  hope  to  make  vehicles 
broader  appeal.  Gen- 
Motors  Corp.,  which 
year  began  producing 
iry      Buicks      costing 

000  at   its   new   $1.6 
B  joint-venture  facili- 

1  Shanghai,  says  it  has 
won  approval  to  con- 
half  of  that  capacity 

lake  mini  vans.  Gil  also 
ill  seeking  permission 

ptke  small  cars.  Audi 
Honda  are  launching 

-end  models,  while  Toy- 
may  Boon  be  assem- 

i;   its   popular  Corolla 


ON  THE  LOT 

Will  cheaper 

foreign  care  lift 
tlw  economy? 


and  Ford  is  angling  to  launch  compacts. 
Behind  the  scramble  is  an  apparent 
shift  in  industrial  policy.  For  years,  Chi- 
na has  tightly  restricted  market  access, 
especially  for  passenger  cars.  The  gov- 
ernment limited  the  number  of  players, 
set  production  volumes  and  prices,  and 
dictated  what  types  of  vehicles  could 
be  made  and  where.  Foreign  carmakers 
have  ended  up  making  outmoded  vehi- 
cles that  are  too  expensive  for  most 
Chinese. 

INEFFICIENT  SECTOR.  The  result  of  Bei- 
jing's micromanagement  is  a  car  indus- 
try that  is  inefficient  and  glutted  with 
capacity.  Except  for  vw's  230,000-unit-a- 
year  Santana  plant,  few  assemblers  have 
the  scale  or  quality  to  survive  if  Beijing 
fulfills  its  promise  to  slash  trade  barriers 


MORE  LEGR00M  FOR  FOREIGN  AUTO  MAKERS 
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AUDI 

GENERAL 
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HONDA 

TOYOTA 

VOLKSWAGEN 


PUNS 

Preparing  to  introduce  A6  passenger  cars  in  Wuhan 

Intends  to  shift  some  capacity  at  its  new  Buick  plant 
to  vans;  still  wants  to  make  Opel  cars 

Has  launched  Accords  in  Guangzhou 

Hopes  to  make  Corolla  or  Yaris  cars  in  Tianjin 

Plans  to  make  $12,000  "family  cars"  and  a  Chinese 
version  of  the  Passat  in  Shanghai 

DATA:  BUSINESS  WEEK 


when   it   Jo 

World    Trade 
Organization. 

Ho  B< 

jiriK  is  now  looking 

['<>v  an  economic  lift 
from  the  industry.  And  despite  Prime 
Minister  Zhu  Rongji's  political  problema 
(page  67),  leaden  Bee  reform  at  the 

way  to  achieve  it.  Better,  more-afford- 
able cars  could  help  stimulate  consumer 
spending,  they  hope.  Even  though  the 
government  claims  the  economy  will  ex- 
pand by  8%  this  year,  car  sales  are  vir- 
tually flat.  Also,  the  government  wants 
to  boost  flagging  foreign  investment. 
"The  whole  landscape  seems  to  be  shift- 
ing," says  Michael  Dunne,  president  of 
Beijing-based  Automotive  Resources 
Asia  Ltd. 

SMALLER  ENGINES.  Volkswagen's  an- 
nouncement is  a  breakthrough.  Its  new 
sedans,  to  be  designed  just  for  China, 
would  have  engines  as  small  as  1  liter. 
The  Santana,  priced  at  $15,000  to 
$23,000,  has  a  1.8  liter  engine.  VW  also 
plans  to  make  Passat  sedans,  priced  at 
$29,000.  gm's  change  of  plans  is  another 
sign  of  official  flexibility,  gm  claims 
stronger-than-expected  Buick  sales  since 
the  pricey  car's  April  launch.  But  it  will 
be  hard-pressed  to  sell  100,000  Buicks  a 
year  as  planned.  Getting  the  approval  to 
also  make  vans  in  Shanghai  is  a  big 
win — and  gm  wants  more.  "We  still 
think  we're  in  the  running  to  bring  out 
a  small  car,"  says  gm  China  Group  Pres- 
ident Lawrence  B.  Zahner. 

The  liberalization  also  means  con- 
sumers will  have  more  choice.  Honda 
Motor  Co.  has  high  hopes  for  its  Ac- 
cord, which  will  sell  for  $36,000.  And 
Toyota  Motor  Corp.  this  fall  hopes  to 
win  the  right  to  produce  either  its 
Corolla  or  Yaris. 

The  downside  of  this  greater  latitude 
is  that  competition  will  be  fiercer  than 
ever.  Market  conditions  are  expected  to 
only  get  tougher  as  reforms  in  state 
enterprises  lead  to  massive  layoffs.  "We 
shouldn't  be  too  optimistic 
about  prospects  for  high 
growth  in  sales  to  individu- 
als," cautions  an  official  of 
the  China  Auto  Industry 
Assn.  For  now,  few  in  the 
industry  seem  ready  to 
heed  this  warning.  After 
years  of  lusting  over  Chi- 
na's potential  market  from 
the  outside,  foreign  auto 
makers  aim  to  dash 
through  the  door  while  it's 
still  open. 

By   Dexter  Roberts 
Shanghai 


BUSINESS  WEEK  /  JULY  19.  1999  63 


1 


nt*^ 


r* 


.-*•; 


ZTiJiJiiBr«i 


notice 

•  -■  : 


when  yoiiVe 


■  *•. 


.*•-'.' 


-V-* 


*v 


a 


tyJ^- 


/^( 


i    . 


- 

-  • 

... 

The  next  E.      services. 


•  • . :   '? 


«  •     » • 


» 


'     >  • .  • 


•    •' 


In  1936.  one  of  the  most 


intense  relationships  started 
mi  the  Caribbean:  Bacardi  and 


\Y 


Puerto  Rico  mere  joined  forever. 

Since  then.  Bacardi  Corporation. 

the  world's  largest  rum 

distillery  and  number  one  in 

sales  around  the  world,  with  over 

130  years  of  tradition,  has  put 

all  its  passion  in  producing  the 

finest  spirits  in  Puerto  Rico, 
thus  creatine  a  tradition  of 


* 


U\ 


excellence  that  continues  today 


PUERTO  RICO 
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www.pridco.com 
1-888-5-PRIDCO 

ERTO  RICO  INDUSTRIAL  DEVELOPMENT  COMPANY  AND  BACARDI-MARTINI  U.S.A. 


iternational  Outlook 


TED  BY  PAUL  MAGNUSSON 


IOW  ZHU'S  FOES 
OULD  UNDERMINE  HIS  REFORMS 


[was  proof  of  Zhu  Rongji's  key  role  in  China's  reform — but 
no  a  reminder  of  how  shaky  his  future  may  be.  When  ru- 

ors  spread  that  the  tough-talking  Premier  had  offered  his 

mation  on  June  30,  markets  in  Hong  Kong,  Shanghai,  and 

izhen  tumbled. 

[he  bourses  recovered  after  Beijing  denied  the  rumor.  But 
pear  remains  that  China's  cadres  are  waging  an  internal 

Br  struggle  over  Zhu's  handling  of  the  economy.  As  the  pain 
Jim's  reforms  deepens,  his  enemies  are  multiplying.  Even 
fcident  Jiang  Zemin,  usually  Zhu's  backer,  is  sending  hostile 
Us.  One  day  after  the  Zhu  resigna- 

rumors,  Jiang  gave  a  speech  lauding 

(Communist  Party  and  attacking  the 

of  privatizing   state   enterprises. 

|  it's  part  of  the  repositioning  of  Jiang," 

one  Western  diplomat  in  Beijing.  "It's 

fessage  of  support  to  the  right  that 

can't  like." 

jagging.  For  now,  it's  unlikely  Zhu's 
bnents  could  oust  him  from  office.  For 
I  last  decade,  the  Chinese  have  avoided 
king  high  officials.  And  dumping  Zhu 
lid  trigger  very  bad  press  as  China 
paches  Oct.  1,  the  50th  anniversary  of  " 

founding  of  the  People's  Republic.  The  bigger  risk  is  that 
|'s  enemies  could  marginalize  him  by  sandbagging  further  ef- 

at  reform. 
I  he  anti-reformists  have  already  found  a  foiaim:  a  resurgent 

ional  People's  Congress  headed  by  ex-Premier  Li  Peng,  who 
|  rs  a  go-slow  approach  on  restructuring  the  economy.  Many 

.-indal  representatives  in  the  npc,  who  resent  Zhu's  ef- 
fc  to  centralize  power  and  taxing  authority,  back  Li.  Politi- 
Ibbservers  say  conservative  npc  members  are  calling  for  Zhu 

2stify  about  the  bombing  of  the  Chinese  embassy  in  Bel- 
|  If  by  U.  S.  fighters.  In  another  salvo,  the  npc  has  accused 

State  Council,  headed  by  Zhu,  of  corruption  within  its 
liy  ministries. 


ZHU:  His  enemies  have  found  a  forum 


Anti-refoi-mists  want  to  prevent  a  repeat  of  Zhu's  persona] 
diplomacy  in  April,  when  he  offered  the  U.  S.  sweeping  trade 
reforms  to  qualify  for  entry  into  the  World  Trade  Organization. 
The  npc  is  now  calling  for  future  WTO  terms  to  be  first  debat- 
ed within  its  chambers.  That  could  force  Zhu  to  backtrack 
even  more  on  his  offer  and  kill  any  chance  of  China's  entering 
the  body  soon. 

Zhu  is  still  intent  on  reforming  state  companies  and  opening 
the  economy  more  to  foreign  investment.  But  the  opposition  is 
making  things  tougher.  Afraid  of  appealing  conciliatory,  Zhu  had 
to  join  the  rest  of  the  leadership  in  re- 
jecting U.  S.  explanations  of  the  Belgrade 
bombing  incident.  Emboldened,  the  con- 
servatives are  taking  a  harder  line  on 
U.  S.  plans  for  a  missile  defense  system  for 
Asia,  the  U.  S.-Japan  security  arrange- 
ment, and  policy  toward  Taiwan.  The  at- 
mosphere makes  it  "difficult  to  advocate 
policies  that  require  compromise  with  the 
U.  S,"  admits  one  senior  American  official 
in  Washington. 

The  struggle  between  Zhu  and  his  ri- 
vals will  intensify7.  In  late  July,  the  annual 
party  retreat  at  the  seaside  resort  of  Bei- 
daihe takes  place.  There,  Zhu  will  try  to  rally  support,  while  Li 
and  others  will  work  to  undermine  him  and  his  policies.  Later 
in  the  fall,  grassroots  opposition  to  reform  is  likely  to  spread. 
Already,  rumors  are  sweeping  Beijing  that  more  than  10  million 
people  will  be  laid  off  from  ailing  state  enterprises  in  the 
months  following  the  Oct.  1  celebrations.  True  or  not,  such  ru- 
mors could  stir  up  ire  against  Zhu. 

Zhu  isn't  likely  to  give  up  easily:  He  recently  spoke  out 
against  corruption  and  mismanagement  surrounding  the  con- 
struction of  the  Three  Gorges  Dam,  Li  Peng's  pet  project. 
The  feisty  Zhu  can  still  take  the  offensive.  Trouble  is,  his  op- 
ponents can,  too. 
By  Dexter  Roberts  in  Beijing,  with  Stan  Crock  hi  Washington 
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GLOBAL  WRAPUP 


EVIVING  ISRAEL'S  ECONOMY 

Israeli  Prime  Minister  Ehud  Barak 
hoping  to  shore  up  Israel's  economy 
'  choosing  as  his  new  finance  minis- 
r  Avraham  Shohat.  An  advocate  of 
sy  money,  Shohat  previously  held 
e  finance  post  from  1992  through 
•96  under  Yitzhak  Rabin  and  Shimon 
ires.  Shohat,  known  for  his  sharp 
fferences  with  Bank  of  Israel  Gov- 
•nor  Jacob  A.  Frenkel  on  the  nation- 
bank's  tough  monetary  policies, 
ys  that  the  two  will  find  a  way  to 
ork  together.  Shohat's  main  aim:  Get 


the  economy  out  of  a  three-year 
slump  by  sharply  increasing  invest- 
ments, primarily  in  infrastructure. 
Shohat  wants  a  return  to  the  5% 
average  growth  achieved  during  his 
previous  tenure. 

TERROR  IN  TURKEY 

►  Turkish  security  forces  are  on  the 
alert  following  a  number  of  bomb 
explosions  in  urban  areas  that  are 
believed  to  be  the  work  of  the  sepa- 
ratist Kurdish  Workers'  Party  (PEK). 
Turkish  authorities  attribute  the  ter- 
rorism to  the  death  sentence  handed 


out  to  pkk  leader  Abdullah  Ocalan 
last  month  by  a  Turkish  court.  The 
pkk,  which  has  fought  a  15-year  war 
for  the  creation  of  a  Kurdish  state  in 
southeastern  Turkey,  has  generally 
confined  its  activities  to  its  mountain- 
ous home  region,  but  recent  attacks 
have  targeted  civilians  in  major  cities. 
Ocalan.  who  called  for  an  end  to  the 
conflict  during  the  trial,  issued  a 
statement  through  his  lawyers  con- 
demning the  attacks.  He  intend- 
appeal  the  death  sentence  both  in 
Turkey  and  at  the  European  court  of 
human  rights. 
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Are  you  a 
pawn  in  your 
401  (k)  money 
manager's 


9 


game 


You  are  if  they  don't  have  a 
retirement-only  strategy. 


-►  plan  ahead. 


Most  mutual  funds  lump 
investors  together  whether  tht| 
saving  long-term  for  retiremt 
or  short-term  for  a  car.  But  tl 
Principal  Financial  Group®  tal 
a  different  approach.  When  y<j 
company's  plan  invests  with 
Principal®,  you  can  choose  opti] 
that  focus  only  on  retiremei 
plan  money-and  nothing  eU 
This  investment  strategy,  back! 
by  over  a  century  of  financial 
expertise,  recently  resulted  il 
The  Principal  family  of  pensi| 
accounts  outperforming  all 
fund  families  in  a  commissionel 
study  by  Upper 
Analytical  Service] 
Combine  this 
with  our  low  fees,  01 
standing  guaranteed  set 
and  an  impressive  array 
investment  options  and  you'l 
got  one  of  the  best  values  inl 
retirement  planning.  No  wond| 
more  employers  choose  us  for 
their  401(k)  plans  than  any  bal 
mutual  fund,  or  insurance  col 
panyf.  For  more  information,! 
call  1-800-255-6613.  Then  tell 
your  current  provider,  checkmatl 


get  ahead. 


Plan  Ahead.  Get  Ahead.™ 

Financial 
Group 

401  (k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages  •  Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Rir 

©1998  Principal  Life  Insurance  Company,  Des  Moines,  IA  50392.  *From  a  study  of  leading  mutual  fund  families  by  Upper  Analytical  Service  commissioned  by 

The  Principal.  Results  based  on  a  5-year  track  record  through  12/31/97,  using  Upper's  criteria  as  applied  by  The  Principal  for  their  separate  accounts  as  a  familj 

fCfO  magazine,  April/May  1998,  Senior  Financial  Executive  Ranking.  Products  and  services  offered  through  Principal  Life  Insurance  Company  (The  Principal). 

its  subsidiaries  and  affiliates.  Mutual  funds  and  securities  distributed  through  Princor  Financial  Services  Corporation  (member  SIPC). 

Securities  and  health  care  products  not  available  in  all  states. 

www.principal.com 
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The  lobster  that  made  it  all  the  way  from 
Portland,  Maine,  to  Easy  Street. 


A  young  boy  in  Ames,  Iowa,  runs  out  to  the  mailbox. 
He  yanks  down  the  flap  and  peers  in.  A  package  greets 
his  eyes.  It's  moving  slightly.  It's  smelly.  It  has  Caution: 
Live  Animals  written  all  over  it.  He  winces.  He  takes  a 
breath.  Then  he  runs  the  box  inside,  yelling  at  the  top 
of  his  lungs,  "Dinner  is  here!" 

This  is  just  the  sort  of  scene  that's  happening 
around  the  country,  thanks  to  the  online  business 
TheLobsterNet.com. 

To  New  Englanders  Lance  Cleveland  and  Phil  Rose, 
lobsters  were  stew  meat.  But  they  knew  that  to  some, 
their  product  was  a  delicacy.  To  people  in  Tucson. 
Or  Hollywood.  Or  West  Amarillo. 

But  when  they  set  up  their  Web  site,  nobody  had 
heard  of  TheLobsterNet.com  so  the  inventory  started 

to,  well,  smell.  To 
prevent  further 
spoilage,  they 
resorted  to  eating 
lobster  dinners 
every  night.  (It 
sounds  better 
than  it  was.) 

Triumphantly,  six  months  and  about  eight  gallons  of 
bisque  later,  their  first  order  finally  came. 


At  MSN  LinkExchange.  there's  nothing 
fishy  about  finding  more  online  customers. 

To  find  new  customers,  they  turned  to  the  marketing  solutions 
at  MSN"  LinkExchange"  As  the  champion  of  small  businesses, 
MSN  LinkExchange  is  making  it  easier  for  online  businesses  like 
TheLobsterNet.com  to  turn  ideas  into  profits.  And  that's  exactly 
what  Lance  and  Phil  started  to  do. 
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They  used  ClickTrade,  a  service  where  other  online  businesses 
who  send  customers  to  TheLobsterNet.com  get  a  commission. 
Pretty  soon  click-thru's  to  TheLobsterNet.com  started  coming  from 
sites  they  never  would  have  thought  of.  One  order  came  from  a 
wedding  chapel  site.  Another  from  a  Florida  golf  supply  site.  A  big 
response  from  the  home  dating  network.  (Nothing  says  lovin'  like  a 
live  lobster.)  Then  they  used  Submit  It!  to  easily  register  "lobster" 
with  dozens  of  search  engines.  So  whenever  someone  types  lobster, 
whether  it's  "I'm  looking  for  lobster,"  "I  need  a  picture  of  a  lobster," 
or  "My  rash  looks  like  a  lobster,"  their  name  pops  up.  They  were  hot. 
Dare  we  say,  boiling. 

Lobster  etouffee  is  nice,  but  a 
healthy  portion  of  profit  is  better. 

Lately,  the  guys  from  Maine  boast  50,000  online  visitors  -  and 
nearly  200  lobster  orders  -  every  month.  For  the  first  time  in  a  long 
time,  Lance  and  Phil  are  knee-deep  in  something  other  than  seaweed. 

If  you  want  to  find  new  customers,  increase  sales,  and  build 
awareness  all  on  a  shoestring  budget,  go  to  www.linkexchanqe.com 
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www.linkexchange.com 
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Create  your  own  small  business  success  story. 
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©1999  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  LinkExchange,  MSN,  and  Where  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  U.S.  and/or  other  countries. 
Other  products  and  company  names  may  be  trademarks  of  their  respective  owners. 
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F.13  Easy  Money 

Plastic  with  no  annual  fees  and  low 
interest.  Web  sites  where  investors 
hook  up  with  startups.  Too  good  to 
last?  Maybe.  Grab  it  while  it  lasts 

F.u  Click  Here 
for  Cash 

Want  a  computer  date  with  an 
angel?  Millions  in  venture  capital 
are  chasing  good  ideas  on  the  Net. 
But  look  out  for  E-scamsters 

I      * 


Credit  cards  for  small-business 
owners  were  never  so  plentiful— or 
offered  better  terms.  But  not  all 
deals  are  created  equal.  No  need  to 
sort  out  the  panoply  of  opportunities 
—we've  done  it  for  you 

28  Public  Offering/ 
Private  Doubts 

IPO  fever  is  as  high  among  small 
businesses  as  anywhere,  but  you 
may  not  have  weighed  all  the  pros 
and  cons.  Ask  the  owners  of  this 
day-care  chain— they've  been  there 
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F.4  InBox 

Patriotic  entrepreneurs,  why  women 
are  superior,  retirees  for  hire, 
getting  a  line  on  Linux,  and  more 

F.6  Trends 

And  you  thought  debt  was  the 
devil's  tool:  How  loading  up  on  loans 
can  be  a  smart  business  move 


F.8  Who's  Hot 

All  they  wanted 
was  a  Webcast 
guide.  Seems  a 
lot  of  other  Net 
surfers  did,  too. 
Presto— career 
opportunity 


F.10  What  Works 

Training  programs  are  a  drag, 
right?  Not  if  you  give  employees  a 
chance  to  help  design  them 

F.34  Under  30 

Can  a  callow 
youth  hook  up 
with  an  Amish 
cook  and  build 
a  business? 
You  bet  your 
shoofly  pie  he 
can 
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She's  All  That 


MULTITASKER.  COMMUNICATOR.  Team  player.  As 
anthropologist  Helen  Fisher  argues  in  The  First  Sex 
(Random  House,  $25.95),  women  possess  a  set  of 
innate  skills  suited  to  entrepreneurial  success  in  the 
next  century's  Information  Era. 

In  particular,  says  Fisher,  women  are  more  adept 
than  men  at  juggling  many  tasks  at  once.  ("A  mil- 
lion years  ago  you  had  to  sit  next 
to  the  fire,  pound  the  nuts,  and 
soothe  the  baby")  And  their  need 
to  comfort  their  young  has  made 
them,  over  the  eons,  better  com- 
municators. That,  claims  Fisher, 
will  help  them  hatch  relation- 


ships that  are  key  to  building  businesses  in  an  in- 
creasingly global  and  partnership-crazed  business 
milieu. 

Whether  you  agree  with  Fisher  or  not,  she  and 
other  economists  point  to  demographic  trends  that 
stand  to  have  a  huge  impact  on  women's  entry 
into  business:  Most  important,  they're  now  getting 
educated  at  rates  equal  to  or  greater 
than  men.  "We're  moving  into  a 
culture  where  women  have  much 
broader  opportunities  than  they  did 
in  the  past,"  says  Fisher.  Can 
the  Century  of  Women 
be  far  away? 


Startup  Nation 


GERMANY 
DENMARK 
FRANCE 


2.18 


2.03 


1.79 


JAPAN 


1.57 
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Shop  Till 
You 'But 


Imagine  if  a  bunch  of  robots  could  scour  the  country  to  find  you  the  best  prices 
on  office  supplies,  computers,  and  business  books.  Imagine  no  more.  On  the 
Web,  an  evolving  breed  of  shopping  'bots  (short  for,  yes,  robots)  simultaneously 
search  dozens  of  E-commerce  sites  and  report  back  on  the  choicest  deals. 


SHOPPING  BOT 


PROS 


CONS 


JANGO  BY  EXCITE 
www.jango.com 


Forty-two  categories  from  tea  to  satellite 
TV,  some  with  product  reviews. 


Confusing  interface.  No 
shipping  or  merchant 
info.  Painfully  slow. 


MYSIMON  Searches  1,300  sites.  Espouses  indepen- 

MySimon.com  dence,  so  as  not  to  favor— or  exclude— 

particular  merchants'  offers. 


No  shipping  data. 
Limited  office-product 
categories. 


CNET  Most  sophisticated  info,  including  details 

Shopper.com  on  shipping  and  handling  costs,  product 

guarantees,  and  service  options. 


Limited  to  computers 
and  tech  gear. 
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Want  to  Hire?  Think  Retire7 

AS  ll'  THINGS  com  i)  gel  .my  tougha  In  the 
luring  market:  A  oew  study  from  the  Independ 
cut  Employee  Benefli  Research  Institute  shows 
that  retirement  plans  are  becoming  ever  more 

crucial  in  attracting  and  retaining  workers  al 
companies   that    have    fewer   than    100   em 
ployccs.  Among  the  602  surveyed  compa- 
nies that  offered  a  plan,  33%  cited  "recruiting 
advantages"  as  what's  driving  their  retire- 
ment benefits,  up  from  24%  in  1998. 
Plans  are  also  key  to  keeping  employees  hap- 
28%  of  companies  said  they  offered  them 
because  diey  improved  employee  morale,  up  from 
ust  16%  last  year. 
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Look,  I'm  a  Patriot 

>N'T  THINK  that  starting  a  business 

triotic  element?  Well,  consider  that 

eurs  have  been  responsible  for  about 
of  all  U.  S.  economic  growth  during 

nt  expansion.  That's  the  preliminary 

»f  a  research  team  that  studied  en- 
ial  cultures  in    10  countries.  The 

';trawn  from  Babson  College  and  Lon- 

aess  School — found  that  where  start- 

•  been  encouraged 

are  is  socially  ac- 
the  gains  in  gross 
product  have  been 

test.  Entrepreneur- 
countries    (table) 
more    jobs    and 

overall       personal 

than    do    cultures 

:d  by  huge,  immo- 

tutions. 


Ta-Ta,  Taxman 


THE  IRS  CAN'T  HOLD  on  to 
enough  good  help,  either.  As  a 
result,  audits  are  way  down,  says 
a  study  by  Syracuse  University 
researchers.  They  found  just 
6.4%  of  businesses  with  $1  mil- 
lion to  $5  million  in  assets  were 
audited  last  year,  down  from 
nearly  10%  in  1992.  Audit  rates 
fell  to  13.4%  from  18.8%  for 
companies  with  $5  million  to 
$10  million  in  assets. 


SO  THEY  SAY 

"At  the  tail  end  of  a 

strong  economy, 
i  ■  .      .n       .i   . 


people  do  deals  they 


I 


—MIKE  R.JAMES,  of  Wells 

Fargo,  on  why  it's  so  easy  for 

entrepreneurs  to  get  funding 

IpageF.U) 


Does  welfare-to-work  work? 

62%  of  small  com- 
panies that  hired  ex- 
welfare  recipients  say 
they  stayed  on  as  long 
or  longer  than  other 
entry-level  workers 

ONE  IOTA 


Hold  That  Linux 

BY  NOW,  YOU'VE  HEARD  the  hype  about  Linux,  the  robust — and,  best 
of  all,  supercheap — operating  system  favored  by  legions  of  geeks. 
Should  your  small  business  actually  consider  converting  its  desktops 
from  a  Mac  or  Windows  system?  The  short  answer:  Wait.  Linux  does 
great  work  on  servers,  but  development  of  easy-to-use  business  appli- 
cations still  lags,  say  experts.  Indeed,  unless  you're  a  part-time  hacker, 
you  might  not  be  able  to  make  much  sense  of  the  computerese  in  the 
forthcoming  Red  Hat  Linux  in  Small  Business  (IDG,  $29.99).  The  Linux  com- 
munity "is  only  beginning  to  learn  to  speak  to  mainstream  businesses," 
says  Kim  Morrison,  sales  director  at  e-smith,  an  Ottawa  (Ont.)  maker  of 
Linux  software.  She  says  to  take  another  look  early  next  year,  when 
more  desktop  software  will  be  ready  for  novices. 
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News  and  advice  from  our 
small-business  Web  site 

The  Pinchpenny  Phone 

The  big  guys  get  all  the  great 
deals.  Take  those  corporate  long- 
distance plans,  where  companies' 
expensive  telecom  software  scans 
the  rates  of  competing  carriers  and 
directs  employees'  calls  to  the 
cheapest  available  rate.  Now  a 
fledgling  Bedford  (Mass.)  startup, 
MediaCom  Co.,  is  trying  to  use  the 
same  "least-cost  routing  technolo- 
gy" for  small  business.  Its  recently 
launched  MegaMiser  system  ($200 
for  10  separate  lines)  helps  com- 
panies pick  through  the  long-dis- 
tance thicket,  via  PC  software  and 
a  small  device  that  attaches  to  the 
phone. 

Touching  Up  Your  Image 

All  right,  you  scruffy-looking 
workaholics,  it's  time  to  pack  away 
the  cut-off  jeans  and  get  your 
image  in  shape.  A  new  flock 
of  sartorial  advisers  is  helping 
over-stressed,  undepressed  entre- 
peneurs  pick  the  right  duds  for 
corporate  presentations  and  busi- 
ness confabs.  What  are  the  most 
common  faux  pas  detected  by 
these  fashionistas?  Outmoded 
styles  and  the  wrong  accessories. 
As  in,  no  matter  how  rich  you  are, 
don't  show  up  bedecked  in  gold 
chains. 

Uncle  Sam's  Treat? 

Scheduling  a  summer  getaway 
around  a  business  trip?  As  long 
as  the  trip's  primary  purpose  is 
work-related,  you  can  write  most 
of  the  expenses  off  as  business- 
related  tax  deductions;  the  pleas- 
ure is  considered  incidental.  Got  a 
Monday  meeting  in  Seattle,  for  in- 
stance? Travel  over  a  Saturday 
night  to  get  the  cheapest  airfare, 
stay  in  a  hotel  over  the  weekend, 
and  sightsee  on  Sunday.  Although 
your  meal  deduction  is  limited  to 
50%,  you  can  write  off  the  largest 
portion  of  the  entire  trip's  cost- 
travel  and  lodging. 


For  the  full  stories,  click 
Online  Extras  at 
frontier.businessweek.com 
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In  Debt-and  Loving  It 

Borrowing  can  be  a  boon,  especially  at  today's  rates 


HERE'S  A  NOVEL  concept:  Maybe  your 
company  has  too  little  debt,  not  too 
much.  If  that  sounds  completely  daft,  it's 
no  wonder — debt  is  often  portrayed  as 
inherently  evil.  But  there's  little  doubt 
that  it's  on  the  rise.  Integra  Information 
Inc.  of  Flanders,  N.  J.,  which  tracks  small- 
company  balance  sheets,  crunched  num- 
bers from  1.7  million  businesses  for  fron- 
tier and  found  debt  averaged  71.6%  of  net 


prudently  conservative  by  not  following 
the  crowd,  says  Eric  G.  Flamholtz,  a  pro- 
fessor at  the  University  of  California  at 
Los  Angeles'  John  E.  Anderson  School  of 
Management,  but  you  could  actually  be 
taking  more  risk  by  not  borrowing 
enough  money  to  keep  up.  "You  can 
wait  too  long,"  he  says.  "A  contrarian 
strategy  can  kill  you." 

Indeed,  the  decision  to  load  up 
on  loans  in  recent  years  looks  pret- 
ty smart,  given  how  cheap  small- 
business    borrowing    has    been 


SSWBS.AK01 


SSSsBSBO^^...     <P^   >3)  toing  ,he  long  eco- 

nomic  boom.  Whether  your  debt 
level  is  right  or  Wrong  also  de- 
pends on  how  you  compare  with 
your  true  peers — rivals  in  the  same 
business  and  the  same  size  group. 
For  instance,  small  companies  in 
finance,  insurance,  and  real  estate 
have  an  average  debt-to-net  worth 
ratio  of  188%,  up  nearly  30  per- 
centage points  since  1994.  But  the 
average  at  wholesalers  is  3  5%  and 
has  been  falling  for  five  years. 

Another  big  factor,  of  course, 
is  your  individual  situation.  If  your 
cash  flow  is  dropping,  you'd  do 
well  to  keep  your  debt  levels  be- 
low the  norm.  What  is  the  norm?  You 
can  buy  a  peer-group  comparison  for  $60 
to  $300  from  vendors  such  as  Integra 
(800  780-2660  or  Dun  &  Bradstreet  (800 
552-3867.)  But  if  you're  aggressive  and 
your  rivals  look  weak,  maybe  it's  time 
to  borrow  and  build — instead  of  striving 
to  be  average.  —RICK  GREEN 


inTEGRA  information 


worth  in  1998,  the  third  straight  annual 
increase.  At  small  service  companies, 
which  represent  the  largest  sector,  the 
trend  was  even  more  pronounced  (chart). 
But  you  can't  look  at  only  the  raw 
numbers.  Debt  is  just  a  business  tool, 
neither  good  nor  evil.  Use  too  much  of 
it,  as  everyone  knows,  and  you'll  go  bust. 
Use  too  litde,  though,  and  you  may  still 
go  belly-up  if  your  rivals  are  using  debt 
to  expand  their  businesses — and  take 
away  yours.  You  may  think  you're  being 


D 


For  detailed  data  on  debt  levels  at 
small  companies,  click  Online  Extras 
at  frontier.businessweek.com 


Unwinding  Red  Tape 

Not  too  many  years  ago,  government  regulation  was 
right  up  there  with  taxes  on  the  list  of  top  gripes 
among  entrepreneurs.  Today,  the  concern  has  dropped 
to  levels  not  seen  since  Reagan  was  President.  Have 
things  really  improved?  Is  there  less  red  tape  as  the 
millennium  approaches?  Perhaps  not,  says  economist 
Bill  Dunkelberg  at  the  National  Federation  of  Indepen- 
dent Business.  The  problem  merely  may  have  been 
pushed  aside  by  a  heavier  concern  about  where  small 
companies  can  find  quality  help  in  a  tight  labor  market. 


PERCENTAGE  OF  SMALL 

C0McPAmmInT  REGULATION 
AGS^P0RTANNTRP«OBLEM 
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Newfound  Status 

Now  that  entrepreneurs  are  g. 
ting  respect  on  par  with  big  co 
panies,  you  can  also  expect 
get  more  junk  mail.  That's  b| 
cause  Trans  Union  LLC,  one 
the  biggest  credit  informatiJ 
companies,  has  begun  matchin 
the  names  of  5  million  smaB 
business  execs  with  informatid 
about  their  income,  spendin| 
credit— and  home  addresses. 

Such    information,    compild 
from  more  than  60  sources,  is| 
gold  mine  for  direct  marketer 
many  of  whom  are  small  bus| 
nesses  themselves.  The  goal  is 
help  them  find  good  business-td 
business  prospects,  on  the  theoJ 
that  the  buying  habits  of  smal 
companies  will  reflect  the  habif 
of  the  people  who  run  them.  Tr 
idea  is  to  reach  you  at  horrd 
where  there's  no  gatekeeper 
screen  your  mail  or  phone  calls! 

What  about  your  privacy?  Thl 
raw  databases  are  supposedly  a] 
public.  But  Trans  Union  does  pro 
vide    a    spot    on    its    Web    sitj 
(www.trans-union.com), 'where  yoj 
can  get  your  name  deleted.  (War 
to  buy  the  list?  It'll  cost  you  any| 
where  from  U  to  30<t  per  heac 
depending  on  the  level  of  detail.| 

Cram  Course 

Have    you    been    "crammed" 
Check    your    phone    bill    fo 
"miscellaneous  services."  That 
where  the  Federal  Trade  Com 
mission  says  fraudulent  fees  an 
popping  up  for  services  that  wen 
never  ordered  or  never  used.  Th 
agency  estimates  300,000  busi 
nesses  have  been  hit  with  charge 
for   phantom    Internet   services 
from     upstart     providers.     The 
charges  of  about  $30  show  up  on 
your  monthly  phone  bill— much  to 
the  chagrin  of  the  Bell  compa 
nies  that   handle  the   resulting 
complaints. 

How  can  you  prevent  it?  Try 
reading  your  statement.  Officials 
say  this  kind  of  scam  succeeds 
because  the  perpetrators  are 
counting  on  you  not  to  examine 
your  bills  too  closely. 
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omewood  Suites  Hotel  is  all  about 
uvmg  guests  their  space.  Space  to 
,  work,  to  sleep,  to  eat,  to  lounge 


and  to  live.  Each  suite  has  two 


I :    separate  quarters  with  more 
living,  lounging  and  working 
|    space.  All  with  the  same  comfort, 

I  convenience  and  privacy  you 

I I  ind  at  home.  What's  more, 

1  jyour  satisfaction  is  guaranteed. 
I  j  Migrating  on  business?  Stay 

with  us  and  satisfy  your 
I  i      instinctive  need  for  space. 

www.homewood-suites.com 

1-800-CALL-HOME 
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HOMEWOOD 
SUITES 
HOTEL 


Follow  your  instincts.  Find  your  way  Homewood 
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Right  Wavelength 

Peter  Johnson  figured  the  world  needed  a  tuner 
for  Web  radio.  His  idea  is  beginning  to  click 


INSTANT 


WHENEVER  WINTER  workdays  in  New 
York  started  to  drag,  software  designer 
Peter  Johnson  escaped  to  Australian 
summer — without  leaving  his  desk.  He 
just  tuned  in  to  Aussie  rock  stations 
broadcasting  live  across  the  Internet. 
But  Johnson,  now  29,  wondered  what 
he  was  missing  in  the  exploding  world 
of  Net  radio.  Hundreds  of  stations  Web- 
cast blues  from  Antarctica  or  news  from 
Tehran,  yet  no  one  provided  a  simple 
way  to  find  and  connect  to  the  feeds. 


He  decided  to  fill  that  gap  with 
three  entrepreneurial  pals:  high  school 
buddy  David  Litt,  28,  an  accountant 
at  Morgan  Stanley,  and  computer 
whizzes  Orn  Kristjansson,  30,  and  Sta- 
siu  Harrison,  25.  The  four  worked  off- 
hours  for  three  months  or  so.  Then, 
bankrolled  by  about  $70,000  in  col- 
lective savings  and  family  loans,  they 
quit  their  day  jobs  at  the  start  of  '98. 
Incorporated  as  Nothing  Else  Matters 
Software  Ltd. — named  for  a  favorite 
Metallica  song — they  had  launched  a 
Web  site  by  April,  offering  die  product 


free  with  plans  to  sell  an  advanced 
version  once  they  had  built  a  follow- 
ing. Called  the  vTuner,  it  was  a  Ya- 
hoo! for  radio,  listing  and  reviewing 
more  than  1,800  stations  by  category 
and  country  and  rating  them  for  speed, 
sound  quality,  and  selections. 

The  vTuner  impressed  software  crit- 
ics, and  by  June  came  The  Call — or 
in  this  case,  the  E-mail — that 
drives  so  many  Internet  dreams 
RealNetworks  Inc.  expressed 
interest  in  a  partner- 
ship. Real  controls  at 
least  80%  of  the 
booming  market  in 
players  for  "streaming 
media" — audio  or  video  that 
plays  as  it  downloads.  What 
drew  the  company  to  the 
vTuner  team?  "They  had  a 
winning  idea  but  were  also 
ready  to  listen  to  our  feed- 
back," says  Dave  Richards, 
vice-president  for  consumer 
products.  The  Real  deal  offers 
a  customizable  version  of 
vTuner  at  a  half-price  $14.95 
with  a  paid  copy  of  RealPlay- 
er. The  boys  get  a  cut.  And 
while  Real  won't  break  out 
sales,  the  manager  of  its  on- 
line Realstore.com  calls  it  "one 
of  our  better  sellers."  Word 
of  mouth  alone  brought 
200,000  downloads  before 
Real  started  to  market  it. 

There's  lots  of  potential  left; 
worldwide,  60  million  copies 
of  RealPlayer  have  been  down- 
loaded, and  experts  say  streaming  media 
is  in  its  infancy.  The  vTuner  took  in 
just  $130,000  before  the  deal,  but  1999 
revenues  are  estimated  at  $  1  million. 

Meanwhile,  there's  competition 
from  rivals  such  as  Earth  Tuner,  made 
by  DigiBand  Inc.  of  Alpharetta,  Ga., 
but  vTuner  has  a  head  start  and  high 
hopes.  Stay  tuned. 

-SREENATH  SREENIVASAN 

Read  about  other  breakthrough 
companies.  Click  Entrepreneur  Pro- 
files at  frontier.businessweek.com. 
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THE  ISSUE: 

How  will  population  trends  affect  yol 
business  in  the  next  century?  Year  20l 
census  figures  won't  be  available  for| 
long  time,  but  there  is  no  shortage 
forward-looking  data. 

THE  SOLUTION: 

Thanks  to  proliferating  federal  and  staj 
Web    sites,    statistics    aboq 
the  U.S.  population  can 
viewel 
online 
little  or 
cost.    Fc 
help   inter 
preting   dat< 
check  out  booh 
and   Web   sites   anl 
get  advice  from  your  loca 
Small  Business  Development  Center. 

CASE  IN  POINT: 

Geoffrey  Larsen,  president  of  Alaskarl 
Brewing  Co.,  an  $11  million  specialtj 
brewery  in  Juneau,  used  U.S.  Census 
Bureau  population  forecasts >to  assess 
the  size  of  the  Echo  Boom  populatiorf 
that's  nearing  drinking  age. 

RESOURCES 

WEB  SITES: 

U.S.  Census  Bureau  [www.census.gov) 
Check  out  "State  and  County  Quick 
Facts,"  which  links  to  detailed  state 
and  county  data  about  businesses  and 
consumers. 

FedStats  (www.fedstats.gov)  links  to  spe- 
cialized statistics  and  experts  from  mor 
than  70  federal  agencies,  ranging  froml 
the  Federal  Reserve  Bank  to  the  Fish  &| 
Wildlife  Service. 

BOOKS: 

Statistical  Abstract  of  the  United  States 
1998  (118th  edition)  (National  Technical 
Information  Service,  1-800-553-NTIS). 
This  annual  compendium  of  federal  data 
is  easiest  to  use  in  book  form  but  free 
online  at  the  Census  Bureau  site. 

The  Cartoon  Guide  to  Statistics,  by  Lar- 
ry Gonick  and  Woollcott  Smith  (Harper- 
Collins, 1993).  Engaging  and  accessible 
cure  to  dataphobia.  Intuitive  graphics. 
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We  save 

Small  Businesses 

over  $2  million 

every  week: 


How  much 
of  that 

t 

is  yours? 


If  you've  been  making  the  most  of  the  Corporate  Card  for  Small  Business,  you 
know  how  fast  your  Everyday  Savings  can  add  up.  Just  by  doing  business  as  usual. 
And  whether  you're  shipping,  traveling,  or  buying  a  new  computer,  it's  easy  to  get 
your  share  because  there's  no  minimum  purchase  required:  If  you  don't  already 
have  the  Corporate  Card  for  your  small  business,  call  1-800-SUCCESS 


do  more 
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Live  and  Learn 


How  one  company  developed  a  training  program 
that  workers  actually  like 
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CAN  COMPANIES  TRAIN  employees 
to  be  more  productive,  successful,  and 
fulfilled  in  this  competitive  labor  mar- 
ket? More  than  54  million  people  are 
receiving  formal  training  from  em- 
ployers nationwide — with  decidedly 
mixed  results.  Some  employees,  once 
trained,  take  their  newly  enhanced 
skills  off  to  another  company.  Others 
get  discouraged  by  useless  classes. 
That's  because  many  employers  still 
use  an  outmoded,  cookie-cutter  ap- 
proach to  training  that  doesn't  en- 
courage creative  thinking  and  self-re- 
liance, says  Diane  Gayeski,  a  training 
consultant  and  professor  of  organiza- 
tional communications  and  learning  at 
Ithaca  College  in  Ithaca,  N.Y. 

For  Julie  McHenry,  chief  executive 
of  Wilson  McHenry  Co.,  a  Foster  City 
(Calif.)  strategic  business  communica- 
tions company  with  60  employees,  it 
was  clear  that  her  mandatory  training 
program  wasn't  working.  In  fact,  a 
consultant's  survey  revealed  that  em- 
ployees hated  it.  They  complained  they 
were  all  forced  to  take  the  same  class- 
es, regardless  of  their  needs.  So  last 
year,  McHenry  put  together  an  em- 


ployee   task    force 
come  up  with  an  ap- 
pealing alternative. 

The  result?  Gold 
Horn  University,  a  vol- 
untary training  program 
where  employees  regis- 
ter for  the  courses  of 
their  choice  each  semes- 
ter by  the  company  in- 
tranet. Classes  take  place 
over  a  brown-bag  lunch 
in  an  informal  setting. 
While  no  one  is  forced 
to  take  a  class,  man- 
agers, referred  to  as  "ad- 
visers," may  nudge  em- 
ployees to  take  courses 
they  feel  would  be  help- 
ful. Sessions,  taught  by 
experts  within  the  com- 
pany and  occasionally 
by  outsiders,  tend  to  be 
practical,  such  as  how 
to  write  a  press  re- 
lease or  conduct  a  media  tour. 

It's  too  soon  to  judge  Gold  Term's 
long-term  impact,  but  McHenry  says 
turnover  is  down:   "Employees  are 
happier,  bottom  line.  Especially  here 
in  Silicon  Valley,  where  it's  so  com- 
petitive with  employers,  we  need  to 
keep  them  engaged." 

Gold  Horn  is  a  good  recruitment 
tool  as  well,  helping  to  lure  employees 
like  Sean  Pate,  an  account  associate. 

McHenry  has  learned  some  valuable 
lessons  herself:  "Training  needs  to  be 
flexible,  and  it  needs  to  be  done  in  a 
way  in  which  staff  feel  they  are  in 
control."  To  that  end,  a  five-employee 
committee  runs  the  program. 

Interested  in  trying  something  sim- 
ilar? Keep  classes  small,  practical,  and 
highly  interactive,  says  McHenry. 
Above  all,  make  the  program  engaging 
and  fun,  and  you  might  just  get  an 
A-plus  from  your  staff  for  making 
training  a  perk  instead  of  a  chore". 

—  GABRIELLE  SAVERI 
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Learn  more  about  how  to  train 
employees.  Click  Online  Extras  at 
frontier.businessweek.com 


Q:  How  can  I  position  my  online 
gallery  to  get  the  publicity  it 
serves?  —A.  A.,  New  York 

A:  To  build  media  buzz,  you  have  to 
above  the  clutter  and  highlight  the  w. 
your  company  differs  from  your  co 
petitors.  Just  being  online  is  no  Ion 
newsworthy.  Focus  your  message, 
customer  service,  detailing  how  you 
helping  customers  navigate  the  woi 
of  E-commerce,  advises  Har 
Pforzheimer,  executive  vice-president 
Silicon  Valley-based  Edelman  Public  R 
lations.  If  your  clients  can  tell  your  st 
ry  through  quotes  or  anecdotes 
much  the  better.  Be  willing  to  talk  abo 
both  successes  and  failures. 

Can  you  craft  a  dramatic  story  ar 
sell  it  to  the  press  yourself?  Absolute 
Send  your  press  releases  to  tradition 
media— newspapers,  magazines,  trac 
journals— and  Web  sites,  says  Don  Mi 
dleberg,  who  publicizes  Web  sites 
Middleberg  &  Associate 
in  New  York.  A 
ways  follow  u 
with  •  a    phon 
call.  Make  you 
case    succinctl 
and   stress   an 
timely  angles. 
If  you  don't  havi 
the  time,  money,  or  egi 
to  toot  your  own  horn 
find  a  small  agency  o 
freelance    consultant 
Get    references    fro 
colleagues,  competitors 
reporters.    You'll   wan 
someone  with  contacts,  credibility,  an 
personality.  "A  good  PR  person  shoul 
be  a  door-opener  who  gets  out  of  th 
way  of  your  story.  And  it  shouldn 
cost  a  fortune,"  says  Jack  O'Dwyer,  a 
PR  industry  analyst.  Agencies  get  paid 
monthly  retainers  starting  at  $1,500 
and  project  fees  starting  from  $1,000, 
depending  on  the  scope.   For  more 
help,  check  out  the  Web  site  of  the 
Public  Relations  Society  of  America 
(www.prsa.org)  and  O'Dwyer's  Web  site 
(www.1pr.com).       -KAREN  E.  KLEIN 

Have  a  question  about  your  business? 
Send  an  E-mail  to  Smart  Answers  at 
frontierObusinessweek.com. 
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Custom  Web  design.  Full-time  Internet  access. 
Web  site  hosting.  E-commerce  solutions. 


And  you  tnought  we  were  just  another  ISP. 
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Introducing  MindSpring  Biz.  Everything  you  need  to  help  your  small 
business  profit  from  the  Internet,  in  one  convenient  place. 

We  offer  direct,  full-time,  reliable  connections  to  the  Internet.  With 
around-the-clock  customer  support,  network  monitoring  and  more. 

Our  professional  designers  will  work  with  you  to  create  a  dynamic, 
attention-grabbing,  customized  Web  site  for  your  business. 

We'll  help  you  register  your  domain  name,  set  up  e-mail  boxes  and 
generate  tracking  data. 

And  we  offer  a  full  suite  of  e-commerce  solutions  ranging  from  catalog 
software  to  credit  card  authorization  and  payment  processing. 

In  short,  everything  you  need  to  get  your  business  off  the  sidelines 
and  on  the  Web  is  now  available  from  the  award-winning  people  at 
MindSpring  Biz  for  plans  as  low  as  $29.95/mo.  This  is  what  you've 
been  waiting  for. 

MindSpring  Biz 

The  future  of  your  business  is  online™. 


1999  MINDSPRING  ENTERPRISES.  INC.  ALL  RIGHTS  RESERVED 


5  STAR 


business.mindspring.com     Call  now   1  -888-MSPRING  (677»7464) 


WITH  ALL  OUR 

CARGO  SPACE,  WE  HAD  ENOUGH 

ROOM  TO  ADD  ONE 

MORE  UNIQUE  FEATURE. 


Ranked  "Most  Appealing  Full-Size  Van"  by  J.D.  Power  and  Associates. 


S  A VA  N  A 


Get  well-deserved  recognition  and  sooner  or  later  everyone  takes 


notice.  Especially  for  features  like  useful  cargo  space,  passing  power 
on  the  highway,  passenger  head-  and  legroom,  and  effective  rear  air  condi- 


tioning. All  excellent  reasons  for  earning  the  "Most  Appealing  Full-Size  Van" 


SMC. 

Do  one  thing.  Do  it  wellr 


11998  GM  Corp.  All  rights  reserved.  GMC,  Savana,  and  GMC  logo  are  registered  trademarks  of  General  Motors  Corporation.  J.D.  Power  and  Associates  1998  Automotive,  Performa: 
Execution,  And  Layout  (APEAL)  Study.5"  Study  based  on  a  total  of  97,907  consumer  responses.  Savana  Conversion  Van  not  included  in  the  Study,  www.jdpower.com 
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IT  USED  TO  BE  that  entrepreneurs  went  to  the  bank  to  apply  for  a  lo 
with  hat  in  hand  and  maybe  even  a  set  of  kneepads,  in  case  the  begginL 
got  really  intense.  Not  anymore.  This  is  the  era  of  the  low-grovel  loan, 
flood  of  new  capital  is  heading  for  small  companies,  and  it's  not  comin 
just  from  traditional  banks.  Any  business  owner  who  opens  the  mail  i! 


likely  to  find  an  offer  for  a 

line  of  credit.  Go  on  the  Web  and  you 
can  get  almost-instant  loans.  You  can 
also  cruise  through  matchmaking  sites 
with  access  to  thousands  of  lenders  and 
equity    investors.    Venture    capitalists, 
backed  by  big  institutions  and  pension 
funds,  are  handing  out  money  at  a  record 
pace.  "All  the  stars  are  aligned,"  says  James  D. 
Atwell,  global  managing  partner  for  private  equities 
at  PricewaterhouseCoopers  LLP  (pwc).  "There  is  a  ton 
of  money  out  there." 

And  it's  cheap,  coo.  Interest  rates  on  commercial 
loans  up  to  $100,000  fell  to  8.82%  during  the 
second  quarter,  from  8.87%  in  the  first  quarter, 
according  to  the  Federal  Reserve,  while  rates  on 
larger  loans  were  rising.  Even  assuming  the  full 
brunt  of  June's  rate  hike  by  the  Fed  is  passed  along, 
you'd  still  have  to  go  back  to  1994  to  find  a  better 
deal.  Credit-card  rates  have  fallen  to  single  digits, 
too,  as  new  issuers  vie  for  your  business  by  offering 
free  airline  miles,  product  discounts,  and  other 
goodies  (page  24).  Loan  approvals  have  been  cut 
from  several  weeks  to  less  than  a  day. 

It  sounds  like  it's  too  good  to  last,  and  it  proba- 
bly is.  Lenders  are  prone  to  boom-bust  cycles  in 
which  they  throw  caution  to  the  wind,  only  to 
pull  back  sharply  when — surprise — many  of  the 
loans  go  bad.  But  for  now,  small  borrowers  have 
the  upper  hand,  thanks  to  a  combination  of  strong 
supply  and  weak  demand.  With  the  economy 
speeding  ahead  at  a  4%  growth  rate,  small  busi- 
nesses have  less  need  for  loans  than  in  past  years 
because  they  can  finance  much  of  their 
growth  from  profits.  A  pwc  survey  of    by  Janin 


credit  card  with  a  generou 


Seen 
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fast  1 

America's  fastest-growing  small  compa 
nies  found  that  only  23%  planned  t( 
get  a  loan  as  of  late  1998.  And  the  Na 
tional  Federation  of  Independent  Busi 
ness  found  in  its  May  survey  that  onl 
one-third  of  its  members  borrow  regularly, 
figure  that  has  been  dropping  for  20  years.  Few  '- 
said  that  they  thought  it  was  particularly  hard  to  ge 
credit. 

At  the  same  time,  there's  a  lot  of  new  money 
available.  Data  released  last  month  by  the  Small 
Business  Administration  show  outstanding  small 
business  loans  reached  $371  billion  as  of  June, 
1998,  up  6.3%  in  12  months.  The  actual  number  of  f 
loans  rose  1.3  million,  or  16.7%.  Venture-capital  in- 
vestments hit  $  1 7  billion  last  year,  according  to 
pwc,  up  from  $1  billion  in  1991,  which  is  part  of  f 
the  $175  billion  in  private  equity  chasing  small 
companies.  Startup  financing  from  the  federal  Small 
Business  Investment  Co.  program,  which  serves  as 
seed  capital  for  private  loans,  has  tripled  to  $3.7  bil- 
lion in  four  years.  Then  there's  $37  billion  in 
small-business  credit-card  debt  outstanding,  a  25% 
increase  over  1997,  says  The  Nikon  Report  of  Oxnard, 
Calif.,  plus  uncounted  billions  more  charged  on 
personal  cards  by  owners  of  weak  or  new  compa- 
nies that  cannot  qualify  for  business  credit. 

One  reason  lenders  are  more  willing  to  lend  is 
that  they  no  longer  have  to  hold  all  the  loans  they  I 
make  to  maturity.  Using  tactics  borrowed  from 
mortgage  markets,  loans  are  being  packaged  by  the 
hundreds  and  sold  to  institutional  in- 
Friend     vestors  as  AAA-rated  securities — which 
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j  Joj   ensibly  means  they  have  the  same  sterling  creel- 
rating  as,  say,  ibm  or  General  Electric  Co.  Sounds 
ubtful?  Perhaps,  but  that's  not  the  lender's  prob- 
n:  They  pocket  the  fees  you  pay  up  front. 
It  it  seems  like  lenders  can't  give  money  away 
t  enough,  it's  not  for  lack  of  trying.  Take  the  new 
anWise  E-commerce  site,  introduced  late  last 
mill.  It  snaps  through  a  small-business  loan  ap- 
oval  in  just  five  minutes.  A  small-business  owner 
a  obtain  an  unsecured  loan  of  up  to  $50,000 
electronically  filling  out  a  brief  applicarion.  After 
>  submitted,  credit  history  and  possible  lenders  are 
most  instantaneously  checked  by  computer.  If  the 
jplicant  qualifies,  he  gets  the  approval  within  a 
:ad-snapping  matter  of  seconds.  The  money  is 
ailable  from  American  Express  Co.  or  several  par- 
:ipating  banks  in  24  to  48  hours.  "It  transforms 
e  experience  of  getting  a  small- business  loan," 
ys  Michael  S.  Grossman,  chief  executive  officer  of 
etEarnings  in  Burlingame,  Calif,  the  parent  of 
)anWise.  "People  don't  diink  something  like  this  is 
jssible." 

Other  Internet  financiers  include  Atlanta-based 
3ank.com  Inc.,  launched  in  late  June,  which  claims 
i  be  the  first  virtual  bank  targeting  small  business, 
id  Ventiu-eShowcase.com,  which  plans  to  launch  a 
jw  video  matchmaking  service  for  investors  and 
lttvpreneurs  in  July — one  step  beyond  the  text-only 
/eb  pages  (page  16).  That's  just  the  beginning, 
bout  20  more  banks  will  likely  launch  online  op- 
rations  aimed  at  entrepreneurs  in  the  next  18 
lonths,  says  Octavio  Marenzi,  research  director  at 
leridien  Research  in  Newton,  Mass. 

Traditional  banks  are  responding  with  stream- 

ned  loan  procedures,  easier  terms,  and  mass  mail- 

lgs.  Technology  helps  them,  too:  Automated  "cred- 

scoring"  and  other  computerized  ways  to  assess 

isk  have  cut  costs  by  reducing  labor,  research,  and 

aperwork.  Access  to  better  small-business  data  also 

as  made  financing  faster  and  easier.  "Before  cred- 

SCOting,  there  was  no  way  a  bank  could  make  a 

20,000  loan  without   losing  money,"  says  Amy 

l  Geogan,  executive  vice-president  at  Bank  Boston 

lorp    Now,  some  hanks  can  turn  around  a  loan,  us 

ng   only    a   one  page   application,    in   about    24 

lours — and  for  a  fraction  of  the  previous  tost. 


The  Best  of  Times 
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But  there's  a  price  to  be  paid.  Bankers  and  venture 
capitalists  say  their  rivals  are  driven  by  competition 
to  make  deals  doomed  to  fail.  Some  lenders  are 
pricing  their  product  too  low  for  the  risk  involved, 
and  others  are  doing  deals  not  backed  by  sufficient 
collateral.  "It's  a  war  for  market  share,"  says  Craig 
Sheinker,  president  of  Quantum  Resources  Fund- 
ing, a  New  York  City  firm  that  buys  accounts  re- 
ceivable. "Almost  everybody  is  dropping  rates,  and 
almost  everybody  is  doing  airball  deals." 

Granted,  that's  good  for  borrowers  in  the  short 
run.  But  over  the  long 
haul,  it  means  lenders 
could  lose  big  should  the 
economy  take  a  dive  and 
drag  many  small  compa- 
nies under.  Indeed,  entre- 
preneurs could  be  overex- 
tended if  they  borrow  too 
heavily  based  on  revenues 
generated  in  boom  times. 
"At  the  tail  end  of  a  strong 
economy,  history  tells  us 
that  people  do  deals  they 
shouldn't  do,  and  history 
tells  us  they  will  do  it 
again,"  says  Mike  James, 
executive  vice-president  at 
Wells  Fargo  &  Co.,  the 
No.  1  small-business  lender  in  the  U.S. 

The  likely  result:  a  swing  of  the  pendulum  back 
toward  less  favorable  rates  and  stiffer  terms  as  fin- 
anciers, already  holding  bad  loans,  become  reluctant 
to  make  new  ones.  The  problems  could  be  com- 
pounded this  time  because  of  the  new  lending 
techniques,  such  as  business  credit  cards  and  cred- 
it scoring,  that  have  never  seen  a  real  recession. 
"None  of  it  has  been  stress-tested,"  notes  William 
C.  Dunkelberg,  economist  at  the  National  Federation 
of  Independent  Business.  The  message  for  entre- 
preneurs is  clear:  Get  it  while  you  can — and  don't 
get  used  to  it. 
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Which  lenders  have  the  best  rates  and  terms 
for  small  companies?  Click  Online  Extras  at 
frontier.businessweek.com. 
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Martineau  learned  a  lot  seeking 
'capital  on  the  Web— but  says  it's 
a  tough  way  to  sell  "sizzle" 
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The  unsung 
wonder  of  the 
Web:  It  can  be 
a  haven  for 
venture  capital 


ON  THE  INTERNET,  no  one  has  to  know  where  your 
company  is  located.  So  Russ  Fletcher  and  his  partners  fig- 
ured they  would  have  no  problem  basing  dieir  Net 
startup,  HealthDirectory.com,  in  scenic  but  isolated  Mis- 
soula, Mont.  "We  wanted  to  five  in  a  place  we  loved," 
says  Fletcher,  chief  executive  at  the  online  publisher  of 
physician  directories. 

But  out  on  the  Bitterroot  Range,  it's  easier  to  find 
bighorn  sheep  than  investors — let  alone  venture 
capitalists.  So  to  raise  the  $5  million  he 
needs    to    take    his    service   worldwide, 
Fletcher  went  back  on  the  Web — and  lo- 
cated Venture  Capital  Online   (Vcapital. 
com),  a  Chicago-based  online  network. 
HealthDirectory's  business  plan,  tuned  up 
under  Vcapital. corn's  tutelage,  snared  the 
attention  of  six  firms,  whom  Fletcher  is  in- 
terviewing to  find  the  best  fit  for  his  enterprise. 
"For  companies  in  a  remote  area  like  ours,  the  Internet 
offers  an  excellent  way  to  at  least  get  in  front  of  in- 
vestors," he  says. 

The  World  Wide  Web  is  turning  into  a  Capital  Web 
for  entrepreneurs.  New  companies  are  springing  up  that 
use  the  Internet's  connective  power  to  link  idea-rich 
entrepreneurs  with  cash-rich  investors.  The  result  can  be 
a  streamlined  funding  process  that  leapfrogs  over  the  ge- 
l  w   »r  ography-bound    personal 
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Let's  talk  beautiful  color. 
Got  a  few  seconds? 


Introducing  the  BJC-6000  Color  Bubble  Jet  printer. 

A  few  seconds  is  all  you  need.  After  all,  print  speeds  up  to  8  ppm  in  black  and  5  ppm  in  color  make  it 
one  of  the  fastest  printers  in  its  class.  And  with  1440  x  720  dpi  as  well  as  our  exclusive  Drop  Modulation 
Technology"  the  color  is  certainly  something  to  talk  about.  Plus,  our  exclusive  Canon  Think  Tank 
System™  features  money-saving  individual  ink  tanks.  The  BJC-6000.  For  about  $249,*  it's  simply  the 


smart  choice.  Visit  our  Web  site  at  www.ccsi.canon.com/6000  or  call  1-800-OK-CANON  for  details. 
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Prini  tins  documenl  in  just: 

WSeconds 


Year-End  Sales  Report 


Prini  tins  documenl  in  just: 

16  Seconds 

Quarterly  Report 
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Next  Quartet  Focus 

•  In  More  Training  ReprnenMtva 

•  Sell  In     SeU-OlI!  Inventor,  Habrtce 
•Web  Sharing  jnj  Commerce  Programs 

IMI  Data  Requirements 

•  Mami&ctnriog  C  at)  and  inventors  Sues 

•  Product  Profiling  und  Consumer  I  sage 
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Key  Features 

Fast  print  speeds  up  to  8  ppm  black  &  5  ppm  color 
•  flic/i,  laser-quality  black  printing 
•  1440  x  720  dpi  color  &  black  printing 


tliifu  t(Uu\   Save  money  with  Canon's 
systim -v        Individual  Ink  Tanks. 

It's  an  innovation  designed  to  save  money  and  eliminate  ink 
waste.  The  ('anon  Think  lank  System  has  separate  tanks  for 
each  ink  color,  allowing  you  to  replace  only  the  colors  that 
run  out.  And  optical  ink  sensors  automatically  monitor  ink 
levels,  giving  vou  an  on  screen  warning  when  a  color  is  low. 


Canon 


i  >tiMt  puce  Dealer  prices  may  »,»y  ©1999  Canon  Computer  Systems.  Inc.  Canon  and  BJC  are  rejrstered  trademarks  and  Bubble  lei.  Drop  Modulation  Technology  and  Canon  Trunk  Tank  System  are  trademarks  ol  C 
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ture  finance  to  form  virtual  networks  that 
span  the  nation — or  the  globe. 

Moving  the  hunt  for  capital  online  doesn't 
take  the  work — or  the  risks — out  of  the  search. 
The  Net's  anonymity  means  companies  must  keep  up 
their  guard  against  funding  scams  or  middlemen 
who  will  publish  corporate  confidences  far  and  wide. 
"The  Internet  doesn't  change  the  basic  rule:  know 
who  you're  dealing  with,"  says  William  L.  Walton, 
CEO  of  Allied  Capital  Corp.,  a  Washington-based  small- 
business  lender. 

The  promise  of  Web  capital  is  that  it  will  expose 
an  entrepreneur's  bright  ideas  to  many  more  poten- 
tial investors.  The  details 
vary,  but  most  online  fin- 
anciers work  like  this:  A 
company  seeking  capital 
can  submit  an  electronic 
form  via  the  financier's 
Web  site.  If  the  prospect's 
business  seems  likely  to 
match  investors'  interests, 


The  best  online 
financiers  astutely 
match  companies 
and  potential  backers 


the  banker  will  work  with  the  firm,  via  phoi 
or  in  person  as  well  as  by  E-mail,  to  refine  i 
business  plan  and  put  it  in  a  format  investo 
like  to  see.  The  banker  then  distributes  the  plat 
without  identifying  the  company,  to  investors, 
they're  interested,  they  tell  the  banker,  who  introduce 
them  to  the  company.  The  banker  might  put  togeth 
er  a  deal,  or  let  the  investors  and  prospect  negotiat 
direcdy.  The  banker  takes  a  cut  from  the  deal's  pre 
ceeds  and,  in  some  cases,  also  takes  a  stake  in  th 
prospect's  stock. 

Like  other  venture  capitalists,  the  best  Web  finan 
ciers  demand  a  lot  of  work  from  their  investmen 
prospects.  A  finely  honed  business  plan  and  energetii 
focused  management  still  are  crucial  to  success.  An 
many  entrepreneurs  have  learned  that  the  online  h 
rate  isn't  necessarily  any  higher  than  that  of  ok 
style  finance. 

Caren  J.  Martineau,  for  one,  feels  the  winnowin 
process  of  online  finance  took  the  romance  out  of  h 
business — literally.  Martineau  approached  Vcapital.co: 
for  a  $4  million  investment  in  her  firm,  Romano 
Boutique,  an  online  gift  catalog  and  shopping  servio 
for  lovers.  The  service  put  her  through  weeks  o 
eye-opening  preparation  before  it  posted  her  We; 
presentation  on  its  site.  The  pitch  drew  requests  for 
full  business  plan  from  more  than  a  dozen  ventun 
capitalists — but  none  followed  up.  Martineau  blame 
the  "dry"  format  of  an  online  pitch:  "The  proces 
doesn't  let  you  sell  the  sizzle  of  your  business,"  sh 
says.  "For  a  venture  like  ours  that's  based  on  ro 
mance  and  emotion,  that's  deadly."  The  Glen  Ridgel 
(N.J.)  ceo  is  now  negotiating  financing  with  Or 
bital  Capital,  a  New  York  venture  firm. 

The  best  new-wave  Web  financiers  try  t9  match  a 
carefully  screened  portfolio  of  companies  with  a  sim- 
ilarly vetted  network  of  high-net-worth  individuals 
and  private  and  corporate  venture  funders.  Take 
garage.com,  based  in  Palo  Alto,  Calif.  Founded  by 
computer  marketing  expert  and  former  Apple  Com- 
puter Corp.  executive  Guy  Kawasaki,  garage.com  has 
signed  up  more  than  1,000  "accredited"  investors — 
a  Securities  &  Exchange  Commission  category  that,  for 
individuals,  requires  net  worth  exceeding  $1  mil- 
lion or  three  years  of  family  income  topping 
$300,000.  These  angels  congregate  in  Heaven,  a 
password-protected  Web  page  where  they  can  view 
pitches  from  companies  selected  and  groomed  by 
garage. corn's  partners. 

And  how  does  a  venture  get  to  Heaven?  Trip- 
wire Security  Systems  Inc. ,  a  maker  of  software  to 
detect  tampering  with  corporate  and  government 
databases,  was  introduced  to  garage.com  by  an 
investor  who  had  helped  ceo  W.  Wyatt  Starnes 
with  seed  capital.  Garage. corn's  investment  bankers 
helped  Starnes  refine  his  business  plan,  which 
they  then  posted  in  Heaven.  When  intrigued  an- 
gels responded,  they  got  an  E-mail  introduction  to 
Tripwire.  For  Starnes,  the  final  deal  included  two 
pleasant  surprises:  Tripwire  was  able  to  raise  $2.4 
million,  up  from  an  initial  target  of  $1.5  million, 
and  its  investors  include  a  major  venture  capitalist. 
Six    months    later,    the    investor    and    Tripwire 
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Back 


Your  business  is  on  the  brink  of 
Y2K  uncertainty.  The  biggest  danger? 
Lost  data,  lost  productivity,  lost  profits. 

Now's  the  time  to  set  up  a  Y2K  safety  net 
by  taking  the  following  steps. 


Plan  to  back  up  all  data,  including 
system  software,   w  Make  sure  your  backup 
system  is  Y2K-compliant  (or  it  may  faiD. 
O    Visit  HP's  Y2K-dedicated  Web  site  at 
www.hp.com/year2000,  where  you  can 
find  tools  that  may  help  you  assess  your 
Y2K  readiness,    w  To  buy,  upgrade  or 
replace  your  backup  solution,  turn  to  HP, 
a  leader  in  DAT,  DLT,  and  Travan  tape  backup 
solutions.  Call  toll-free  1-877-462-8947.* 
Or  go  to  www.bstore.hp.com. 

Y2K  is  inevitable.  Lost  data  is  not.  The  time 
to  back  up  is  now! 


In  Canada,  phone  1-800-387-3867. 
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Expanding  Possibilities 
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Its  not  just  high 
tech:  Old-line  outfits 
are  getting  lucky,  too 


are  discussing  a  follow-up  round. 
New  players  are  crowding  into  Web  fi- 
nance. After  managing  his  own  company's 
$2.5  million  private  stock  placement  in  No- 
vember, 1998,  ceo  Greg  Halpern  of  Circle  Group 
Internet  decided  to  expand  his  Web-site  develop- 
ment business  into  investment  banking.  The 
Mundelein  (111.)  firm  has  bought  a  broker-dealer 
and  built  a  list  of  accredited  investors  out  of  a 
database  of  324,000  online  investors.  Circle  Group 
now  has  nine  private  placements  in  the  works — all 
for  clients  of  its  main  Web-authoring  business. 

Not  all  Internet  finan- 
ciers are  newly  hatched. 
The  Capital  Network,  an 
Austin-based  nonprofit, 
has  raised  more  than  $50 
million  in  seed  funding 
for  2,500  companies 
since  1989,  through  a 
computerized  match-up  of  business  plans  with  in- 
vestors' interests,  tcn  still  pitches  its  20-plus 
prospects  each  month  to  investors  via  snail  mail — 
but  most  business  plans  are  now  submitted  to  the 
network's  Web  site,  and  tcn  is  moving  toward  In- 
ternet and  Webcast  presentations  for  investors. 

High-tech  firms  have  been  quickest  to  tap  die  In- 
ternet for  capital,  but  old-economy  businesses  are 
getting  a  chance,  too.  OffRoad  Capital  Corp.,  with  a 
network  of  investors  spanning  48  states,  plans  to  do 
private  offerings  for  operating  businesses  in  any  in- 
dustry. "Revenues  and  profits  still  matter  more  than 
having  a  'dot.com,'"  says  OffRoad  ceo  Stephen  Pel- 
letier.  Entrepreneurs  also  can  tap  the  Internet  even  if 
they  would  rather  work  with  traditional  bankers. 
Since  1995,  Direct  Stock  Market  has  provided  a  mar- 
ketplace for  115  direct  public  offerings,  either  self-reg- 
istered by  issuers  or  managed  by  small  broker-dealers. 
The  Santa  Monica  (Calif.) -based  company's  advantage, 
says  ceo  Clay  H.  Womack,  is  the  low  cost  of  E-mail- 
ing  prospectuses  and  putting  road  shows  online. 

With  so  many  investment  services  pitching  them- 
selves on  the  Web,  how  can  an  entrepreneur  guard 
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against  scams?  One  clear  giveaway  is  a  fbi 
profit  banker  who  demands  hefty  fees  u 
front  from  a  client.  "Legitimate  bankers  tak  w 

their  compensation  out  of  the  back  end,  fron 
the  proceeds  of  the  deal,"  says  Philip  A.  Feigin,  ex 
ecutive  director  of  the  North  American  Securitie 
Administrators  Assn.  That  should  go  double  for  ven 
ture  hinders,  since  dieir  life  blood  is  a  steady  flow  o 
business  plans  to  present  to  investors. 

Another  danger  sign:  services  that  demand  confi 
dential  technical  or  financial  details  without  signinj 
nondisclosure  agreements  or  stating  who  will  see  thi 
information.  Even  traditional  venture  capitalists  cai 
leak  business  plans  to  other  firms  they  are  involvec 
widi — and  with  a  Web-based  investor  network,  yoi 
can't  tell  who  will  end  up  reading  your  compa 
ny's  plans.  Besides,  investors  don't  need  such  det'ai 
for  preliminary  screens:  "If  you  can't  explain  wha 
you're  doing  without  getting  into  bits  and  bytes 
you  need  to  revisit  your  business  plan,"  says  tcn  As- 
sistant Director  Paul  L.  Myers. 

Investigate  any  potential  investor  or  banker  ]us 
as  thoroughly  as  you  would  an  investment  you're 
making.  When  Auren  Hoffman  was  seeking  funds  foi 
Bridgepath.com,  a  San  Francisco-based  firm  diat  help; 
headhunters  use  the  Internet  to  manage  their  busi 
nesses,  he  demanded  that  would-be  financiers  provid 
the  names  of  clients  diey  had  funded.  "Most  of  th 
just  never  called  me  back,"  says  Hoffman, 
Bridgepath.com's  president. 

Hoffman  gave  up  on  online  financiers  after  checking 
references  on  six  firms  in  1998.  Instead,  he  tapped  a 
traditional  angel  network  to  raise  $  1  million  plus.  But 
now  that  he  needs  a  second  round  of  capital,  he  fig 
ures  he  can  turn  the  financiers'  tools  back  o^them,  us- 
ing the  Internet  to  research  which  venture  firms — | 
and  even  which  partners — will  be  most  receptive  to  his 
pitch.  Even  without  an  Internet  banker,  the  Web  can 
speed  the  flow  of  capital  to  entrepreneurs  who  need  it. 
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frontier  has  a  free  searchable  database  of 
several  thousand  capital  sources.  Click  Online 
Extras  at  frontier.businessweek.com. 


Found  Money 

Where  are  the  search  engines  for  finance?  Here  are  some  of  the  leading  sites. 


TYPE  OF 

WEB  ADDRESS 

FINANCING 

VENTURE  CAPITAL  ONLINE 

Seed  and 

www.vcapital.com 

Venture 

GARAGE.COM 

Angel 

www.garage.com 

THE  CAPITAL  NETWORK 

Seed  and 

www.thecapitalnetwork.com 

first  stage 

OFFROAD  CAPITAL 

Late-stage  Venture 

www.offroadcapital.com 

DIRECT  STOCK  MARKET 

IPO  and 

www.dsm.com 

private  placement 

CIRCLE  GROUP  INTERNET 

Venture  to  IPO 

www.circlegroupinternet.com 

TARGET 
AMOUNTS 


DESCRIPTION 


$150,000  to 
$20  million 

$500,000  to  $3  million 

$250,000  to 
$1.5  million 

$1  million  to  $10  million 


$500,000  to 
$10  million 

$2  million  to 
$50  million 


Network  of  100  VC  firms  spanning  wide  range  of 
industries  and  funding  targets 

Selective  has  picked  only  25  of  4,600  business  plans 
submitted  during  company's  first  six  months 

Nonprofit  matching  service;  most  investors  and 
ventures  in  the  Southwest 

Wants  companies  in  any  industry  preparing  to  issue 
an  IPO  or  grooming  themselves  to  be  acquired 

Lists  IPOs  and  private  placements  sold  directly  by 
companies  or  by  small  brokers 

Plans  to  offer  investment  banking  for  clients  of  its 
main  business,  Web-site  development 
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you  don't  see  it  here, 
yes,  it's  an  sale  too. 
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At  Onsale.com  you'll  find  low  prices  on  not  just  one  or  two  things,  but  o 
everything  we  sell  —  everyday.  From  systems  to  software  to  peripherals, 
we've  always  got  the  brand  names  you  want  on  sale. 

Iff  it's  computers,  it's  Onsale. 

www.onsale.com 

AOL  Keyword:  Onsale 
©  Copyright  1999  Onsale,  Inc.  All  rights  reserved    Other  product  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners. 
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Credit-card  issuers 
have  slashed  interest 
rates  below  10%  and 
pumped  up  the  perks 


WANT  DISCOUNTS  on  stuff  you  buy 
for  your  small  company  with  a  credit 
card?  No  problem.  Want  to  earn  airline 
miles  for  every  dollar  you  charge?  Plenty  of 
cards  let  you  do  that.  Want  a  cheap  interest  rate? 
Well,  now,  there's  a  new  idea. 

The  last  time  business  week  looked  at  small-busi- 
ness credit  cards,  in  1997,  an  annual  rate  below 
16%  was  extraordinary.  But  this  year,  competition 
has  pushed  rates  into  single  digits,  and  the  range  of 
product  discounts  and  freebies  is  so  vast  that  some 
entrepreneurs  are  building  them  into  their  busi- 
ness plans. 

Just  ask  Robert  B.  McKinley,  president  of  Card- 
Web. com  Inc.  in  Frederick,  Md.  Last  year,  he  used 
an  American  Express  Corporate  Platinum  card  to 
charge  everything  from  temp  workers  to  online 
domain  names.  That  helped  him  rack  up  so  many 
points  with  airlines,  hotels,  and  other  services  that 
he  arranged  a  free  one-week  trip  to  Paris  for  two 
with  seats  in  business  class  and  stays  at  four-  and 
five-star  hotels.  Later,  he  went  to  London  for  $900, 
using  20,000  points  to  sit  in  business  class,  an  up- 
grade that  would  have  cost  him  $5,300.  (The  trip 
entided  him  to  15,000  new  points  since  he  charged 
the  fare  on  his  card.)  Still  not  tapped  out,  he  created 
an  employee  benefit  by  shipping  lobster-and-clam 
dinners  to  each  of  his  1 4  employees  as  a  Christmas 
gift,  and  he  sent  about  half  a  dozen  more  to  clients. 


"It's  kind  of  a  currency  unto  itself,' 
McKinley  says. 

If  he  seems  unusually  adept  at  this  game 
it's  no  wonder:  McKinley 's  company  is  one  o: 
the  leading  independent  monitors  of  credit-can 
offerings,  and  he  conducted  a  survey  of  small-busi- 
ness cards  last  month  at  business  week's  request.  It's 
a  booming  field.  Last  year,  there  were  9  million 
small-business  cards  outstanding,  up   15%  fro: 
1997,  carrying  lines  of  credit  worth  $36.8  billion 
up  25%  in  a  year,  according  to  The  Nilson  Report,  a  fi 
nancial  newsletter  in  Oxnard,  Calif,  psi  Global,  ; 
financial  consulting  firm,  estimates  that  49%  of  al 
small  companies  have  the  cards,  up  sharply  from 
37%  in  1998.  They're  embracing  cards  in  part  be 
cause  of  the  discounts,  and  also  because  cards  help 
them  track  and  manage  expenses.  New  or  weak 
companies  like  them  because  credit-card  loans  are 
their  big  source  of  capital.  Whatever  the  reason,  the 
cards  aren't  overly  hard  to  get:  A  Federal  Reserve  |p 
study  suggests  bankers  are  mass-mailing  applica-    ' 
tions  in  lieu  of  genuine  efforts  to  make  small-com 
pany  loans. 

The  result:  a  glut  of  cheap  plastic.  CardWeb's 
survey  located  about  100  cards  from  more  than  V 
70  issuers  and  found  three  offering  rates  below 
10%  (table,  page  26).  What's  more,  6  of  the  top  10 
low-rate  cards  charge  no  annual  fee.  That's  a  far  cry 
from  the  situation  in   1997,  when   15%  was  the 
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No  annual  fees,  low 
interest  rates,  lavish 
airline-mile  rewards, 
special  discounts... but 
read  the  fine  print 


going  rate  and  each  card  came  with  hefty 
fees.  Chevy  Chase/First  usa,  the  low-cost 
leader  at  9.9%,  even  throws  in  a  six-month 
teaser  rate  of  3.9%.  In  some  cases,  issuers  offer 
several  different  cards  depending  on  whether  your 
goal  is  low  interest  rates,  low  fees,  or  lots  of  re- 
wards. American  Ex- 
press Co.  alone  offers 
more  than  half  a 
dozen,  including  a 
version  mailed  out 
this  spring  offering 
cash  rebates  of  up  to 
2%  on  all  purchases 
and  a  clone  of  the 
Optima  that  gives 
free  miles  on  Delta 
Air  Lines.  Citibank  re- 
sponded last  month  with  a  card  tied  to  American 
Airlines.  What's  more,  the  number  of  business-to- 
business  services  that  accept  credit-card  payments 
has  expanded  to  include  thousands  of  outsourcers 
and  wholesalers,  and  that  helps  rack  up  extra  dis- 
counts and  airline  miles. 

So  what's  not  to  like?  Plenty.  ("There's  always  an 
asterisk,"  McKinley  notes  wryly.)  First  of  all,  you're 
not  getting  that  low  rate  unless  your  credit  is 
strong.  Otherwise,  expect  to  get  bumped  up  to  a 
more  punishing  rate  from  the  start.  In  most  cases, 
the  rate  is  tied  to  the  prime,  so  it  could  rise  if  the 
Federal  Reserve  keeps  putting  upward  pressure  on 
interest  rates.  (Indeed,  some  of  the  interest  rates 
quoted  here  may  have  already  moved  up  by  the 
time  you  read  this).  And  even  though  you  have  to 
hand  over  up  to  three  years  of  company  finan- 
cials,  nearly  every  issuer  still  wants  you  to  person- 
ally guarantee  payment.  If  your  company  goes  bust, 
or  an  employee  runs  amok,  they'll  come  after  you. 
What  about  all  those  discounts  on  things  like 
gasoline,  office  supplies,  and  hotels?  They're  po- 
tentially quite  lucrative,  so  long  as  you  would  or- 
dinarily buy  those  items  from  those  particular  ven- 
dors.   But    in   some    cases,    McKinley    says,    the 


Top  of  the  Deck 

A  sampling  of  rates  and  perks  offered  by  small-business 
credit  cards.  All  offer  grace  periods  of  25  days. 


"discounts"  may  be  applied  to  prices  iB 
have  been  jacked  up  first.  The  best  de 
usually  come  on  cards  with  high  annual 
or  high  interest  rates — American  and  Del 
charge  a  punishing  prime  plus  9.99% — so  you 
come  out  behind  if  you  plan  on  carrying  a 
balance.  (If  you  do  pay  off  your  bills  each  monJ 
consider  trading  up  to  charge  cards  like  AmEx  aJ 
Diner's  Club.  Not  only  is  the  list  of  benefits  broa 
er,  but  you  also  get  more  flexibility.  Diner's  Cli 
for  instance,  gives  bonus  points  that  can  be 
with  a  wide  variety  of  airlines.) 

And  this  "free"  stuff  isn't  likely  to  stay  tl 
way  for  long.  Don't  be  surprised  if  your  o\ 
customers  start  pressuring  you  to  let  them  pJ 
with  credit  cards,  which  would  cost  you  a  1% 
2%  transaction  fee.  The  cost  may  be  worth 
says  David  Robertson,  president  of  The  Nikon  1 
who  says  the  cards  are  becoming  a  genuine  ma 
agement  tool.  For  starters,  they're  displacing  lettel 
of  credit  in  small-business  transactions.  The  appel 
is  the  instant  gratification:  You  don't  have  to  wol 
ry  about  collection  costs  or  late  payments.  "ThJ 
money  is  going  to  be  in  your  account  tonigl 
before  you  even  ship  the  merchandise,"  he  sayj 
Card  users  also  get  management  help  in  the  forr 
of  periodic  statements  that  help  break  down  es 
penditures  by  category.  Nilson  expects  you'll 
be  able  to  download  them  into  accounting  pre 
grams  such  as  QuickBooks  to  help  you  anal 
and  control  your  spending.  An  unqualified  bless 
ing?  Hardly.  But  plastic  doesn't  seem  quite  as  fliml 
sy  anymore.  —RICK  GREEf 

For  more  credit  cards  and  features,  and  to 
keep  track  of  rate  changes,  click  Online 
Extras  at  frontier.businessweek.com 
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ISSUER 


TYPE 


APR* 


FEE* 


PHONE 


PERKS 


CHEVY  CHASE/FIRST  USA 

V/MC 

9.90% 

$0 

800  937-5000 

CORPORATE  OPTIMA  PLATINUM 

A 

9.99% 

$0 

800  782-2377 

FIRST  USA  PLATINUM 

V 

9.99% 

$0 

800  346-5538 

BANK  ONE 

V/MC 

10.65% 

$0 

800  820-8062 

GE  CAPITAL 

V/MC 

15.50% 

$45 

800  554-0581 

3.9%  for  first  six  months.  Discounts  on  car 
rental,  hotels. 

Discounts  of  10%  to  25%  with  IBM,  FedEx, 
Hertz,  Hilton.  Credit  line  up  to  $50,000. 

Extended  warranty  protection  on  purchases; 
travel  accident  insurance 

Discounts  from  Office  Depot,  Avis, 
AlphaGraphics;  extended  warranties. 

Discounts  from  Avis,  Exxon,  Budget,  Dollar, 
Hyatt,  Radisson,  Standard  Register,  overnight 
delivery  services. 


'  AS  OF  7/1/99.  HIGHER  RATES  MAY  APPLY  FOR  POOR  CREDIT  RECORDS.  **  ANNUAL,  PER  CARD.  V=VISA.  M=MASTERCARD  A=AMEX.  DATA:  BW.CARDWEB.COM 
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'Thanks  to  PandesiVs 


e-business 

Solution,  we're 
able  to  process  all 

the  orders 


pouring  m 


— Michael  Dubelko 
Founder  and  CEO  of  DVD  EXPRESS 


At{  iwm«  and  trademarks  are  the  property  of  their  respective  owner; 


hael  Dubelko  believed  in  the  future  of  DVDs.  And  he  believed 
:he  potential  of  the  Web.  With  the  two  together,  he  created  DVD 
'RESS,  a  hugely  successful  Web  business  that  has  grown  ten-fold 
the  last  year,  selling  more  than  two  million  DVDs. 

The  secret  to  his  success?  Pandesic's  e-business  solution. 
idesic  offers  everything  DVD  EXPRESS  needs  to  support  continuous 
wth:  proven  e-business  processes,  best-of-class  hardware  and 
tware,  and  around-the-clock  service  and  support.  Because 
idesic's  solution  scales  so  easily,  it  allows  DVD  EXPRESS  to  serve 
many  customers  as  they  can  possibly  attract. 

Thanks  to  Pandesic,  DVD  EXPRESS  has  automated  their  site's 
:ire  order  cycle  from  order  taking,  to  shipping,  to  billing  and 


warehousing.  This  frees  up  Michael  and  his  staff  to  do  what  they 
do  best — provide  customers  with  a  huge  selection  of  DVDs  at  great 
prices  with  unbeatable  customer  service. 

Let  Pandesic  help  you  take  control  of  your  Web  business. 
Visit  our  Web  site  or  call  1-888-349-3249,  ext.  500  to  receive  a 
Pandesic  E-commerce  Success  Kit. 


8> 

pandesic™ 


Pandesic.  How  a  business  does  e-business. 
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Public 


The  Dunkley 
didanlPOfo! 
one  company! 
but  held  tightlF 
to  the  othei 


THE  OFFICES  of  William  M.  and 
Susan  K.  Dunkley  are  where  you 
would  expect  them  to  be.  He's 
chairman  and  ceo,  she's  president, 
and  they  sit  in  the  corner  of  an  L- 
shaped,  single-story  building  in 
Plymouth,  Minn.,  near  Minneapo- 
lis. But  these  corner  offices  are  about 
more  than  status.  The  corner  literal- 
ly divides  the  Dunkleys'  business  life 
in  two.  To  the  right  is  the  head- 
quarters of  New  Horizon  Kids  Quest 
Inc.,  a  publicly  held  company  that 
operates  children's  entertainment  centers.  On  the  left 
is  the  home  office  of  New  Horizon  Enterprises,  a 
privately  owned  chain  of  day-care  centers. 

Life  wasn't  always  so  disjointed  for  this  couple, 
who  hold  the  same  tides  in  both  companies.  For  28 
years,  they  built  the  private  New  Horizon  Enter- 
prises into  a  successful,  Minnesota-wide  operation  in 
the  low-margin  business  of  full-time  day  care. 
Then,  in  1995,  they  split  off  the  entertainment 
component  in  an  initial  public  offering. 

Few  small-business  owners  straddle  the  public 
and  private  realms,  but  the  Dunkleys  wanted  to 
experience  the  benefits  and  burdens  of  public  own- 
ership before  giving  up  control  of  New  Horizon  En- 
terprises, too.  That  ambivalence  had 
a  price.  The  public  company  was     by  Hilary 


too  small  to  issue  the  shares  neede 
for  an  active  market  in  its  stock,  an 
the  Dunkleys  are  disappointed  in  its1 
performance.  While  the  current  ma 
nia  for  new  issues  makes  it  seem 
otherwise,  an  ipo  is  not  always  like  a 
winning  lottery  ticket.  But  the  stock 
proceeds  did  help  them  expand  their 
business  and  take  risks  they  would 
otherwise  have  avoided.  So  was  it 
a  mistake?  You  decide. 

The  private  New  Horizon  had  its 
roots  in  a  church  basement  where 
Susan  Dunkley — a  former  elementary  school 
teacher — started  a  nursery  school  in  1971  while 
her  husband  was  in  law  school.  As  William,  who 
also  has  a  business  degree,  started  his  practice,  the 
couple  launched  a  chain  of  day-care  centers.  By 
the  early  1990s  they  were  pulling  in  some  $35 
million  in  revenues. 

That's  when  Lyle  Berman,  then  ceo  of  Grand  Casi- 
nos Inc.  in  Minnetonka,  Minn.,  approached  the 
Dunkleys  seeking  a  quality  child-care  provider  will- 
ing to  open  pay-by-the-hour  entertainment  centers 
for  gamblers'  kids.  The  Dunkleys  were  reluctant  un- 
til they  learned  that  gamblers  sometimes  left  children 
in  cars  or  hotel  rooms  so  they  could  hit  the  tables. 
^^  Says  Susan:   "People  are  going  to 

RoSBnDBrrj     gamble,  [so]  if  we  can  make  an  en- 
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When  walking  down  the  street 

talking  to  yourself,  there's  a  fine  line 

between  being  important  and  being  crazy 
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Digital.  Portable.  PC  Compatible. 

rheSony  icn  R100PC  Voice  l  lie   digital  recorder,  the  pockel  sized  personal  assistant,  Willi  PC  link  you  caoi  rmnsfei  you  recording* 

Id  you  computer,'  '.end  audible  e  mail,  a  send  out  you  recordings  to  be  transcribed  H;s  digrtali  it's  lapetess,  and  snuiiior  than  yon  Hunk."  It  makes  sun? 

your  knportanl  Ideas  gel  organized  and  helps  you  mainl you  sanity  F«  adeata ,n  you,  rail  I  mm  967  7668  01  vtei»  www..sonycoiu/H.i.<(»d.M 

The  Sony  Voice  File"  Digital  Recorder.  It's  all  you  need  to  remember." 
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vironment  where  the  kids  are 'separated  from 
the  gaming  and  safe  and  having  fun,  we 
could  do  a  service." 

Also,  the  Dunkleys  saw  a  business  opportu- 
nity, since  many  casinos  were  turning  into  "family 
resorts."  With  most  of  the  financing  provided  by 
Grand  Casinos,  they  designed  a  center  that  featured 
a  climbing  structure,  Lego  blocks,  and  other  activ- 
ities. The  first  Kids  Quest  opened  at  the  Grand 
Casino  in  Hinckley,  Minn.,  in  1992.  Within  two 
years,  New  Horizon  Enterprises,  in  partnership  with 
Grand  Casinos,  opened  six  more  centers. 

With  die  Kids  Quest  centers  diriving,  die  Dunkleys 
began  thinking  about  taking  their  business  public. 
Some  major  brokerage  firms,  including  Lehman 
Brothers  Inc.,  were  excited  about  the  idea.  But  the 
Dunkleys  were  nervous  about  putting  everything 
they  had  worked  for  into  a  public  company  subject 
to  a  raft  of  new  costs  and  regulations.  "We  had 


,so; 


heard  horror  stories  about  being  public,"  Si 
san  says.  So,  having  heard  investment  banke 
call  the  Kids  Quest  operation  "the  sizzle"  c 
the  deal,  the  Dunkleys  thought:  Why  not  gi\ 
investors  just  the  sizzle?  They  decided  to  spin  off  Kic 
Quest  and  use  public  financing  to  pay  for 
growdi — a  two-pronged  strategy  that  included  oper 
ing  traditional  day-care  centers  in  new  states. 

However,  going  public  with  the  small  operatio 
meant  there  were  fewer  shares  to  sell,  and,  becaus 
the  Dunkleys  and  Berman  wanted  to  keep  contro 
there  would  be  a  small  "float" — that  is,  shares  avail 
able  to  die  public.  The  Dunkleys  own  25%  of  out 
standing  shares  and  die  company  Berman  runs,  Lake 
Gaming,  a  spin-off  of  Grand  Casinos,  owns  26.6°/< 
The  ipo  involved  1  million  shares  at  $5  per  share 
compared  with  an  offering  of  $30  million  if  th 
private  company  had  been  included.  Too  small  fo 
big  brokerages,  the  ipo  was  handled  by  Equity  Secu 
rities  Trading  Co.,  a  Minneapolis  boutique  specializ 
ing  in  small,  or  "micro-cap,"  issues. 

Things  started  out  well.  Issued  in  November 
1995,  the  stock  hit  $12  within  six  months,  thei 
setded  at  $7  to  $8.  The  company  plowed  the  pro 
ceeds  into  new  centers;  today  there  are  19  Kid: 
Quest  facilities,  ipo  funds  also  helped  die  public  com 
pany  acquire  and  develop  traditional  day-care  busi 
nesses  in  Boise,  Idaho,  where  it  now  operates  14  cen- 
ters. Last  year,  the  company  chalked  up  $15.6  millior 
in  revenues  and  netted  $21,508.  The  private  compa 
ny  has  grown  more  slowly,  adding  five  centers  since 
1995  for  a  total  of  49.  (Annual  revenues  top  $35 
million.  It's  profitable,  but  the  Dunkleys  won't  dis 
close  earnings.)  > 

The  public  company's  growth  is  due,  in  part,  to 
its  ability  to  take  risks  the  private  one — and  its 
100%  owners — can't.  For  instance,  the  Idaho  day 
care  centers  have  been  unprofitable  far  longer  than 
expected.  "We  have  lost  $2.5  million  in  Boise, 
says  Troy  Dunkley,  executive  vice-president  and  the 
founders'  son.  "We  wouldn't  have  had  that  to  lose 
in  the  private  company.  We  would  have  been  out  of 
business."  But  the  downside  of  public  ownership 
has  been  just  as  evident.  Being  public  is  costly — 
from  the  $750,000  ipo  to  the  $250,000  annually 
for  documents,  auditing,  and  accounting.  That 
would  be  all  right  if  the  stock  did  well.  But  since 
the  second  quarter  of  1998,  the  stock  has  been 
trading  on  the  nasdaq  SmallCap  Market  below  $3  a 
share.  Few  people  are  surprised.  The  market  wants 
to  see  regular  earnings  increases,  and  Kids  Quest  has 
been  growing  unevenly. 

Another  problem:  The  float  is  too  small  for  in- 
stitutional investors  such  as  pension  and  mutual 
funds,  so  Kids  Quest  can't  benefit  from  the  stabi- 
lizing effect  they  have.  Yet,  with  its  stock  in  the 
doldrums,  Kids  Quest  can't  do  a  secondary  offering 
to  replace  the  exhausted  ipo  proceeds.  Instead,  the 
company  has  borrowed  more  and  leased  more 
equipment  than  it  otherwise  would  have — supple- 
menting fairly  strong  cash  flow.  Also,  die  company's 
stock  options,  given  to  employees  as  incentives, 
are  pretty  much  worthless  at  exercise  prices  of  $4 
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If  you  can't  lighten  your  schedule,  lighten  your  load. 

The  amazing  Fujitsu  LifeBook  B  Series.  It's  a  2.65'  pound  mini-notebook  that  thinks  it's  a 
full-sized  notebook.  It  fits  in  tight  spaces.  And  at  $I5992,  it  even  fits  into  your  budget.  It's  about 
time.   Now  you  can  focus  on  more  important  things,  like  your  business.  Which  is  no  small  feat. 
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Fu|mu  and  the  Fuimu  logo  are  registered  trademarks  and  UfeBook  a  a  trademark  of  Fuiiou  Lmited  Intel,  the  Intel  Inside  Logo  and  renoum  ire  registered  trademarks  and  MMX  and 
Cekron  ml  trademarks  of  Intel  Corporation  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  AJI  other  tradenwVs  mentioned  hcnwi  are  the  property  of  their 
respective  owners   ©1999  Fu|rau  PC  Corporation  All  rights  reserved     'Weight  is  approximate  and  may  vary  Subject  to  charge    I  Sarong  estmated  street  price  on  UfeBook  B  Serves 
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and  higher.  "We've  created  a  business  no- 
body   else    has    and    expanded    it,"    says 
William  Dunkley,  50.  In  the  public  markets, 
"it  doesn't  seem  like  there's  justice." 

While  the  Dunkleys  expand  the  business  for  the 
long  term,  they  feel  the  market's  pressures.  But  on 
the  private  side,  they  enjoy  freedom  from  short- 
term  concerns.  "The  private  company  still  has  its 
privacy  and  can  do  what  it  wants  to  do,"  says  Kevin 
Greer,  who  recendy  left  as  CFO  of  both  companies. 

Despite  disappointments,  the  Dunkleys  did  benefit 

Going  Public 

For  many  companies,  an  IPO  is  a  mixed  blessing. 


Pros: 


Cons: 


Public  equity  financing  is  cheap. 
'  Stock  can  be  used  to  acquire  other 
companies. 

Stock  options  can  be  used  for 
low-cost,  high-incentive  compensation. 
Public  ownership  gives  your  company 
and  its  products  increased  exposure. 


Shareholders  watch  your  every  move  and 
want  quarterly  earnings  increases. 
Document,  auditing,  accounting, 
investor  relations,  and  other  costs  add  up. 
The  law  requires  disclosure  of  information 
that  could  be  personal  or  competitive. 
The  stock  could  perform  poorly  for 
reasons  beyond  your  control. 


from  this  public-private  hybrid.  Although 
each  spend  half  their  80-hour  weeks  at  Ne 
Horizon  Kids  Quest,  they  spare  the  compa 
the  expense  of  their  salaries,  getting  paid  by  tl 
private  company.  The  public  company  uses  the  priv/ 
one's  resources  on  an  as-needed  basis  (keeping  tral 
for  accounting  purposes),  and  they  combine  thq 
buying  power.  The  Dunkleys  wouldn't  mind  ta 
the  company  private  again  because  they  think  it  is 
dervalued,  but  they  can't  afford  it.  Their  long-ranj 
plan  is  to  merge  the  companies  and  do  a  seconda 
offering.  So  they  are  dete 
mined  to  make  the  compa 
and  the  stock,  a  success. 

Meantime,  the  new  cf<| 
Patrick  R.  Cruzen,  says; 
will  try  to  stir  interel 
among  analysts  and  broker 
And  some  shareholders  st| 
believe.  Pete  Monson, 
investment  exec  at  GlobJ 
Financial  Group  in  Mir 
neapolis,  still  buys  shares  bd 
cause  it's  a  "good  valuJ 
They  could  be  a  takeova 
target  down  the  road."  ThJ 
might  make  it  a| 
worthwhile. 


GTE  E-Commerce  Solutions 


From  barnyards  to  four  stars, 
we've  got  all  you  need  to  sell  online. 


Whatever  your  business,  now  you  can  take  advantage  of  the 
explosive  opportunities  of  the  Internet  with  proven  GTE  technology 
and  service.  GTE  offers  a  range  of  e-commerce  packages  with 
everything  you  need  to  create,  manage,  secure  and  promote  an 
online  store.  Plus,  GTE  has  a  full  range  of  business  hosting  tools 
to  get  you  online  without  the  burden  of  buying  your  own  Web 
server.  Your  business  will  receive  an  exclusive  FREE  listing  in  the 
GTE  SuperPages®  online  yellow  pages,  industry-leading  tech 
support  and,  of  course,  time-tested  GTE  reliability.  To  get  your 
online  sales  started  in  time  for  this  year's  busiest  shopping 
season,  visit  us  at  www.gte.net/store.  GTE  has  the  solutions  to 
help  you  do  better  business  online  today. 


Internet 


www.gte.net/store 

1.877.483.6695 


Some  restrictions  apply.  See  the  GTE  Business  Hosting  Web  site  at  wwwgte.net/store  la  details  ©1999  GTE  Intelligent  Network  Services  Incorporated  All  nghts  reserved 


NO    MATTER    HOW    GOOD    YOUR    COMPANY'S    SMALL-BUSINESS 
RETIREMENT    PLAN,    THERE'S    ALWAYS    ROOM... 


OR    IMPROVEMENT. 
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INTRODUCING  T.  ROWE  PRICE  FUND  REACH.5" 
<ow,  you  can  increase  the  investment  options  of  your  existing  401  (k), 
•rofit-sharing,  or  other  retirement  plan  with  over  50  mutual  funds  — all 
00%  no  load.*  With  Fund  Reach,  T.  Rowe  Price  mutual  funds  can  be 
ncorporated  into  your  existing  plan  quickly  and  easily— and  there  are  no 
etup  lees,  minimum  contribution  limits,  or  balance  requirements. 

\m\  because  our  mutual  funds  cover  a  broad  range  of  asset  classes,  you 
an  select  investments  that  complement  your  current  plan. 

lORE   THAN    50,000    BUSINESS    RETIREMENT   PLANS   HAVE    PUT 

heir  trust  in  t.  rowe  price,  see  why.  Since  1937,  T.  Rowe  Price 
las  been  helping  companies  and  individuals  meet  their  financial  goals, 
■or  more  information  on  how  Fund  Reach  can  enhance  your  company's 
ehrement  plan,  call  for  your  free  kit  today. 


1-800-831-1421 


Invest  With  Confidence® 

T.RoweRice 


Check  your  company's  plan  document  to  determine  whether  your  plan  is  eligible. 

01  more  information,  including  fees  and  expenses,  request  a  prospectus.  Read  it  carefully  before  investing. 
Rowe  Price  Investment  Services,  Inc.,  Distributor. 
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Can  you  make  a  business  out  of  Amish  recipes?  You  bet  your  shoof  ly  pie 


Kevin  L.  Williams  stepped  into  his  entrepreneurial  life  sev- 
en years  ago  in  the  gravel  driveway  of  Elizabeth  Coblentz, 
a  61 -year-old  member  of  the  Old  Order  Amish  in  Northern 
Indiana.  Inspired  by  a  high  school  research  paper  and 
sheer  "entrepreneurial  hubris,"  Williams,  then  19,  was 
knocking  on  strangers'  doors  in  Amish  communities 
throughout  the  Midwest,  searching  for  someone  to  write  an 
Amish  cooking  column  he  planned  to  syndicate.  It  was 
sheer  luck  that  he  found  Coblentz  on  her  100-acre  spread 
near  Fort  Wayne,  Ind.  Despite  an  eighth-grade  education, 
she  had  nonetheless  written  community  news  for  an  Amish 
paper  since  1952  and  was  a  master  of  Amish  recipes. 

It  took  some  cajoling  before  Coblentz  signed  on  to  write 
"The  Amish  Cook,"  penning  her  columns  by  candlelight. 
(Her  beliefs  don't  allow  her  to  be  photographed.)  But  for 
Williams  and  his  Oasis  Newsfeatures,  the  work  was  just 
beginning.  From  Middletown,  Ohio,  he  had  to  sell  jaded 
newspaper   editors   on   a   column   that   seems   to   be 
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ripped  from  the  pages  of  a  19th  century  church  bulletin. 

Williams  dropped  out  of  college  and  struggled  for  years, 
but  he  slowly  signed  up  small-town  papers— mainly  in  the 
Midwest.  Readers  adored  Coblentz'  intimate  dispatches  from 
a  farm  life  that  has  all  but  vanished.  "What  made  it  unique 
is  that  it  wasn't  just  a  recipe  column.  Every  week,  you  got  a 
peek  into  Amish  life  and  values,"  says  Mike  Hitfrink,  an  ed- 
itor at  the  Quincy  (III.)  Herald-Whig.  Now  "The  Amish  Cook" 
runs  in  92  cities,  including  big  dailies  in  and  around  Chicago, 
Indianapolis,  Cincinnati,  and  Fort  Wayne.  While  socking  away 
55%  of  the  syndication  fees,  Williams  has  licensed  a  line  of 
Amish  Cook  pies  and  signed  a  deal  with  grocery  giant  Kroger 
Co.  for  delicacies  based  on  Coblentz'  recipes. 

Revenues  will  hit  at  least  $100,000  next  year,  Williams 
says,  and  Kroger  is  eyeing  a  distribution  plan  that  could 
prove  lucrative.  "This  is  something  I've  built  since  I  was  a 
baby."  says  Williams,  "and  it's  just  now  getting  fun." 

-DENNIS  BERMAN 
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Incorporation  can  point  your  company  in  the  right  direction  for  staying  power,  legally  outlasting  sole 
proprietors  and  partnerships.  It  may  also  provide  substantial  tax  advantages,  maximum  protection  of 
your  personal  assets  and  the  option  to  attract  investors.  Best  of  all,  incorporating  can  be  simple  and 
I  affordable.  Let  The  Company  Corporation  show  you  the  way. 


On-Lino 
Reference  Tools 


Thousands  of 
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Call  us  at  1-800-465-1579  and  our  Incorporation  Specialists  will  help  you  with  your  incorporation 
over  the  phone,  in  just  minutes.  Or,  you  may  visit  us  on-line  at  www.corporate.com/path  to  initiate  an 
incorporation  at  any  time,  24  hours  a  day,  seven  days  a  week.  While  you  are  at  our  site,  learn  about  the 
other  advantages  of  incorporation  such  as  the  many  tax-deductible  benefits  that  may  be  available  to  you. 
If  you  need  more  information,  click  on  Starting  Your  Business  to  find  answers  to  your  "frequently  asked 
questions"  about  incorporating.  Think  long-term  survival.  Incorporate  with  us  today. 


A 

I 


The  Company  Corporation 


The  Compaay 


Creating  Successful  Businesses  Since  1899 

Corporation  it  an  incorporation  wrvice  company  and  doei  not  offer  legal  or  financial  advice. 


9  Trie  Compaajf  Corporation  1999 


small  business  association  dues:  $450  (450  miles) 


payroll  &  accounting  software:  $760  (760  miles) 


office  supplies:  $150  (150  miles) 

remembering  who  you  work  for: 


priceles 


* 


m 


F 
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ADICINE 


IABETES:  IS  A  CURE 
N  THE  HORIZON? 

it  cell  transplants  look  promising,  but  huge  obstacles  remain 


; 


fc  ix  rhesus  monkeys  playing  with 
their  toys  at  the  University  of 
Miami  are  the  great  hairy  hopes 
of  diabetes.  In  a  major  advance 
Imnced  in  June,  the  monkeys  were 
|ntially  cured  of  the  disease  after 
iving  transplants  of  islet  cells,  the 
Hin-producing  components  of  the  pan- 
!.s.  The  key  was  an  experimental 
rejection  drug  called  anti-CDi54.  This 
mgineered  antibody,  made  by  Bio- 
|Inc.  of  Cambridge,  Mass.,  is  far  less 
,c  than  immunosuppressants  taken 
other  types  of  organ  transplants.  A 
•  after  the  transplant,  the  monkeys 
longer  needed  insulin  injections  or 
antirejection  drug. 
;  is  still  a  very  long  way  from  mon- 
5  to  people,  of  course,  and  a  small 
lan  safety  trial  of  the  drug  is  only 
starting.  Still,  says  Dr.  Norma  M. 
yon,  associate  director  of  research  at 
University  of  Miami's  Diabetes  Re- 
•ch  Institute,  "if  it  works  as  it  has  in 
ikeys,  within  two  to  three  vears, 


HE  CHALLENGE  OF 
HIRING  DIABETES 


iUPPLY  About  1  million  islet  cells, 
xated  in  island-like  clusters  in  the 
■ancreas,  are  needed.  But  human 
onors  are  scarce,  so  researchers  are 
rymg  to  obtain  the  cells  from  other 
pecies,  primarily  pigs. 


islet  transplantation  could  be  widely  ap- 
plicable in  humans."  She  is  the  lead  au- 
thor of  the  monkey  study,  just  published 
in  the  Proceedings  of  the  National 
Academy  of  Science. 

The  Miami  monkeys  are  only  a  small 
part  of  a  massive  effort  to  come  up  with 
the  ultimate  cure  for  the  850,000  people 
in  the  U.  S.  diagnosed  with  insulin-de- 
pendent Type  I  diabetes,  the  most  se- 
vere type.  Their  islet  cells  have  been 
destroyed  by  their  own  immune  sys- 
tem— without  daily  injections  of  insulin, 
the  hormone  that  metabolizes  sugar, 
they  would  die. 

Now,  these  patients  have  their  own 
Manhattan  Project:  Thirty-two  world- 
class  scientists  from  universities,  hos- 
pitals, and  private  companies  across  the 
U.S.  have  formed  the  Center  for  Islet 
Cell  Transplantation.  Based  in  Boston, 
the  center  was  founded  last  September 
with  a  $20  million  grant  from  the  Juve- 
nile Diabetes  Foundation  to  perfect  the 
one  sure  cure  for  diabetes. 


From  Massachusetts  to  Minnesota,  the 
center's  surgeons,  chemists,  engineers, 
and  biologists  are  pooling  their  knowl- 
edge on  a  broad  range  of  technologies.  "I 
think  there  is  reason  to  be  enthusiastic." 
says  Dr.  Hugh  Auchincloss  Jr.,  director  of 
the  Islet  Center  and  professor  of  surgery 
at  Harvard  Medical  School.  "It's  a  much, 
much  more  complicated  problem  than 
people  thought  20  years  ago.  But  now 
there  are  new  technologies  that  offer  ex- 
citing possibilities." 

SHORTER  LIFE.  The  incentives  to  find  a 
cure,  both  financial  and  humanitarian, 
are  enormous.  Nearly  16  million  Amer- 
icans suffer  from  diabetes,  a  disease 
that  can  shorten  life  expectancy  by  a 
third.  Medical  experts  estimate  that 
some  5%  to  10%  of  diabetics  have  Type 
I,  also  called  juvenile  diabetes  because  it 
usually  strikes  in  childhood.  Even  with 
daily  insulin  injections,  these  patients 
face  a  lifetirne  of  medical  risks,  including 
heart  disease,  kidney  failure,  blindness, 
nerve  damage,  and  circulation  so  poor 


Type  1  diabetes,  also  known  as  juvenile  diabetes,  occurs  when  the  body's 
immune  system  attacks  and  destroys  the  insulin-producing  islet  cells  in  the 
pancreas.  The  only  cure,  scientists  believe,  would  be  to  come  up  with  a  method 
of  transplanting  islet  cells.  But  to  do  so,  they  must  overcome  several  obstacles. 


IMMUNE  SUPPRESSION  When  cells 
are  transplanted,  the  immune  system 
must  be  kept  from  destroying  the 
new  islets.  Scientists  are  attempting 
to  protect  the  cells  in  a  porous  mem- 
brane, allowing  them  to  emit  insulin. 


PREVENTING  REJECTION  The  body 
must  also  be  kept  from  rejecting  the 
cells.  Current  immunosuppressant 
drugs  used  in  organ  transplants  are 
far  too  toxic  for  diabetics.  Safer 
drugs  must  be  developed. 
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We  make  the  things  that 
make  communications  work. 


the 
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(Ascend 
joins  Lucent 
and  networking 
reaches  a 
whole  new  level.) 

A  leader  in  building  data 
networks  for  service  providers 
(that's  Ascend  Communications) 
is  now  part  of  the  leader  in 
communications  networking 
(thafs  us).  What  that  means  is  that 
now  one  company  has  everything 
it  takes  to  take  networks  where 
they  need  to  go.  We  can  help  you 
provide  Internet,  voice,  data, 
video,  you  name  it,  all  together, 
with  access  anytime,  anywhere. 
We're  making  it  so  new  networks 
have  the  same  features  and 
services  as  the  voice  network, 
with  all  the  same  reliability. 
And  we  can  do  it  all  for  you  today. 
(Because  isn't  that  when  you  need 
it?)  Take  the  next  step  in  moving 
your  network  forward. 
Give  us  a  call.  You'll  find  our 
capabilities  and  expertise  nothing 
short  of  top-flighf 
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Consultant  Hazel  Mack. 
One  of  10,000  Willis  people 
around  the  world  united  behind 
one  objective:  your  success. 


When  our  client  was  looking  to 
buy  another  company,  which 
had  itself  bought  a  number  of 
others,  Hazel  Mack  and  her 
Mergers  &  Acquisitions  colleagues 
were  asked  to  ensure  that  there  were 
no  skeletons  lurking  in  any  closets. 

When  Hazel  asked  about  the 
underinsured  oil  tanker,  the 
response  of  executives  at  both 
companies  was  unequivocal: 
"Oil  tanker?  What  oil  tanker?" 

If  your  ambitions  carry  you  into 
murky  waters,  it's  good  to  have 
an  ace  on  your  case. 


Willis 


The  Risk  Practice 


UK  Tel:      +44(0)20  7488  8111 
US  Tel:      +1615  872  3000 
Website:  www.willis.com 


Science  &  Technology 


:LY  ONSET:  Children  horn 

|  diabetes  face  u  lifetime 
mdical  risks 

.  legs  may  need  to  be  am 
Iked.  The  National  Institutes 

Hf nl t h  estimates  that  the 
I  spends  at  leasl  $100  billion 

•ar  mi  insulin  and  other  dia- 
■.-  treatments. 

transplanting  the  whole  pan- 
is  would  seem  to  be  the  ob- 
is solution,  but  the  proee- 
J  is  dangerous,  difficult,  and 
radical,  given  that  the  in- 
n-producing islets  make  up 
I  10%  of  the  organ's  mass. 

«ad,  surgeons  have  been 
ng  for  some  20  years  to  re- 
■  only  the  so-called  islets  of 
igerhans,  islands  of  cells 
Tin  the  pancreas.  But  of  the 
•e  than  800  such  transplants 
iate,  the  islets  worked  in 

than  35%  of  patients,  and  fewer 
i  10%  stopped  taking  insulin. 
Tie  problem  lies  in  the  nature  of  the 
tase  itself.  In  most  organ  transplants, 
■eons  swap  a  working  part  for  a 
ken  one.  But  in  diabetes,  the  body 
■lists  in  breaking  the  part  over  and 


over,  because  the  immune  system  at- 
tacks the  new  islet  cells  just  as  it  did 
the  old.  In  addition,  immunosuppressant 
drugs  such  as  cyclosporine  and  pred- 
nisone used  in  other  organ  transplants 
simply  won't  work  for  diabetics,  whose 
own  immune  systems  are  already  seri- 


mii  I ,  out  of  whack.  The  drugi 
cause  .ere  ride  el 

Including  life  threatening  infec 
and  cancer,  that  '  he  cure 
is  worse  'ban  the  disea 

That's  where  Biogen'e  anti- 
CD154,  used  in  the  Florida  man 
keys,  cornea  in.  It  is  the  mosl 
successful  drug  to  date  for  con- 
.  trolling  rejection  without  eom- 
^B  promising  the  immune  system. 
The  antibody  blocks  receptors 
on  white  blood  cells  called  T- 
cells,  which  kick-start  certain 
parts  of  the  immune  reaction. 
"It's  the  first  thing  I've  seen  in 
19  years  of  research  that  enables 
the  islets  to  take  up  residence 
for  a  long  time,"  says  Kenyon. 
T-CELL  BLOCK.  Some  researchei-s 
and  startups  are  trying  to  per- 
fect a  different  way  to  keep 
islets  alive,  by  wrapping  the 
cells  in  a  porous,  biodegradable 
membrane.  These  tiny  microcapsules 
would  allow  insulin  and  oxygen  to  pass 
back  and  forth  through  the  pores  to 
reach  the  islets,  but  block  the  larger  T- 
cells.  The  microcapsules  would  be  inject- 
ed into  a  vein  leading  to  the  liver. 
The  best  part  about  this  approach  is 
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Introducing  a  new  book... 

Whether  you're  a  business  leader  or 
investor,  this  groundbreaking  guide 
will  help  you  to  anticipate  sources  of 
profit  before  they  develop.  Through 
more  than  200  case  studies,  telling 
diagrams,  and  strategy  exercises, 
Profit  Patterns  provides  all  the  tools 
you  will  need  to  capture  tomorrow's 
profit  zones. 

...and  a  new  website 
ProfitPatterns.com — the  book's 
companion  website — is  the  online 
home  of  pattern  thinking. 


"Offers  a  powerful  framework  for  making  sense  out  of  a  complex  and  changing 
business  landscape.  I  hope  our  managers  read  it  and  our  competitors  don't. 

— John  W.  Madigan,  chairman,  president,  and  CEO,  Tribune  Company 


» 


"Crisply  argues  for  a  radically  new  approach  to  strategy.  Start-ups  and  established 
players  alike  can  harness  these  ideas  to  drive  competitively  superior  performance." 

— Alex  J.  Mandl,  chairman  and  CEO,  Teligent,  Inc. 

"Microsoft  uses  the  principles  found  in  Value  Migration,  The  Profit  Zone,  and,  now, 
Profit  Patterns  to  train  our  personnel  in  strategic  business  thinking." 

— Bob  Herbold,  executive  vice  president  and  COO,  Microsoft 
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Also  available: 

One  of  BusinessWeek's 
10  Best  Business  Books  of  1998 
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)  i  The  U.S.  spends  some  $100  billion  a  year  on  insulin 

and  other  treatments 


it  would  solve  the  enormous  prob- 
rf  supply.  With  only  6,000  to  7,000 
11  donors  a  year,  there  are  nowhere 
enough  human  islet  cells  available 
eet  demand.  Encapsulation,  though, 
/s  the  use  of  islets  from  pigs,  which 
ite  a  humanlike  insulin. 
ncapsulation  is  not  a  new  idea.  It 
first  tried  in  the  early  1980s,  but  re- 
I  to  date  have  been  disappointing. 
d  vessels  cannot  easily  penetrate 
membranes  to  bring  needed  nutri- 
to  the  cells,  and  the  pores  can 
kly  clog  up.  "I  think  it's  a  good  ap- 
ch,  but  the  progress  has  been  pret- 
o\v."  says  Robert  Langer,  a  chemical 
neering  professor  at  Massachusetts 
itute  of  Technology  who  pioneered 
Seld  of  tissue  engineering.  "It's  also 
ry  expensive  solution." 
ideed,  it  seems  that  the  biggest 
•lem  for  biotech  startups  working 
mcapsulation  is  lack  of  cash.  The 
ing  firms  in  the  field — Neocrin, 
»Rx,  BioHybrid  Technologies,  and 
elle — are  all  privately  held,  making 


it  harder  to  raise  capital— and  human 
trials  using  animal  tissue  are  very  cost- 
ly. So  far,  only  VivoRx  Inc.  of  Santa 
Monica,  Calif.,  has  entered  the  first 
stage  of  clinical  trials. 
"HORSE  RACE."  While  the  encapsulation 
companies  fiddle  with  pig  cells,  some 
researchers  are  rethinking  human 
sources.  Scientists  at  the  Joslin  Dia- 
betes Center  in  Boston  report  they  have 
been  able  to  engineer  pituitary  cells  to 
produce  insulin  at  sufficient  levels  to 
cure  diabetes  in  mice,  while  other  sci- 
entists have  had  similar  success  with 
liver  cells.  And  researchers  at  the  Cen- 
ter for  Islet  Cell  Transplantation  may 
have  discovered  the  precursor  cells  to 
islets,  in  the  epithelial  cells  lining  the 
pancreatic  ducts.  These  precursors  could 
theoretically  be  coaxed  into  growing 
into  new  islet  cells,  giving  the  body  its 
own  source  of  supply. 

But  this  approach  is  also  incredibly 
complicated.  Even  as  researchers  hone 
in  on  the  genes  that  are  encoded  to 
produce  insulin,  there  may  be  100  oth- 


■  r  that  regulate  production,  an  equal- 
ly important  function.  Still,  the  cell- 
manipulation  approach  is  beginning  to 
attract  as  much  interest  as  encapsula- 
tion "Two  years  ago,  I  was  convinced 
that  animal  islets  would  be  the  only 
real  potential  source  of  cells,"  says  Cen- 
ter director  Auchincloss.  "But  now  I 
think  it's  a  horse  race.  The  analysis  of 
genes  that  can  make  islets  grow  and 
differentiate  could  solve  this  problem 
long  before  animal  tissue  could  be  got- 
ten to  survive." 

The  horse  race  may  look  more  like  an 
ultra-marathon  to  diabetics  desperate 
for  a  cure.  No  one  knows  this  better 
than  Dr.  Kenyon,  overseer  of  those 
Florida  monkeys.  Her  seven-year-old 
daughter,  Laura,  was  diagnosed  with 
Type  I  diabetes  while  a  baby,  and  went 
into  a  life-threatening  coma  when  she 
was  14  months  old.  Although  Kenyon 
is  extremely  cautious  about  any  talk  of 
a  cure,  even  she  admits  to  being  "much 
more  optimistic"  than  ever  before. 

By  Catherine  Artist  in  New  York 
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Developments  to  Watch 


EDITED  BY  NEIL  GROSS 


STACKING  SILICON 
TO  MAKE 
SUPERFAST  CHIPS 

ON  THE  MIDWESTERN  PLAINS, 

a  new  kind  of  high-rise  me- 
tropolis is  being  built.  But 
you  have  to  look  closely  to 
see  the  silicon  skyscrapers 
being  developed  at  Purdue 
University  in  West  Lafayette, 
Ind. 

Modern  chips  already  have 
several  layers  of  circuitry,  or 
wires,  but  all  of  their  tran- 
sistors are  at  ground  level. 
Stacking  those  transistors 
vertically  has  long  been  a 
dream,  says  G.  Dan  Hutche- 
son,  president  of  San  Jose 
(Calif.)  consultant  vlsi  Re- 
search Inc.  Since  chips  keep 
getting  bigger,  "everyone 
knows  we're  going  to  run  out 
of  horizontal  space  at  some 
point,"  he  says. 

Transistor  towers  promise 
not  only  smaller  and  thus 
cheaper  chips  but  also  better 
performance,  says  Gerold  W. 
Neudeck,  the  electrical  engi- 
neer heading  the  research. 
That's  because  the  vertical 
connections  between  "floors" 
are  just  0.1  micron  long — a 
fraction  of  the  distance  be- 
tween transistors  spread  out 
horizontally  on  a  conventional 
chip's  ground  floor.  So  signals 
take  much  less  time  getting 
from  place  to  place. 

To  build  his  silicon  sky- 
scrapers, Neudeck  has  clev- 
erly tweaked  several  aspects 
of  chipmaking  technology, 
says  a  chip  expert  who  fol- 
lows Neudeck's  work.  One 
key:  creating  electrical  barri- 
ers so  that  each  new  silicon 
layer  grows  only  straight  up, 
not  over  the  surrounding  sil- 
icon-dioxide insulation.  As  a 
result,  Neudeck  says,  his 
process  can  eliminate  several 
steps  now  required  to  keep 
the  two  materials  separate. 

Many  wrinkles  must  be 
ironed  out  before  the  technol- 
ogy can  go  commercial,  but 
it  may  not  be  long  before  chip 
designers  become  high-rise 
architects.  Otis  Port 


THE  CLEANEST  CARS  OF  ALL  GET  CLOSER 

HYDROGEN-BURNING  CARS  WOULD  BE  THE  ULTIMATE  IN 

clean  vehicles,  with  tailpipes  that  emit  nothing  but  water. 
So  far,  though,  the  dream  cars  have  barely  gotten  rolling. 
One  of  the  biggest  roadblocks,  says  John  Stringer,  a 
manager  of  materials  research  at  the  Electric  Power 
Research  Institute,  is  that  liquid  hydrogen — unlike  gaso- 
line— must  be  stored  under  pressure  at  low  temperatures. 
Now,  physicist  Jianyi  Lin  and  a  team  at  the  National 
University  of  Singapore  are  enlisting  the  help  of  tiny 
graphite  cylinders,  just  a  few  dozen  atoms  in  diameter, 
known  as  carbon  nanotubes.  When  laced  with  lithium  and 
potassium,  each  tube  can  attract  and  hold  a  smprisingly 
large  number  of  hydrogen  atoms — at  normal  pressure. 
And  the  tubes  can  discharge  and  reabsorb  the  gas  many 
times  without  a  decrease  in  absorptive  power,  according 
to  Lin's  article  in  the  July  2  issue  of  Science.  While  chal- 
lenges remain,  "this  could  be  the  big  jump  we've  been 
waiting  for,"  says  Stringer.  Evelyn  L.  Wright 


A  PIGSTY 
THAT  DOESN'T 
STINK  LIKE  ONE 

THERE'S  SOMETHING  MISSING 

at  Keith  Barefoot's  8,000-head 
hog  farm  near  Raleigh,  N.  C: 
the  stench.  "Our  neighbors 
have  to  go  somewhere  else 
to  learn  what  a  hog  farm 
smells  like,"  he  says.  Why? 
Barefoot  is  one  of  a  handful 


of  farmers  who  have  installed 
an  innovative  animal-waste- 
control  system  from  Denver- 
based  Bion  Environmental 
Technologies  Inc.  Traditional- 
ly, pig  and  dairy  farmers 
have  pumped  manure  into 
sewage  lagoons  and  sprayed 
nutrient-laden  wastewater 
onto  fields  as  fertilizer.  But 
those  methods  not  only  smell 
awful,  they  have  polluted 
nearby  streams  and  rivers. 

The  Bion  system  tackles 
these  problems  by  first  flush- 
ing manure  from  bams  with 


water  infused  with  high  lev- 
els of  bacteria.  The  bacteria 
bind  with  the  smelly  com- 
pounds, shutting  off  the  odor, 
explains  Bion  co-founder  Jere 
Northrop.  The  microbes 
rapidly  begin  breaking  down 
the  waste  in  an  initial  pond, 
dubbed  a  bioreactor.  The 
waste  is  then  pumped  into 
another  pond,  which  fills  up 
with  solids  over  a  period  of  4 
to  12  months.  Those  solids 
create  an  odorless,  soil- 
like fertilizer. 

Finally,  excess  bac- 
teria-laden liquid  con- 
tinues on  to  a  third 
pond,  which  then  is 
used  to  flush  out  the 
barns  again,  completing 
the  cycle.  "I  have  been 
amazed,"  says  Evan 
Jones,  emeritus  profes- 
sor of  animal  science  and  bio- 
chemistry at  North  Carolina 
State  University  in  Raleigh, 
who  has  looked  at  the  sys- 
tem. "It  is  an  awfully  good 
solution." 

Scientists  and  engineers 
are  tackling  the  problem  from 
the  other  end  as  well.  Pio- 
neer Hi-Bred  International  is 
developing  feed  corn  that 
would  produce  less  polluting 
manure.  And  biologists  are 
working  on  genetically  engi- 
neered pigs  that  would  do 
the  same.  John  Carey 
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WARNING  UTILITIES 
WHEN  SUN  STORMS 
TURN  THREATENINI 

AN  11-YEAR  CYCLE  OF  SO 

activity  has  begun,  heral 
disruptive  geomagnetic 
turbances  on  earth.  In 
cycles,  storms  on  the  s 
surface  have  wreaked  hi 
with  communications  sa 
lites  and  power  grids, 
help  is  at  hand,  thanks 
team   effort  by   Metat 
Applied  Power  Solution 
Duluth,  Minn.,  and  the  El 
trie  Power  Research  In 
tute.   Using  nasa  satel  ''' 
data  provided  by  the  Nati  |'ai 
al  Oceanic  &   Atmospta 
Administration,   Metat<L't!)' 
and  epri  can  alert  utilit  JmP 
when   the   first   waves     lj 
charged  particles  reach  ea  "? " 
after  being  hurled  into  sp; :' ' 
by  solar  phenomena  kno  'r 
as  "coronal  mass  ejection   Jl1 
Metatech's     system     \ Ul 
sound  alarms  before  the  so  ™ 
particles    begin    to    disn  * 
earth's  magnetic  field,  thus  !t  K I 
ducing  swirling  electrical  c  *' 
rents  that  can  knock  out    iDla 
gional    power    grids.    Si  ll  l 
events  aren't  trivial.  A  g  *!;'' 
magnetic    storm    in    Mar  !: 
1989,  brought  down  Hyd  f$ 
Quebec's  power-transmiss:  'P™ 
system,  leaving  6  million  p  lU' 
pie  without  electricity  for  n  " 
hours.  The  new  alerts  v  '"a 
give  utilities  up  to  45  minut  * 
warning — enough  time  to    fej;; 
gin  stockpiling  energy  a  >'r 
switch  off  the  most  sensit:  * 
equipment. 
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NET  GAIN 
I0R  GATEWAY? 


;  plan:  Become  newbies'  first  choice  for  PC  financing,  training,  and  Internet  service 
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per  since  he  founded  Gateway  in  an 
Iowa   farmhouse    14   years   ago, 
Chairman  and  ceo  Theodore  W. 
IWaitt  has  fought  a  relentless  battle 
ist  plummeting  PC  prices  and  big- 
competitors  like -IBM,  Dell,  and  Com- 
'But  those  challenges  may  wind  up 
rig  like  mere  ftstfights.  As  the  In- 
fet  explodes,  Waitt  is  facing  even 
r  foes:  Internet  service  providers 
|  from  pesky  startups  to  America 
ie,  whose  steroidal  stock  valuations 
them  to  offer  pes  free  in  exchange 
astomers.  "The  valuations  that  Wall 
st  is  putting  on  Net  companies  lets 
develop  a  business  model  that's  not 
t  making  money  but  that's  about 
th,"  complains  Waitt. 
ie  ponytailed,  36-year-old  Waitt's 
offset  falling  profits  on  PCs  by  re- 
ng  San  Diego-based  Gateway  Inc. 
if  i  powerhouse  Internet-services  com- 
that  happens  to  sell  computers  as 
If  he  succeeds,  within  two  or  three 
i,  Waitt's  $9  billion  Gateway  will  de- 
much  as  :!()',   of  its  revenue, 
.early  half  of  its  profits,  from  a 
jronged  services  strategy.  One 
"■     'insulting  and  training  of- 
through  a  chain  of  brick-and- 
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mortal-  stores;  the  other  will  be  E-com- 
merce  services  through  Gateway's  own 
ISP.  It's  a  play  that  may  determine  if  PC 
makers  or  isps  rule  in  a  world  that  cares 
more  about  the  Net  than  about  chip 
speeds  and  gigabyte  storage. 

At  the  core  of  Waitt's  strategy  is  a 
simple  idea:  grab  customers  early  on  and 
keep  them  generating  incremental  rev- 
enue through  a  variety  of  services.  The 
relationship  stalls  with  the  purchase  of  a 
PC,  which  Gateway  is  thinking  of  subsi- 
dizing, just  like  AOL  and  Microsoft  Net- 
work are  doing.  Then  Gateway  wants  to 
lock  in  those  customers  through  financing, 
Internet  access,  and  a  personalized  portal 
that  will  steer  thefn  to  Gateway's  E-com- 
merce  sites.  That  way,  the  cost  of  ac- 


Gateway  Country  has  become  a 
growth  engine,  expected  to  generate 
$2  billion  in  sales  in  1999 

quiring  DSP,  portal,  or  Web-site  customers 
is  slashed  because  the  work  is  being  done 
by  the  PC  sale.  Louis  J.  Mazzucchelli  Jr. 
of  Gerard  Klauer  Mattison  &  Co.  esti- 
mates the  cost  of  selling  to  a  repeat  cus- 
tomer is  7  to  10  times  lower  than  ac- 
quiring a  new  buyer.  Gaining  converts 
is  important  for  Gateway  since  it  is  the 
PC  maker  most  dependent  on  consumers 
and  small  businesses,  where  subsidies 
from  ISPs  have  the  most  appeal. 
EARLY  SHIFT.  The  glue  to  the  strategy  is 
gateway.net,  an  Internet-access  service 
Gateway  has  offered  for  the  past  two 
years.  After  luring  only  200,000  cus- 
tomers, Waitt  decided  to  start  giving 
away  isp  service  for  one  year  to  anyone 
buying  a  Gateway  PC  costing  over  $999. 
More  than  one-third  of  Gateway  PC  buy- 
ers now  sign  up  for  gateway.net,  which 
has  400,000  subscribers. 

That's  not  nearly  enough  for  Waitt. 
According  to  investment  bankers.  Gate- 
way is  considering  buying  EarthLink 
Network  Inc.,  a  Pasadena  (Calif.)  isp 
with  1.2  million  subscribers.  Waitt  con- 
firms he  has  had  talks  with  EarthLink,  as 
well  as  with  AOL  and  Microsoft  Network. 
But  he  says  only  that  "what  we're  look- 
ing at  is  whether  we  do  it  ourselves  or 
partner."  Analysts  say  Earthlink,  which 
would  probably  cost  more  than  $2  bil- 
lion and  dilute  Gateway's  earnings,  is  too 
pricey.  "Two  billion  is  ridiculous,"  says 

MOVING  FAST:  Gateway's 

spotted-cow  motif  will 
soon  grace  U00 

retail  stores 
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Mazzucchelli.  Still,  analysts  concede  Gate- 
way will  need  to  acquire  or  form  alliances 
with  an  isp.  If  it  doesn't,  it  will  lose  mar- 
ket share  to  deeper-pocketed  rivals. 

Of  course,  the  big  dollars  can  be 
earned  after  the  PC  is  plugged  into  the 
Net.  That's  why  Gateway  began  offer- 
ing customized  home  pages  in  conjunction 
with  Yahoo!  Inc.  earlier  this  year.  When 
a  sale  is  being  completed,  Gateway  reps 
ask  customers  for  infonnation  that  will 
make  the  home  pages  relevant  to  them 
for  news,  personal  finance,  and  shopping. 
In  February,  Gateway  invested  $21  mil- 
lion for  a  19%  stake  in  necx  Direct,  a 
privately  held  E-commerce  company 
based  in  Peabody,  Mass.  Together,  they 
run  SpotShop.com,  which  sells  30,000 
hardware  and  software  items.  Gateway 
also  has  registered  such  Web  addresses 
as  spotgames.com,  travelinfospot.com,  and 
spotedu.com.  "When  we  deliver  a  PC,  we 
want  you  to  be  registered  on  the  Net, 
with  software  loaded  and  a  personalized 


WAITT:  Off ering  financing  that  lets 
buyers  pay  as  little  as  $19  a  month 

portal  for  news,  weather,  and  stocks," 
says  Jeffrey  Weitzen,  Gateway's  presi- 
dent and  coo. 

CROWDED  FIELD.  Waitt  has  a  jump  on 
other  PC  rivals — but  not  for  long.  Since 
Gateway  became  the  first  PC  maker  to  of- 
fer Internet  access  in  1997,  Compaq 
Computer,  Hewlett-Packard,  and  Micron 
have  followed  suit.  Now,  Dell  is  set  to 
start  a  similar  isp  service,  which  also 
will  be  bundled  in  with  a  PC  purchase. 
"You'll  see  us  offer  isp  service"  in  the 
next  60  to  90  days  in  the  U.  S.,  confirms 
ceo  Michael  S.  Dell.  Meanwhile,  Hewlett- 
Packard  soon  will  announce  a  deal  with  a 
major  isp  that  will  provide  a  $400  re- 
bate on  all  HP  Pavilion  PCs.  And  on  July 
12,  Micron  Electronics  will  give  cus- 
tomers who  buy  its  Premium  $1,100  In- 
ternet package — three  years  of  isp  ser- 
vice, online  classes  at  it  Micron 
University,  and  access  to  deals  on  soft- 
ware and  peripherals  purchased  at  its 


Web  site— a  $1,000  Micron  Millennia. 

Waitt  has  other  problems,  too.  Gate- 
way.net  has  the  potential  to  grow  fast, 
since  about  33%  of  customers  take  the 
service,  and  analysts  expect  Gateway  to 
sell  some  4.7  million  units  this  year.  So 
analysts  figure  Gateway  will  double  its 
isp  customers,  to  800,000,  by  yearend. 
Yet  the  company  remains  far  behind  ti- 
tans aol,  with  17  million  subscribers, 
and  Microsoft  Network,  with  2  million. 

Gateway  has  confounded  doubters  be- 
fore. In  1996,  Waitt  began  opening  retail 
Gateway  Country  stores.  Analysts  feared 
the  roomy  outlets  would  be  a  balance- 

GATEWAYS  BID  TO  OWN 
THE  CUSTOMER 

STEP  ONE  Nab  PC  buyers  through 
telemarketing,  online  sales,  and  a 
national  network  of  169  show- 
rooms called  Gateway  Country 
stores.  These  stores,  which 
will  double  to  about  400  over 
the  next  few  years,  let  new- 
bies  and  small  business  own- 
ers get  their  hands  on  PCs 
and  surf  the  Web  before  they 
buy.  To  make  buying  easier 
and  boost  profits,  Gateway 
offers  financing  as  well  as 
training  courses,  which  aver- 
age $75  for  a  three-hour  ses- 
sion. Because  customers  can 
order  PCs  at  online  kiosks  in 
the  Country  stores,  Gateway 
stocks  no  inventory. 

STEP  TWO  Help  Gateway's  PC 
buyers  get  online.  About  400,000 
have  already  subscribed  to  gate- 
way.net,  a  service  started  in  1997. 
Gateway  bundles  a  year's  worth  of 
service  free  to  buyers,  an  option 
taken  by  more  than  one-third   of 
Gateway  customers.  After  that, 
customers  pay  $17.95  a  month. 
Gateway  is  in  talks  to  acquire 
Internet  access  provider  EarthLink, 
which  would  expand  monthly  ser- 
vice fees  and  swell  subscribers  by 
1.2  million. 

STEP  THREE  Generate  E-com- 
merce revenues.  To  keep  customers 
coming  back,  Gateway  offers  a  cus- 
tomized home  page  created  in  part- 
nership with  portal  Yahoo!  it  also 
offers  subscribers  30,000  hardware 
and  software  items  at  online  store 
SpotShop.com,  run  with  NECX 
Direct.  Gateway  paid  $21  million 
in  February  for  a  19%  stake. 
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sheet  burden.  Instead,  Gateway  sa; 
in-store  cost  of  sales  is  no  greater 
over  the  phone,  in  large  measun 
cause  online  sales  through  kiosks  i: 
stores  erase  the  need  for  inventory 
Country  stores,  in  fact,  have  turne< 
to  be  Gateway's  fastest  source  of  gr 
generating  an  expected  $2  billion 
enues  this  year,  or  about  25%  of  the 
parry's  total.  Gateway  plans  to  doubl 
number  of  outlets,  to  400,  over  the 
few  years,  lb  let  locals  know  a  store 
town,  a  vw  Beetle  with  Gateway's 
ted-cow  motif  cruises  the  streets. 
hands-ON.  The  stores  are  emergi 
the  foundation  for  Gateway's  effo: 
help  small  businesses  configure  and 
PC  networks.  Says  Bruce  Short,  a  s 
business  exec  dickering  over  a  con 
for  10  networked  pes  in  Gateway's 
ranee  (Calif.)  store:  "I  don't  feel  com 
able  unless  I  can  sit  down  and  see  w 
am  talking  to." 

The  Country  stores  also  are  a  wa 
appeal  to  first-time  PC  buyers,  who,  a 
with  small  businesses,  are  Gatew 
main  customers.  Hard-pressed  to  pay  ' 
a  new  machine?  Gateway  lets  buyers 
in  monthly  installments  as  low  as 
over  two  years.  When  the  time's  up,  1 
ers  can  keep  the  machine  or  get  tra< 
value  toward  a  new  model.  This 
Gateway  expects  to  write  about  $2  b: 
in  notes,  double  last  year's  level.  TV 
is  an  even  more  lucrative  option 
yearend,  Gateway's  Country  stores 
have  classrooms  with  4,000  seats,  offei 
beginning  to  advanced  classes  that  s 
at  $75  for  three  hours. 

Waitt's  moves  already  are  offset 
competition  in  PCs.  If  Gateway  only 
PCs,  the  14%  fall  in  average  selling  pri 
to  $1,938  in  the  first  quarter,  which  e! 
ed  Mar.  31,  would  have  hit  gross  marj 
proportionately.  Instead,  says  anal; 
Michael  K.  Kwatinetz  of  Credit  Suii 
First  Boston,  margins  from  financing 
Internet  offerings  offset  this  decline  b; 
points.  Indeed,  gross  margins  in  the 
quarter  rose  to  21.4%  from  19.5%  a  y 
earlier.  That  could  grow.  By  2003,  G 
way  reckons,  Internet  services,  onl 
advertising,  E-commerce,  Net  access 
consumer  software  will  generate  $1 
billion  in  industrywide  revenues,  vs.  $1 
billion  in  PC  sales. 

If  Gateway  can  carve  out  even  a  s: 
share  of  that,  the  trend  toward  cheape: 
even  free — PCs  will  be  manageable. 
Waitt  will  be  seen  as  having  been  pi 
scient  14  years  ago  for  giving  his  coi 
puter  company  a  name  that  fits  nio 
with  its  new,  Net-centered  business. 
By  Steven  V.  Brail  in  Los  Angel 
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First  we  received  Barron's® 
lighest  rating*  for  on-line  brokers, 
'hen  we  received  MONEY® 
nagazine's  coveted  five  stars.  Not 


bad  for  a  web  site  less  than  two 
months  old. 

But  what  makes  this  achieve- 
ment even  more  remarkable  is 
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that  no  other  on-line  broker  could 
duplicate  it. 

Surprised?  You  shouldn't  be. 
After  all,  National  Discount  Brokers 
has  long  been  at  the  forefront  of 
the  discount  brokerage  industry. 
We  invented  Flat-Fee  Trading5,  we 
were  one  of  the  pioneers  of  on-line 
investing,  and  were  one  of  the  first  to 
offer  an  Unconditional  Service 
Guarantee.** 

To  open  an  account,  call 
1-800-4-1 -PRICE,  or  visit  our  web 
site  today. 

After  all,  whether  you're  bullish 
or  bearish,  it  pays  to  be  duckish. 
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Get  gobs  of  stuff  free.  That  has 
long  been  the  promise  of  the 
Internet:  free  news,  free  E- 
mail,  free  music.  Now,  a  handful  of 
leading  Internet  service  providers 
are  taking  offers  of  free  stuff  to  a 
new  level.  Sign  up  with  Prodigy, 
Microsoft  Network,  or  America 
Online's  CompuServe  service  and 
you'll  get  a  free  PC  or  $400  off  the 
cost  of  one. 

There  are  plenty  of  catches.  And 
it's  no  coincidence  that  the  fine  print 
reads  just  like  that  of 
advertisements  for 
cellular  phones,  with 
talk  of  service  con- 
tracts and  early-ter- 
mination penalties. 
Typically,  the  deals 
offer  a  $400  rebate 
and  require  users  to 
sign  on  for  a  three- 
year  Internet-ser- 
vice contract  for  $20 
a  month  and  up.  Want  a 
monitor  with  that  free  com- 
puter? That'll  be  at  least 
$100  more.  And  you'll  have 
to  pick  up  the  difference  for 
such  extras  as  more  memo- 
ry or  better  speakers. 
NABBING  NEWBIES.  Still,  the 
deals  make  sense  for  many 
consumers.  For  starters, 
"free"  PCs  pretty  much  re- 
move the  final  barrier  to  en- 
try for  first-time  buyers — 
price.  And  shoppers  who 
want  a  second  PC  will  likely 
be  willing  to  switch  isps  to 
get  one  for  free.  "We  think 
this  model — the  cell-phone 
model — will  represent  the 
way  most  PCs  get  sold  at  re- 
tail," says  Stephen  A. 
Dukker,  CEO  of  emachines 
Inc.  in  Irvine,  Calif.,  a  dis- 
counter that  now  ranks  fifth 
among  PC  sellers  in  the  con- 
sumer market  after  only  10 
months  in  business. 

The  losers  will  be  smaller 
isps  and  traditional  PC  mak- 
ers. "This  will  push  the  isps' 
cost  of  acquisition  up  and 
bring  hardware  prices 
down,"  says  analyst 
Youssef  Squali  of  invest- 
ment banker  Ladenburg  Thalmann  & 


Co.  isps  such  as  EarthLink  Network 
Inc.  and  MindSpring  Enterprises  Inc. 
will  be  forced  to  link  up  with  mass 
merchandisers  to  match  the  promo- 
tions— or  be  shut  out  of  the  competi- 
tion for  Net  newbies.  EarthLink  is 
already  reacting — it  plans  to  offer 
$400  rebates  shortly.  "I'm  not  overly 
enthused  about  getting  into  it,  but 
we  will  do  it  to  stay  competitive," 
says  CFO  Grayson  L.  Hoberg. 

The  entry  of  big  isps  into  the  dis- 
count movement  also  will  put  pres- 
sure on  the  free-PC  pio- 
neers— tiny  companies  such 
as  Gobi  and  IntersQUiD.com. 
They  ship  no-brand  systems 
to  customers  who  sign  up 
for  service  at  monthly  fees 
of  $27  and  up.  Free-PC  Inc., 
which  offers  free  pes  with 
free  Internet  service  to 
members  who  are  willing  to 
divulge  personal  information 
and  watch  a  constant  bar- 


Pssl 

SERVICE 

;...Wani 

PARTNER 

la  Free  PC? 

DEAL 

AOL'S 
COMPUSERVE 

emachines 

$400  off  an  emachine  at  any 
retailer  with  a  3-year  contract 
at  $29.95/month 

AOL'S 
COMPUSERVE 

Circuit  City 

$400  off  any  PC  with  a  3-year 
contract  at  $21.95/month 

PRODIGY 

BestBuy 

$400  off  any  computer  with  a 
3-year  contract  at  $19.95/month 

MSN 

Staples 

$400  off  any  computer  with  a 
3-year  contract  at  $19.95/month 

Monitors  not  included 


DATA:  AMERICA  ONLINE  INC, 
PRODIGY  INC, ,  MICROSOFT  NETWORK 


READ  THE  FINE  PRINT:  Ads  for 

"free"  PCs  read  like  the  ones  for 
cell  phones,  with  plenty  of  hitches 
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rage  of  advertising,  professes  not  to 
be  worried.  "We're  free  and  they're 
not,"  says  Marketing  Vice-President 
Steve  Chadima.  So  far,  though,  Free 
PC  has  shipped  only  10,000  computers 
to  its  1.2  million  applicants. 
LONG  VIEW.  Established  computer 
makers,  such  as  Compaq,  Hewlett- 
Packard,  and  IBM,  also  stand  to  lose. 
Already  shaken  by  the  free-fall  in  PC 
prices,  these  companies  have  respond- 
ed by  holding  the  line  as  much  as  pos- 
sible on  price  and  throwing  in  a  free-i 
bie  or  two.  A  popular  one  has  been  a 
year's  free  Internet  service,  which 
adds  to  computer  makers'  costs.  While 
the  $400  rebates  that  aol  and  Prodigy 
offer  through  the  likes  of  Circuit  City 
Stores  Inc.  apply  to  any  brand  in  the 
store,  the  nature  of 
the  deal  only 
serves  to  highlight 
the  price  differ- 
ence: In  retailers' 
newspaper  ads, 
only  the  sub-$400  models 
are  spotlighted  with  the 
word  "free"  in  giant  letters. 
To  aol  and  Prodigy,  the 
rebate  offers  make  good 
business  sense.  "Our  reten- 
tion rate  will  be  higher,  so 
we  expect  that  our  market- 
ing expenses  as  a  percent 
of  revenue  will  go  down," 
says  Audrey  Weil,  senior 
vice-president  of  aol  and 
general  manager  of  Com- 
puServe. She  says  the 
$21.95  Internet-service 
monthly  fee  is  higher  than 
the  $9.95  the  majority  of 
CompuServe  subscribers 
pay  and  that  the  higher 
usage  the  company  ex- 
pects from  these  new 
subscribers  will  lead  to 
more  ad  and  commerce 
revenue. 

The  isps  are  hoping 
to  spur  the  sale  of 
PCs  to  families  who 
have  never  owned 
one  and  lock  in  new  business  for 
their  service.  But  the  deals  are  likely 
to  send  PC  and  Internet-access  prices 
to  new  lows,  making  the  free-PC 
business  a  free-for-all. 

By  Larry  Armstrong  in  Los 
Angeles 


FREE  PC 
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When  powering 

your  Net,  keep  in  mind  that  our  servers 

work  way  harder  than  their  servers.  Slackers. 

You  grow.  Your  needs  grow.  Suddenly,  your  servers  seem  a 

little  lacking  in  the  skills  department.  Buying  more  could  just 

lead  to  manageability  issues  that  make  things  worse.  Well,  maybe 

what  you  need  isn't  more  servers,  but  servers  that  do  more.  Enter  Sun. 

With  a  complete  line  of  spunky  workgroup,  mid-range  and  high-end  servers, 

we  offer  power  galore  and  scalability  at  every  level.  Our  mighty  Star-fire"  has 

mainframe-class  domain  partitioning  to  manage  independent  jobs  and  tasks. 

It  is  also  scalable  to  64  processors  and  has  60  TB  of  storage.  And  since  all  of  our 

servers  run  on  our  Solaris"  Operating  Environment,  performance  and  growth 

will  never  be  restrained.  In  the  end,  you  buy  less  hardware,  use  less  space, 

have  less  stuff  to  manage  and  —  oh,  yeah  —  save  money,  too.  If  this  all 

seems  to  make  those  other  servers  look  a  little  weak  in  the  talent 

department,  well,  that's  purely  intentional.  For  help  with  server 

consolidation,  planning,  implementation  and  training, 

call  us  at  800-SUN-FIND  or  visit  www.sun.com. 

THE  NETWORK  IS  THE  COMPUTER." 
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Sun 

microsystems 

We're  the  d»t  in  .com' 


■ 
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Finance 


INTERNET  TRADING 


FIDELITY.COM 
GETS  SERIOUS 

It  amasses  a  big  war  chest  to  battle  online  brokerages 


Fidelity  Investments  rarely  makes 
big  strategic  mistakes.  But  in  May, 
1996,  the  company's  brokerage 
unit  was  caught  napping  when 
archrival  Charles  Schwab  &  Co. 
launched  Internet-based  stock  trading. 
Fidelity  didn't  offer  a  Net  service  until 
January,  1997,  and  it  has  paid  dearly 
for  being  late.  Schwab,  which  ran  in 
lockstep  with  Fidelity  as  the  nation's 
two  top  discount  brokers  for  nearly  two 
decades,  has  now  captured  27.5%  of  the 
online  trading  market.  Fidelity  is  in  fifth 
place,  with  9.3%,  trailing  upstarts  like 
E*Trade  Group  Inc.  and  Datek  Online 
Holding  Corp.  (table). 
CRUCIAL  TEST.  But  Fidelity  is  gearing 
up  for  a  renewed  assault  on  the  Inter- 
net. On  June  17,  the  privately  held  firm 


Led  by  69-year-old  Chairman  Edward 
C.  "Ned"  Johnson  III,  the  firm  has  been 
an  innovator  in  the  financial  world,  cre- 
ating such  things  as  24-hour  phone  ser- 
vice and  sector-specific  mutual  funds. 
But  lightning  changes  brought  by  the 
Internet  have  left  it  scrambling  to  catch 
up,  and  competitors  are  rapidly  mobi- 
lizing. Merrill  Lynch  &  Co.  recently  an- 
nounced plans  to  offer  Internet  trading 
at  prices  competitive  with  Fidelity  and 
Schwab,  both  of  which  charge  $29.95 
per  trade.  And  Internet-only  power- 
houses, such  as  E*Trade  and  Intuit,  are 
moving  much  more  aggressively  than 
Fidelity  in  areas  that  may  be  critical 
for  attracting  online  investors  in  the  fu- 
ture, such  as  Internet  banking. 

To  be  sure,  Fidelity  has  plenty  of  cus- 


updated  news,  it  lets  users  set  pi 
triggers  for  key  securities  and  getf 
mail  alerts  when  stocks  hit  the  ta 
Unlike  many  online  brokerages,! 
vestors  can  place  trades  without  ha\| 
to  jump  to  a  special  screen. 

This  fall,  Fidelity  plans  to  upgrad^ 
active  trader  Web  site  with  nasdaq 
el  II  screens,  a  featl 
popular  with'  day  trad| 
the  sort  who  jump  in 
out  of  stocks  as  ofter  .,, 
50  times  in  one  day.  Tl 
screens  show  the  act  ^ 
up-to-the-second  buy    It 

higher  than  many  rivals  sen  orders  of  nasi 

stocks  as  they  take  pi 


Fidelity  is  upgrading  its 
site  for  active  traders. 
But  its  trading  costs  are 


raised  $1  billion  in  a  bond  offering,  pro- 
viding a  war  chest  that  will  be  used  in 
part  to  fund  new  initiatives  online.  And 
Fidelity  is  planning  a  slew  of  new  online 
services  aimed  at  regaining  ground  lost 
to  Schwab  and  others,  including  a  Web 
site  for  active  traders  and  new  services 
for  Fidelity's  6  million  customers  with 
401(k)  accounts.  "Second  doesn't  work — 
we  want  to  be  first,"  says  Robert  P. 
Mazzarella,  president  of  Fidelity  Bro- 
kerage Services  Inc. 

Fidelity's  Internet  strategy  is  a  cru- 
cial test  for  the  Boston  giant,  which 
manages  $856  billion  in  mutual  funds. 


ONLINE  BROKERAGE'S  TRACEY  CURVEY 

tomers,  but  they  tend  tc 
be  the  cautious,  buy-and- 
hold  sorts.  So  Fidelity  is 
rolling  out  new  online 
tools  in  hopes  of  wooing 
-which  the  firm  defines 


active  traders- 
as  those  making  at  least  36  trades  per 
year.  These  investors  account  for  less 
than  3%  of  Fidelity's  2.3  million  online 
customers,  even  though  Fidelity  charges 
them  only  $14.95  per  trade.  More  im- 
portant, these  are  the  type  of  customers 
who  are  fueling  the  growth  of  online 
brokers  like  E*Trade  and  Datek,  and  Fi- 
delity would  like  to  have  more  of  them. 
Its  new  active  trader  site,  to  be 
rolled  out  later  this  month,  combines 
extensive  investment  information  with  a 
pop-up  trading  window  accessible  from  a 
single  screen.  In  addition  to  constantly 


during  the  trading 
The  Level  II  screen 
an  added  service  that  wiUl  be  attract  afe 
to  active  traders,"  says  Tracey  Curv  types 
executive  vice-president  of  online  b  i  > 
kerage  and  daughter-in-law  of  Fide 
President  James  C.  Curvey.  Fidelit  j^ 
$14.95  trades  are  still  sharply  higl 
than  many  firms  that  woo  day  trad(  idej 
Fidelity  also  hopes  to  draw  a  much  la  t$ 
er  number  of  online  customers  by  roll  e  ]fj; 
out  new  services  for  its  401(k)  investc  |j , 
Later  this  month,  those  who  have    vati 
delity  401(k)  plans  will  be  able  to  acc<  b§ 
their  retirement  accounts  online  throu  fr. 
a  Fidelity  brokerage  account.  That  \  t, 
make  it  easier  for  retirement  custom*  % 
to  keep  tabs  on  a  larger  swath  of  th  ^ 
family  finances.  i 

At  the  same  time,  Fidelity  also  pla  % 
to  launch  Portfolio  Investment  Revie  a 
which  reports  on  investment  returi  t 
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S  NO.  2  IN  CLIENT 
ASSETS... 


Fidelity's  Online  Challenge 


...AND  IN  NUMBER 
OF  CUSTOMERS... 


.BUT  LAGS  IN 
TRADING 


ASSETS 

BILLIONS  OF  DOLLARS 


ACCOUNTS 

THOUSANDS 


MARKET  SHARE* 


•WAB 

$219.0 

:lity 

160.0 

ERHOUSE 

38.8 

«DE 

21.1 

RITRADE                   19.5 

JIRECT 

11.2 

EK 

5.5 

ERS 

34.0 

SCHWAB 

2,500 

FIDELITY 

2,300 

E*TRADE 

909 

WATERHOUSE 

615 

DUDIRECT 

590 

AMERITRADE 

428 

DATEK 

205 

OTHERS 

552 
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/zes  the  composition  of  portfolios, 
lows  investors  to  test  how  differ- 
ypes  of  holdings  might  affect  long- 
.  performance.  Curvey  claims  the 
folio  review  will  be  the  most  so- 
icated  analytical  tool  offered  by  any 
ie  online  brokers. 

delity  executives  hope  their  new 
ts  will  win  their  online  brokerage 
long  overdue  recognition.  Maz- 
la  is  frustrated  that  Fidelity's  online 
vations  have  gone  unnoticed.  He 
ill  is  it  was  first  with  pager  access  to 
■ing,  online  bill  payment,  and  the 
l>  to  distribute  initial  public  offerings 
oj  .'tail  customers.  "One  of  the  chal- 
eles  we  have  is  that  we're  not  t'ol- 
u* -d  as  much  as  E  ""Trade  and 
Siwib,"  he  gripes.  That's  because  those 
(•are  closely  watched  public  compa- 
II    while  Fidelity  is  private. 


•AVERAGE  DAILY  TRADES,  FIRST  QUARTER,  1999 


SCHWAB 

27.5% 

E*TRADE 

12.9 

WATERHOUSE 

11.6 

DATEK 

10.0 

FIDELITY 

9.3 

AMERITRADE 

8.4 

DUDIRECT 

3.6 

OTHERS 

21.4 

Despite  Fidelity's  innovations,  most 
analysts  who  track  online  brokers  say 
that  in  building  its  online  business,  Fi- 
delity has  lagged  behind  Schwab.  Just 
as  Schwab  has  built  its  Web  site  around 
a  heavy  dose  of  investment  advice  and 
information,  Fidelity  has  followed  suit. 
But  while  Fidelity  and  other  brokers 
play  a  constant  game  of  one-upmanship 
in  offering  new  features  and  services 
on  their  Web  sites,  Schwab  has  always 
come  out  on  top.  "Fidelity  has  been  fol- 
lowing the  leader,  and  Schwab  has  just 
done  a  better  job  of  providing  an  easy- 
to-use  Web  site,"  says  Daniel  Burke, 
senior  brokerage  analyst  at  Gomez.com, 
an  online  rating  site. 

Curvey  responds  that  Fidelity  re- 
ceived the  top  rating  among  online  bro- 
kers in  an  investor  survey  earlier  this 
year  by  Forrester  Research.  And  she 


adds  that  Fidelity  is 
spending  heavily — she  won't  say  how 
much — toward  improving  its  Web  site 
and  "personalizing"  its  features  to  meet 
the  needs  of  different  types  of  investors 
through  a  wide  range  of  information 
and  services  that  can  be  accessed  online. 
"We  have  our  act  together,"  she  says. 
LOYAL  customers.  Fidelity  also  has  a 
trump  card  that  significantly  boosts  its 
chances  of  bejiig  a  top  online  broker:  its 
customer  base  of  15  million  fund  in- 
vestors. "That  is  without  a  doubt  our 
most  valuable  asset"  that  the  online  unit 
can  mine  customers  from  for  years,  says 
Curvey.  She  estimates  about  half  of  Fi- 
delity's 2-miUion-plus  online  customers 
have  come  from  the  fund  side  of  the 
company.  Indeed,  in  assets  and  accounts, 
Fidelity  is  second  only  to  Schwab. 

Fidelity  executives  say  they  are  not 
eager  to  move  too  rapidly  online  if  it  re- 
sults in  the  kind  of  service  problems  or 
computer  outages  that  have  plagued 
some  competitors.  Fidelity  has  so  far 
avoided  the  service  blackouts  that  have 
dogged  many  in  the  industry. 

Even  if  Schwab  continues  to  trump 
Fidelity,  it  may  not  matter  much,  says 
Daniel  W.  Latimore,  director  of  financial- 
services  industry  research  at  Mainspring 
Communications  Inc.,  an  Internet  con- 
sulting firm  in  Cambridge,  Mass.  "Fi- 
delity is  an  established  industry  leader, 
and  their  real  challenge  isn't  to  expand 
but  to  make  sure  that  their  customers 
don't  defect."  If  Fidelity  proves  to  be  a 
Net  innovator  rather  than  follower,  new 
customers  might  even  sign  on. 

By  Geoffrey  Smith  in  Bosto)i 
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THE  BATTLE  TO  BE  YOUR 
ONLINE  BILL  COLLECTOR 

Bankers  hope  cyberbilling  can  give  them  a  toehold  on  the  Net 


Every  year,  American  busines 
sends  out  29  billion  bills.  And 
by  any  measure,  the  exer- 
cise isn't  much  fun.  For  com- 
panies, printing,  processing  and 
posting  a  typical  consumer  bill 
runs  about  900.  And  for  re- 
cipients, there's  not  only  a  de- 
mand for  payment,  there's  a 
wad  of  solicitations  that  near- 
ly everyone  throws  away. 

But  for  banks  trying  to 
make  it  on  the  Internet,  bills 
are  cool.  Bankers  see  bills  as 
surefire  eyeball-grabbers  in 
an  environment  where  it's 
tough  to   command   con- 
sumer attention — and  a 
key    to    protecting 
their  existing  busi 
ness       managing 
cash  for  big  com- 
panies. Increas-    , 
ingly,  banks  are 
battling  high-tech 
competitors     for 
control  of  Inter- 
net    billing,     or  w 
electronic-bill   presentment, 
called. 

To  be  sure,  this  is  a  fight  over  a  busi- 
ness that  is  in  its  infancy.  Few  bills  are 
now  sent  via  the  Net,  and  online  pay- 
ment systems  often  involve  a  paper 
check.  But  the  technology  exists  to  send 
bills  from  businesses  to  customers  and 
route  payments  back  on  the  Net.  By 
the  end  of  next  year,  industry  analysts 
estimate  upwards  of  4.5  million  house- 
holds will  be  receiving  bills  online. 
What's  more,  sending  and  handling  bills 
over  the  Net  should  be  about  40% 
cheaper  than  paper  delivery,  says  the 
Gartner  Group,  a  research  firm  in  Stam- 
ford, Conn. 

SLOW  TO  ACT.  The  question  is  who  will 
become  the  bill  collector  on  the  Net. 
Bankers  reckon  that  if  they  can  turn 
their  Web  sites  into  mailboxes  for  elec- 
tronic bills,  they  can  become  key  entiy 
points  on  the  Net — portals,  even.  That 
would  enable  them  to  sell  other  financial 
services  online.  The  fear  is  that  existing 
portals,  such  as  Yahoo!  or  eve  .  America 


Banks  fear  that 

portals  such  as  Yahoo! 

will  become  the 

payment  centers 


Online,  will  become  centers  of  bill  pay- 
ment and,  in  turn,  siphon  off  existing 
bank  businesses.  "Banks  have  been  slow 
to  get  into  this,"  says  Kenneth  J.  Kerr, 
a  Gartner  analyst  in  Durham,  N.  C.  "But 
they  realize  there  is  a  threat  here  and 
they  need  to  get  aboard." 

Banks  have  their  advantages.  They 
can  offer  customers  simultaneous  access 
to  their  bills  and  their  money.  Banks 
have  long  relationships  with  billers,  such 
as  utilities  and  retailers,  and  centuries  of 
experience  in  protecting  people's  money. 
"Payments  are  our  core  business  and 
we  a/e  not  yielding  this  space  to  any- 


one," says  Joseph  G.  Sponholz,  C 
Manhattan  Corp.  vice-chairman. 

The  obvious  appeal  of  Internet  b 
is  the  contact  it  offers  with  consur 
"Mass  adoption  of  electronic  bill 
sentment  represents  a  billion-dolla 
vertising  opportunity,"  says  Neil  Li 
director  of  electronic-commerce 
tions  at  IBM,  an  active  player  in 
billing.  Lustig  predicts  Internet 
will  be  tailored  to  the  customer.  I 
for  a  sweater,  for  instance,  could  in< 
an  offer  for  matching  si; 
But  doing  this  right  wi] 
quire  marketing  saw 
quality  few  banks 
demonstrated. 
MUSCLING  IN.  Big  b 
also    are    worried 
technology  companies 
fering     bill     presents 
could  muscle  into  on 
their      fastest-gro\ 
businesses — man 
ing  cash  for  big 
panies.  After  all 
tributing 
collecting   bills 
close  cousin  to 
management. 

Last  month,  the 
tie  over  Net  billing 
a  bruising  turn.  Ch 
Free  Holdings  Corp 
Norcross  (Ga.)-based 
company  that  delivers  bill 
the  Net,  wound  up  pulling  a 
ondary  stock  offer  after  a  coalitio 
Chase,  Wells  Fargo,  and  First  U 
said  they  were  forming  a  venture- 
Exchange — to  route  bills  to  their 
tomers.  Investors  saw  a  challeng 
CheckFree,  and  the  company  paid  d 
ly.  On  June  21,  CheckFree  had  sold 
million  shares  to  investors  at  $39  e; 
But  by  June  23,  CheckFree's  shares 
plunged  to  $28.75.  The  company 
celed  the  sale  the  next  day. 

Exchange  officials  said  the  timinj 
their  announcement  was  coinciden 
But  CheckFree's  chairman  and  chief 
ecutive,  Peter  J.  Kight,  said  Chas 
which  is  still  a  CheckFree  custome 
had  been  upset  with  his  compar 
efforts  to  offer  bills  through  Net  port 
"Chase  didn't  want  us  to  do  it,"  he  si 
At  this  point,  predicting  how  the 
dustry  will  shake  out  is  premati 
Banks  and  technology  companies  aire 
have  formed  several  alliances  aime 
delivering  bills  on  the  Net.  More  cc 
binations  are  likely.  What's  clear,  thou 
is  the  banks  know  they  are  running ' 
of  time  to  get  their  Internet  billing 
together. 

By  Gary  Silverman  in  New  Yi 
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A  TOSHIBA  SERIES  PROFILING  VISIONARY  LEADERS  OF  AN  INTERCONNECTED  WORLD 


FROM  PONY  EXPRESS  TO 
INTERNET  EXPRESS: 

HOW   CLICK2SEND©  BRINGS    SPEED   AND    SECURITY 
TO    INTERNET   DOCUMENT   DELIVERY 


The  U.S.  Postal  Service  succeeds  today  in 
delivering  more  than  99.9%  of  mail  to  its 
intended  destination-on  time  and  intact. 
That's  a  far  cry  from  the  old  Pony  Express,  where 
routes  were  so  dangerous  that  riders  had  to  arm 
themselves  with  knives  and  Colt  revolvers.  Says 
the  historian  William  H.  Floyd,  "For  each  heroic 
rider,  [there  was]  an  equally  heroic  martyr." 

Needless  to  say,  much  of  the  mail  did  not  get 
through  on  time...  if  at  all. 

Electronic  mail   is   in   a  similar 
state  of  evolution.  Although 
bandits   are   not  waiting   at 
every  digital  turn  to  nab  the 
bits  and  bytes  of  electronic 
transmissions,   a  distressingly 
large  share  of  documents  trans- 
mitted digitally  reaches  recipi- 
ents corrupted,  or  unreadable 
(either   the   files   cannot   be 
opened  or  they  require  an  extra 
plug-in).  In,  addition,  large  docu- 
ments like  corporate  reports  and 
PowerPoint   presentations   can 
strain  company  intranets-a  problem 
particularly  acute  for  mobile  execu- 
tives using  notebook  computers  and  low-band- 
width connections-causing  logjams  and  forcing 
administrators  to  arbitrarily  limit  the  size  of  e-mail 
attachments. 
CLICK...  TO  SEND 

The  Mountain  View,  Calif. -based  company 
click2send  has  developed  an  electronic  file 
delivery  service  which  is  designed  to  resolve 
these  problems  by  providing  easy,  reliable,  and 
highly  secure  document  delivery  directly  over 
the  Internet.  "Our  goal,"  says  click2send  co- 
founder  and  CEO  Charlene  Steele  Vaughn,  "is 


to  make  it  as  simple  to  send  or  receive  a  large 
electronic  document  as  it  is  to  place  a  telephone 
call."  And  with  click2send's  encryption  it  will 
be  great  for  all  those  confidential  documents 
and  contracts. 

Few  developments,  it  seems,  could  be  more 
important  to  the  smooth  flow  of  business  in  the 
21st  century.  Intelliquest,  a  leading  market 
research  firm,  projects  that  31%  of  the  worldwide 
document  delivery  business  will  move 
to  the  Internet  by  2001,  creating  a  $3 
billion  market  for  online  document 
and  file  transfer-not  to  mention  the 
time  and  manpower  savings. 

The  click2send  team  aims  to  cap- 
ture first-mover  advantage  in  a 
market  that,  with  these  econom- 
ics, is  certain  to  become  intense- 
ly competitive.' Among  the  ser- 
vice's distinctions,  says  Vaughn, 
is  the  fact  that  the  free 
click2send  service  "allows  busi- 
ness users  to  send  digital  files 
of  all  types  and  sizes-safe- 
guarded by  ironclad  network  security." 
Moreover,  file  sending  and  opening  are  one-click 
operations,  with  no  need  for  proprietary  soft- 
ware, expensive  client  licenses,  or  user  training. 
THE  CLICK2SEND  SAFE  DEPOSIT  BO 
click2send's  Web-based  delivery  service  is  built 
around  the  concept  of  a  secure  "click2send  safe 
deposit  box"  (CSDB)-a  digital  version  of  the 
physical  safe  deposit  boxes  that  have  been  used 
by  banks  and  other  financial  institutions  for 
decades.  The  CSDB  is  just  as  easy  to  use:  it 
appears  as  a  very  user-friendly  version  of  a  com- 
puter's filing  system-residing  not  on  the  user's 
computer,  but  in  cyberspace. 

(Continued) 
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Powerful.  Presenting  the  Portege*  311  OCT  notebook. 
Inside  its  ultra-thin,  ultra-light  case,  Toshiba  gives  you 
the  performance  edge  of  an  Intel®  Pentium*  II  processor 
300MHz,  a  64  billion-byte  hard  drive  and  64MB  of 
high-speed  SDRAM.  That's  just  what  it  takes  to  handle 
a  heavy  workload  on  the  run  with  an  ultraportable  PC 
that  won't  weigh  you  down. 


Productive.  Portege  3110CT  comes  equipped  v 
brilliant  10.4"  dia.  Poly-silicon  TFT  color  display  al 
innovative  touch  type  keyboard  with  a  comforj 
full-size  feel.  An  integrated  V.90/K56flex  modem*  prd 
high-speed  communications.  And  a  battery  lasting! 
3  hours"  lets  you  get  more  done,  more  easily  than  e\A 
course  you'll  also  have  Toshiba's  dependable  24/7  supl 


©1999  Toshiba  America  Information  Systems,  Inc.  All  rights  reserved.  Portege  is  a  registered  trademark  of  Toshiba  America  Information  Systems,  Inc.  The  Intel  Inside  logo  and  Pentiuri 
registered  trademarks  of  Intel  Corporation.  All  other  products  and  names  mentioned  are  the  property  of  their  respective  companies.  All  specifications  and  availability  are  subject  to  ch; 
Licensed  operating  system  installed.  *Download  speeds  are  limited  to  53kbps.  Upload  speeds  are  less  (in  the  30kbps  range)  and  may  vary  depending  on  line  conditions.  "Battery  life  J 

power  may  vary  depending  on  applications,  power  management  settings  and  features  utilized. 
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Pure  power. 
Pure  portability. 
Pure  precision. 


Flexible  Expansion.  Link  to  your  network  with  built-in 
10/100  Ethernet  capabilities  Access  the  optional  CD- 
ROM,  and  tap  into  the  rest  of  your  office  resources 
with  a  standard  Network  I/O  Adapter  that  gives 
you  easy,  one-touch  connections  to  your  existing 
peripherals  A  maximum  128MB  memory  capacity  also 
leaves  room  to  grow  for  tomorrow's  demanding  tasks 


Ultra-thin.  Ultra-light.  The  innovative  technology  of 
the  Portege  31 10CT  is  evident  even  before  you  open 
it-  Under  1 "  thin  and  barely  3  lbs.  light,  its  sculpted 
magnesium-alloy  case  is  engineered  for  protection  as 
well  as  sophistication.  Discover  the  pure  power,  porta- 
bility and  precision  of  the  Portege  31 10CT  for  yourself. 
Call  1-800-TOSHIBA  or  click  on  www.toshiba.com 
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FROM  PONY  EXPRESS  TO  INTERNET  EXPRESS 


To  send  a  file,  users  first  "deposit"  the  file  into 
their  personal  CSDB  (a  user  can  own  up  to  five 
CSDBs  at  once),  and  writes  an  e-mail  message 
to  the  desired  recipients  that  contains  a  Web- 
based  "pointer"  to  the  user's  CSDB.  Subse- 
quently, when  a  recipient  retrieves  the  message, 
he  or  she  need  only  click  on  the  file  name  and 
the  file  can  be  either  opened  automatically  or 
delivered  onto  their  computer's  hard  drive. 

The  click2send  service  permits  users  to  store  up 
to  120  MB  in  files  in  each  CSDB,  for  up  to  10  days 
at  a  time.  That  would  be  the  equiva 
lent  of  about  800  floppies. 
This  allows  the  service  to 
be  employed  by  business 
travelers  or  by  those  wishing 
to  collaborate  over  the  Inter- 
net with  any  number  of  oth- 
er users.  It's  also  possible  for 
multiple   users   to   view   the 
same   document   while   log- 
ging on  to  the  click2send  ser- 
vice from  different  geographic 
locations  whether  in  the  next 
building  or  around  the  world. 

Further,  because  file  delivery 
and  storage  for  mission-critical  business  appli- 
cations demands  the  utmost  in  security, 
click2send  protects  all  its  files  with  VeriSign's 
industry-leading  encryption  technology,  with 
each  CSDB  secured  by  a  deposit  key  (password) 
known  only  to  its  owner.  The  use  of  such  tech- 
nologies "ensures  that  files  cannot  be  altered  or 
intercepted,"  notes  Anil  Pereira,  vice-president 
of  VeriSign's  Internet  Services  Group,  making  the 
click2send  service  fundamentally  more  secure 
than  competing  file  delivery  systems. 

A  NETWORKING  PARTNER 

Even  before  click2send's  launch  this  spring,  exec- 
utives in  companies  like  Mattel  Toys,  Warner 
Brothers,  and  Lucent  Technologies  had  signed 
on  as  initial  subscribers.  But  one  of  the  compa- 
ny's most  significant  partnerships  to  date  is  a  cor- 
porate alliance  announced  in  late  April  with  net- 
working leader  Cisco  Systems  of  San  Jose,  Calif. 
Cisco  chose  click2send  as  a  key  member  of  its 
new  hosted  application  initiative,  intended  to 
connect  small-  and  medium-size  businesses  to 


mission-critical  applications  hosted  by  Cisco  and 
its  partners.  "Small-  and  medium-size  businesses 
no  longer  need  to  spend  time  and  money 
on  costly  infrastructure  investments"  like  large 
data  and  media  servers  and  high-bandwidth 
pipes,  explains  Eugene  Lee,  Cisco  vice-president 
of  small/medium  business  marketing,  enabling 
them  to  "realize  the  benefit  of  using  Web-based 
business  applications"  without  having  to  incur 
the  often  hefty  overhead  costs. 
The  result,  says  click2send's 
Vaughn,  is  "dramatically 
enhanced  efficiency  at  a  time 
when  small-  and  medium-sized 
businesses  need  it  most." 


FOCUSING  ON 
BUSINESS  VALUE 

Indeed,  she  notes,  techno- 
logical   innovations    like 
notebook  computing  and 
the  internet  "have  made 
it   possible   for   smaller 
companies    to    develop    a 
national  or  global  presence  at  a  fraction  of  tra- 
ditional brick-and-mortar  costs."  Still,  certain 
technical  infrastructure  costs  are  irreducible. 

"Security,  performance,  and  high  availability 
demand  the  best  in  networking  capabilities," 
says  Vaughn.  "The  click2send  service,  built(on 
the  world-class  networking  infrastructure  of 
companies  like  Cisco  and  [hosting  partner] 
AboveNet,  allows  growing  companies  to  take 
maximum  advantage  of  these  opportunities  by 
focusing  on  the  core  value  of  their  business,  not 
on  the  technology  required  to  run  it." 

And  that,  she  emphasizes,  is  one  vital  reason 
for  quickly  turning  the  Pony  Express  of  current 
digital  file  delivery  into  the  fast,  secure  docu- 
ment delivery  service  that  businesses  in  the  new 
"connected  century"  will  demand. 
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AN  WIT  OUTWIT 
HE  COMPETITION? 

I  online  investment  bank  now  faces  a  host  of  copycat  rivals 


jBith  the  market  again  rewarding 
M  Internet  initial  public  offerings, 
f  Wit  Capital  Group  (witc)  counts 
i  stock  and  a  half.  That's  because 
which  pioneered  online  distribution 
ock  offerings,  is  not  only  an  Inter- 
jpo  but  also  a  play  on  the  broader 
<et  for  new  Internet-related  issues, 
stock,  which  was  priced  at  $9  on 
I  4,  limped  along  for  a  couple  of 
-cs  and  then  rocketed  to  a  high  of 
settling  down  to  31  '<  on  July  6. 
ut  Wit  faces  challenges.  While  it« 
■  has  been  heating  up,  so  has  com- 
tion  from  new  online  investment 
:s  such  as  E*Offering,  W.  R.  Ham- 
ht,  and  Wedbush  Morgan  Securi- 
E  InvestmentBank.  There's  also 
petition    from    other    investment 
a  that  distribute  ipos  through  their 
online  brokerage  arms,  such  as 
aldson,   Lufkin  &  Jenrette   Inc., 
•h  offers  DPO  shares  to  large  account 
Aers  at  nudirect  Inc.  Also,  Wit's 
ntegy  is  to  focus  on  Internet-related 
>|es,  so  it  could  be  doubly  hurt  by  a 
d\ng  in  that  volatile  sector. 
■d  why  the  stellar  stock  perfor- 
ce? Analysts  from  Bear,  Stearns  & 
and  Thomas  Weisel  Partners— two 
s  that  helped  bring  Wit  public — is- 
1  recommendations  on  June  2!*,  the 
Wit  came  out   of  its  quiet  period. 


Wit  also  got  a  boost  from  a  string  of 
successful  recent  IPOs.  Most  notable, 
Wit  was  co-manager  for  Juniper  Net- 
works Inc.  (jnpr),  which  began  trading 
on  June  24  at  $34  and  closed  on  July  6 
at  139& 

As  one  of  the  underwriters,  Wit 
profits  from  each  ipo,  although  the  firm 
won't  disclose  its  per- 
centage and  says  fees 
vary  depending  on  the 
deal.  But  because  Wit 
doesn't  act  as  lead  un- 
derwriter— ceding  that 
to  such  firms  as  Bear 
Stearns — it  does  not 
pocket  the  big  under- 
writing bucks.  "Our 
model  is  to  handle  the 
online  retail  distribution 
for  those  deals,"  says 
Susan  Berkowitz,  Wit's 
senior  vice-president  for  marketing. 

This  year  alone,  Wit  has  participated 
in  54  public  offerings — more  than  the 
39  it  did  in  all  of  1998  and  1997.  For  the 
first  quarter  of  1999,  its  revenues  were 
$3.9  million  vs.  $2  million  for  all  of  1998. 
But  its  losses  are  also  growing.  The  net 
loss  for  this  year's  first  quarter  was  $4.9 
million.  For  all  of  1998,  Wit  lost  $8.8 
million. 

Online  distribution  of  ipo  shares  to 
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average 

been  a  bumpy  road  for 

Wit.    In    May,   after   in- 
omplamed  about 
Wit's  first-come,  fh 

ed  method,  it  cre- 
ated a  window  of 
eral  hour.-,  in  which  all 
share  requests  are 
weighted  equally.  If  an 
issue  becomes  oversub- 
scribed during  that  pe- 
riod, Wit  uses  a  lottery 
system.  Wit's  goal,  says 
Berkowitz,  is  to  make 
the  process  "fair  and  eq- 
uitable" for  investors. 
Wit  has  some  of 
Wall  Street's  big  guns 
on  board.  Chairman 
and  Co-ceo  Robert  H. 
Lessin  was  previously  vice-chairman  at 
Salomon  Smith  Barney,  while  the  other 
Co-ceo  and  President,  Ronald  W  Read- 
mond,  was  vice-chairman  at  Charles 
Schwab  &  Co.  The  Director  of  invest- 
ment banking,  Mark  Loehr,  had  been 
head  of  equity  capital  markets  at  Sa- 
lomon Smith  Barney.  And  Goldman, 
Sachs  &  Co.  bought  a  22%  stake  in  Wit 
in  a  deal  announced  on  Mar.  29.  Post- 
ipo,  it  owns  about  13%.  'Writ  Capital 
has  a  wonderful  stable  of  talent,"  says 
David  Menlow,  president  of  ipo  Finan- 
cial Network. 

ROOM  FOR  MORE.  But  Wit's  competition 
also  has  talent.  E*Offering,  which  has  a 
deal  to  distribute  its  ipos  to  E*Trade 
(egrp)  customers,  is  run  by  Walter  W. 
Cruttenden  III,  founder  of  investment 
bank  Cruttenden  Roth  Inc.  W  R.  Ham- 
brecht  &  Co.  was 
launched  by  the  co- 
founder  of  Hambrecht  & 
Quist.  It  offers  OpenlPO, 
which  uses  an  auction 
process  to  sell  shares. 

dlj  recently  began 
competing  with  Wit  on 
Internet  ipo  underwrit- 
ing through  its  DLJdirect 
subsidiary.  "I  think 
there  will  be  many  ri- 
vals from  top-tier  in- 
vestment banks,  but 
there  is  room  for  several  players,"  says 
Brad  Sinrod,  president  of  lPO.com  Inc., 
which  provides  free  ipo  information. 

Wit  should  be  fortified  by  the  $79 
million  it  raised  in  its  ipo,  making  pos- 
sible acquisitions  and  strategic  deals. 
But  in  order  to  prevail  in  the  fast-grow- 
ing online  investment  banking  arena. 
Wit  will  have  to  use  all  of  its  wits. 

By  Amey  Stone,  with  Mania  Victors 
in  New  York 
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HEDGE  FUNDS 


THE  STOCK  WHIZ 
YOU  NEVER  HEARD  OF 

Low-key  Joe  DiMenna  scores  big  gains  at  Zwieg-DiMenna 


going  back  prior  to  1987  not  to  ex] 
ence  a  negative  year,"  he  says. 

In  1987,  when  the  market  eras 
Zweig  had  its  highest  net  return  ev 
58%.  And  just  last  year,  when  L 
Term  Capital  Management  blew  up 
the  average  return  for  large  h( 
funds  was  7%,  Zweig-DiMenna  wa 
about  26%.  No  wonder  well-heelec 
vestors  have  been  flocking  to  the  f 
Minimum  investment  is  $1  million 

The  fund's  stock-picking  formul 
about  as  simple  and  straightforwar 
a  hedge  fund  can  get.  It  invests 
marily  in  U.  S.  equities: 
stocks  on  both  the  long 
short  side.  There  are 
exotic  derivative  trade 
heavy  leverage.  "Zweig 
Menna  has  never  bl< 
up,"  says  Taub,  "bee 
they  don't  invest  in  co 
mamy  countries  like  s 
other  hedge  funds  do." 
DiMenna,  a  40-year 
former  high  school  el 
champ,  wears  few  of 
badges  of  hedge  fund  n 
agers:  no  Hermes  ties 
French  cuff  shirts.  The 
not  a  lot  of  hubbub  in 

ZWEIG-DIMENNA 
vs.  THE  S&P 


DIMENNA:  Last  year  he  earned  ynore  than  $50  million  at  his  hedge  fund 


On  WaD  Street,  where  name  recog- 
nition is  half  the  sizzle  and  people 
are  tripping  over  themselves  to 
get  on  tv,  Joseph  A.  DiMenna, 
co-founder  of  the  Zweig-DiMenna  part- 
nerships— the  fifth-largest  hedge  fund — 
is  about  as  low-key  as  you  can  get. 

"Joe  DiMenna  is  the  best  stock-pick- 
er no  one  has  ever  heard  of,"  says  Steve 
Taub,  editor  of  the  Individual  Investor 
Online  who  ran  Financial  World's  an- 
nual ranking  of  Wall  Street's  highest- 
paid  money  managers  for  12  years.  In 
1998,  for  instance,  DiMenna  was  near 
the  top,  earning  more  than  $50  million, 
according  to  Taub. 

LEAN  TEAM.  DiMenna's  better-known 
half  is  Martin  E.  Zweig,  the  market 
strategist  for  the  hedge  fund.  Zweig, 
who  sold  his  mutual  fund  company  last 
year,  remains  a  regular  on  the  popular 
TV  show  Wall  Street  Week.  But  it  is  the 


more  publicity-shy  DiMenna  who  almost 
single-handedly  calls  the  shots  on  trades 
worth  tens  of  millions  of  dollars  each 
day  for  the  $4  billion  portfolio.  DiMenna 
relies  on  a  remarkably  lean  research 
team:  two  longtime  partners,  Brenda 
Earl,  who  helps  manage  the  portfolio, 
and  Jeff  Perry,  who  specializes  in  risk 
arbitrage  and  short  selling.  They  are 
backed  up  by  only  five  other  research 
analysts. 

The  long-term  results  are  impressive: 
Zweig-DiMenna  has  had  a  15-year  an- 
nualized return,  after  fees,  of  25%,  vs. 
the  18.6%  annualized  total  return  for 
the  Standard  &  Poor's  500-stock  index. 
"They  have  been  one  of  the  top  ten 
performing  hedge  funds  over  the  last 
decade,"  says  Antoine  Bernheim,  editor 
of  www.hedgefundnews.com,  who  tracks 
hedge  fund  results.  "And  they  are  only 
one  of  two  hedge  funds  with  a  history 
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office,  either.  No  shouts  to  traders;  m 
trades  are  done  by  E-mail. 

But  DiMenna  is  quick  to  move  wl 
news  strikes,  even  when  there  is  a 
porter  in  his  office.  When  Earl  infor 
DiMenna  on  June  29  before  news  hit 
street  that  there  are  outages  on  eE 
Inc.,  an  Internet  auction  site  and  one 
the  fund's  larger  holdings,  DiMeii 
quickly  attempts  to  sell  a  quarter  of 
fund's  huge  position.  Within  three 
utes,  the  stock  is  down  five  points. 
Menna  pulls  most  of  the  order.  He  fe 
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There's  always  room  at  the  top. 

-Daniel  Webster 

What  makes  us  reach  for  the  stars?  What  makes  success  so  sweet?  For  over 

70  years,  our  business  has  been  helping  people  achieve  a  better  life.   We're 

American  General  Financial  Group.    50,000  men  and  women.    Over  $100  billion 

in  assets.    Helping  more  than  12  million  people  live  the  life  they've  imagined, 

with  retirement  services,  life  insurance,  and  consumer  loans. 

American  General.    Our  star  has  never  shined  brighter. 

Live  the  life  you've  imagined. 


American 

General 


Financial  Group 


9  American  General  Corporation,  www  agfg  com  or  1  (800)  AGC- 1111 
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The  Key  to  Retirement 

WEALTH 


:  Co-Published  with  MONY 


PLAN  SMART 


RETIRE 

RICH 

The  Book  Designed  to  Help  You 
Reach  Your  Retirement  Dreams 


♦  CtOK.l  l)  HHNNERJD  i.Lii.chFC 

►  STEPHEN  ARkAMSON.  CI  U,  ChFC.  CPC  ♦  BARRY  L.  RABINOVICH.  JU  AU' 

♦  STANHmJ  HILL.JD,  CLU  ♦  STEVEN  K.  RABINAW 


Make  your  retirement  dreams 
come  true  with  this  easy, 
step-by-step  guide  from  the 
financial  experts  at  MONY. 
No  matter  what  your  salary, 
business,  status  or  age, 
Plan  Smart,  Retire  Rich 
helps  you  maximize  the  tax 
breaks  and  planning  tricks 
that  make  for  a  well-funded, 
comfortable  retirement. 


Available  Everywhere  Books  are  Sold 
Visit  us  at  www.books.mcgraw-hill.com 
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The  Brightest  Ideas 
in  Business  Are  Just 


a  Click  Away ! 

Visit  the  new 

Business  Week 

conference 

websites  for  fast 

online  registration, 

schedules,  and 

latest  speaker 

information. 


SEPTEMBER  28,  1999 

The  1999  Business  Week 

CEO  Summit 

The  Waldorf-Astoria  Hotel, 

New  York  City 

http://conferences. 

businessweek.com/1999/ 

ceo 

SEPTEMBER  30,  1999 

The  1999  Global 
Convergence  Summit 
New  York  Marriott  Marquis, 
New  York  City 
http://conferences. 
businessweek.com/1999/ 
convergence 

DECEMBER  1-2,  1999 

The  4th  Annual  Business  Week 

Conference  on  the  Digital  Economy 

The  Fairmont  Hotel, 

San  Francisco,  CA 

http://conferences. 

businessweek.com/1999/ 

digital 
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the  market  has  overreacted.  He  sta. 
buy.  eBay  comes  back  on  the  Int< 
about  half  an  hour  later  and  the  sto 
bounds.  By  the  next  day,  the  st< 
an  additional  10  points. 

"Joe  has  one  of  the  most  fie 
minds  on  Wall  Street,"  says  his 
ner,  Jeff  Perry.  "He  could  be  lo 
stock  one  day  and  short  the  i 
Where  people  make  mistakes  is  wh 
becomes  a  personal  fight  for  them 
they  stay  too  long." 

But  it  isn't  just  individual  stocks 
matter,  it's  also  macro  issues.  In 
after  a  strong  first  half  with  the  fun 
more  than  30%,  Zweig  and  DiM 
decided  to  hedge  the  portfolio  by  s< 
many  stocks  and  adding  to  their  s 
position.  It  was  a  prescient  call 
"BEST  MOVE."  Recently,  some  of  th< 
winners  are  Liberty  Media  Group 
Enron.  Iridium  World  Communicat 
Ltd.,  a  satellite  phone  system,  has 
one  of  their  successful  short  positioi 

Finding  good  stocks  is  about  jud 
future  perception,  says  DiMenna. 
cording  to  Keynes,  if  you're  goin 
bet  on  who's  going  to  win  in  a  be; 
contest,  don't  bet  on  who  you  thin 
most  beautiful,  but  who  you  believe 
judges  think  is  most  beautiful." 

If  beauty  is  in  the  eye  of  the  beho 
than  the  market  must  be  a  heart-sto] 
for  DiMenna.  The  son  of  an  elemeni 
school  principal  and  nurse,  he  has  1: 
passionate  about  his  focus  since  he 
13.  In  1976,  s  a  finance  stu'dent  at  F 
field  University,  in  Fairfield,  Conn 
penned  letters  to  Zweig,  whom  he 
never  met,  sharing  with  him  some 
vestment  ideas.  His  precociousness  \ 
off:  Zweig  hired  him  sight  unseen  i 
summer  employee.  "It  was  one  of 
best  moves  I've  ever  made,"  says  Zw 

In  1984  the  two  decided  to  stai 
hedge  fund  with  $2.5  million.  "I  di< 
know  enough  at  age  25  to  be  as  sea 
as  I  should  have  been,"  says  DiMer 
For  years,  he  worked  more  than  1 
hour  weeks.  Now  married  and  an  a 
horseback  rider  in  his  off  hours,  he 
a  bit  more  time  to  reflect. 

When  Zweig-DiMenna  came  on 
scene  more  than  15  years  ago,  th 
were  a  handful  of  hedge  funds.  To( 
there  are  thousands.  DiMenna  suspe 
that  future  volatility  and  a  downwi 
trend  in  the  market  could  be  troul 
some  for  many  of  the  newer  playe  'Of 
"I  think  a  lot  of  people  are  very  in 

perienced And  when  a  downt 

comes,  it's  a  hard  time  to  figure 
how  to  be  short  and  how  to  be  hedge 

If  1987  is  any  guide,  it  should  b< 
no-brainer  for  Zweig-DiMenna. 

By  Debra  Sparks,  in  New  Yc 
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eSALES  .  eMARKETING  .  eSERVICE 


Siebel  and  Sun  arc  raising  the  bar 

or  Internet-based  salts,  marketing, 

and  customer  service  solutions." 


^Sun 

microsystems 

We're  the  d«t  in.com' 

Ed  Z  a  n  d  t  r 

President  and  COO, 

Sun  Microsystems,  Inc. 

"While  other  vendors  talk, 

Siebel  delivers  Internet-based 

solutions." 


K 


* 


IIAMBRECHT  &  QUIST 

tvestment  Banking  for  the  New  Economy 

Crist  in  a  Morgan 

Ma.na.Qng  Director, 

Hambrecht  &  Quist 


"We  standardized  on  Siebel 

software  for  our  sales  and 

business  development  activities. 

We  are  excited  about  their  new 

Web-based  products." 

Charles  Schwab 

Charles  Schwab 

(  hairman  and  Co-CEO, 

The  Ouulcs  Si hwab  Corporation 


"Thousands  of  MCI  WorldCom 

sales  and  service  representatives  are 

now  able  to  better  serve  millions  of 

customers  every  day  as  a  result  of 

MCI  WorldCom  standardizing  on 

Siebel's  Web-based  products." 


-+■- 


MCI  WORLDCOM 

Omar  Leeman 
President  Business  Operations, 

MCI  WorldCom 


tirely  Web-based,  Siebel  99  is  without 
st  ion  the  single  most  comprehensive 
front  office  solution  available." 


IANKEEVj 


Harry  Tse 

Directoi  Enterprise  Applications, 

The  Yankee  Group 

"Siebel  fully  supports  Internet 
self-service  and  eCommcrce." 

Novell 

Eric  Schmidt,  PhD 
Chairman  and  l  I 
Novell 


Siebel  is  the  leader  in  Web  based  sales, 
marketing,  and  customer  service  applications 


A 


"Siebel  System's  Internet-based 

applications  empower  our 

employees  and  our  customers  with 

up-to-the-minute  information." 

Banc  of  America  Securities  LLC 

Bankof America    ^^ 


Andersen 
Consulting 

George  Shaheen 

Managing  Partner  and  CEO, 
Andersen  Consulting 

"Siebel  99  offers  a  fully  Web-based 

product  that  can  be  accessed  anywhere 

via  a  Web  browser." 

H&BancBoston 
Robertson  Stephens 

Eric  B.  Upin 

Sr.  Software  Research  Analyst  and  Managing  Director, 

BancBoston  Robertson  Stephens 

"Siebel  delivers  a  full  suite  of 

Internet-enabled  sales,  marketing, 

and  customer  service  solutions  that 

customers  can  buy  and  deploy  today." 

Aberdeen  Group 


Lew   Coleman 

Chairman, 

Bam  o]  America  Se<  urines  LLC 


Hugh  Bishop 

Vice  President,  Customer  Information  Systems, 

Aberdeen  Group 

"Siebel's  Web-based  products  have 
completely  redefined  eBusiness." 

/room 

HiroSataki 

President, 
Itochu-Techno  Scien 


or  more  information,  visit  us  at  www.siebel.com  or  call  1-800-273-9913  ext.  102013 


The  Leader  in  Front  Office  eBusiness 


SAN  MAI  EQ    •    CHII  AGO    •   BOSTON    • 

■ 


NEW   YORK    •    LOS  ANGELES    •    LONDON    •    SYDNEY    •    PARIS    •    MUNICH    •    TOKYO    •    MEXICO   CITY 
Siebel  1]  i  :  'mark  of  Siebel  System  tnt    All  other  product  names,  marks,  and  logos  may  be  trie  trademark*  of  then  respective  owners. 


The  Workplace 


COMMENTARY 


By  William  Echikson 


ITS  EUROPE'S  TURN  TO  SWEAT  ABOUT  SWEATSHOPS 


The  charges  were  explosive.  Girls 
as  young  as  14  were  forced  to 
toil  for  70  hours  or  more  each 
week.  They  could  go  to  the  toilet 
only  two  times  a  day,  with  a  day's 
wage  deducted  if  they  stayed  more 
than  three  minutes.  Management 
conducted  regular  pregnancy  tests 
and  dismissed  expectant  workers. 
Union  supporters  were  fired. 

When  German 
members  of  the 
Clean  Clothes  Cam- 
paign learned  last 
summer  that  the  El 
Salvador  factory 
produced  clothes 
for  sportswear  gi- 
ant Adidas-Sa- 
lomon, they  leaked 
the  news  to  a  Ger- 
man television  sta- 
tion. In  response, 
Adidas  pressured 
the  factory's  owner, 
Taiwan-based  For- 
mosa Textile,  to  not 
hire  workers  under 
16,  cut  mandatory 
overtime,  and  end 
the  pregnancy 
tests.  "Our  brand  is 
associated  with  high  ideals  such  as 
commitment  and  honesty,  and  con- 
sumers need  to  be  sure  that  these 
words  apply  to  our  supply  chain  as 
well  as  the  sports  arena,"  says  David 
Husselbee,  Adidas'  director  of  social 
and  environmental  affairs.  Husselbee 
himself  is  a  Save  The  Children  veter- 
an who  fought  child  labor  production 
of  soccer  balls  in  Pakistan  before 
Adidas  hired  him  in  January  to  nego- 
tiate with  Clean  Clothes. 
PANGS  OF  CONSCIENCE.  For  years, 
European  apparel  makers  such  as 
Adidas  have  gotten  away  scot-free 
while  Nike  and  other  U.  S.  rivals  have 
been  pounded  by  sweatshop  charges. 
Now,  activists  are  mounting  the  same 
kind  of  campaigns  against  European 
brands.  As  in  the  U.  S.,  the  pressure 
comes  from  exposure  of  dangerous 
working  conditions,  both  in  Asia  and 
closer  to  home  in  Eastern  Europe. 

The  European  movement  is  a  wel- 
come development.  As  Europe  opens 
its  doors  to  global  goods,  consumers 


are  buying  clothes  made  in  sweat- 
shops from  Mauritius  to  Moldova — 
and  feeling  pangs  of  conscience  when 
they  hear  about  it.  Their  growing 
concern  heightens  the  odds  that  labor 
standards  will  improve.  Together,  the 
U.  S.  and  Europe  account  for  some 
40%  of  global  apparel  consumption, 
according  to  the  European  Textile 
Assn.  If  both  adopt  similar  standards, 


it  could  slow  the  cutthroat  competi- 
tion that  keeps  wages  and  working 
conditions  at  rock  bottom  around  the 
globe.  Moving  in  that  direction,  on 
July  7,  Adidas  joined  the  Fair  Labor 
Assn.,  a  U.  S.  anti-sweatshop  group. 

So  far,  most  European  apparel 
companies  have  vacillated  between 
conciliation  and  confrontation.  Sever- 
al are  adopting  new  codes  of  conduct 
for  minimum  labor  conditions — and 
demanding  that  their  subcontractors 
adhere  to  them.  But  most  employers 


The  Clean  Clothes 

campaigns  may  prod 

Europe  and  the  U.  S. 

to  adopt  similar 

labor  standards 


also  are  resisting  demands  for  inde 
pendent  monitoring  and  big  wage  i 
creases,  which  they  fear  could  pric 
them  out  of  the  market.  "We  must 
be  responsible,  but  also  pragmatic,' 
says  John  Greene,  the  head  of  cod' 
of  conduct  for  c&A  in  Brussels,  one 
Europe's  largest  clothing  retailers 
The  Clean  Clothes  Campaign  sti 
ed  in  1990  with  a  drive  against  c&A 
but  only  gained  mi 
mentum  in  the  pasj 
year  or  two.  Since 
1997,  human  rights! 
labor,  and  religious 
groups  have  forme 
a  loose  alliance  un- 
der the  Clean  Cloth 
banner  and  have 
opened  nine  branc 
es  across  Europe. 
VULNERABLE.  The 
fiance's  primary  t; 
tic  is  to  pressure 
companies  through 
exposes.  In  1998, 
Clean  Clothes  orga- 
nized a  "people's 
court"  in  Brussels 
that  put  c&A  on  th 
hot  seat  for  allowin 
a  Zimbabwe  suppfi 
to  suppress  unions.  Greene  dismisses 
the  episode  as  a  kangaroo  court. 
Swedish  activists  have  homed  in  on 
their  country's  hippest — and  therefort 
most  vulnerable — retailer,  Hermes  & 
Mauritz,  which  has  550  stores  in  12 
countries.  Clean  Clothes  also  helped 
Italian  journalists  to  uncover  charges 
that  Benetton  subcontractors  in 
Turkey  used  child  labor.  The  Italian 
garment  maker  denies  the  charge. 

Clean  Clothes  hopes  to  ratchet  up 
the  pressure  with  high-profile 
protests  at  next  year's  European  soc- 
cer championships.  It  also  is  investi- 
gating subcontractors  in  Romania 
and  Bulgaria. 

Such  initiatives  can  be  painful  for 
executives.  But  if  the  anti-sweatshop 
movement  takes  hold  in  Europe  as  it 
has  in  the  U.  S.,  employers  may  find 
they're  better  off  if  they  all  sign  on 
to  higher  standards. 


Echikson  writes  about  Europe  from\ 


Brussels. 
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Certified   P  r  /.  -  Own  e  d  Lexus 


'  "VW 


3  YKARS/1  ()(),()()()  MILKS. 
^OBVIOUSLY,  WE'RE  NOT  AFRAID   OF  COMMITMENT 


This  could  be  the  beginning  of  a  long  and  beautiful  relationship.  Lexus  is  proudly  offering  a  very  committal 

3-year/100,0Q0-total-vehicle-mile  limited  warranty  on  every  Certified  Pre-Owned  Lexus.  Not  only  that, 

but  a  rigorous  128-point  inspection  and  our  generous  Customer  Care  Package"'  that  includes  amenities 

like  24-hour  Roadside  Assistance,  new-car  financing  rates'  and  a  free  loaner  car  with  qualified  repairs. 

The  ultimate  marriage  of  convenience?  Definitely.   Take  the  plunge  and 


>    CERTIFIED 


test-drive  a  Certified  Pre-Oumed  I  exus  today.  Only  at  your  Lexus  dealer.       only  at  your  lexus  dealer 

lexuscpo.com 

1998  /n»,.  ,i  Division  ■<!  Toyota  Ifetoi  Solos,  I  S.A.,  Int.  Lexus  rtminds  you  to  meat  uotbelts,  lecurt  children  in  not  teat,  obey  nil  tpeed  Ian  -  and  ilnte  respons 
'St*  four  participating  Ltxus  <lr<iln  im  details  on  thr  Loots  Certified  Pre  Owned  Customer  Cart  I'm  kag*  including  the  limited  warrant)  and  Roadsidi   \  ■  ■ 

Financing  available  tt>  qualified  customers  thr<itt#h  Ltxus  Financial  Sen  ices. 


The  Corporation 


EXECUTIVE  SUITE 


THE  EMPTY  SPACE 
AT  PARK  PUCE 


With  its  tough,  respected  CEO  out  sick,  the  casino  company's  investors  are  nervous 


Even  in  an  era  of  hyperactive  chief 
executives,  Arthur  M.  Goldberg 
stands  out  as  particularly  ener- 
getic. At  6  feet,  1  inch  and  180 
pounds,  the  57-year-old  ceo  of  casino 
operator  Park  Place  Entertainment 
Corp.  is  an  avid  jogger  and  weightlifter 
who  as  recently  as  five  years  ago 
worked  out  with  the  Rutgers  Univer- 
sity football  team.  So  it  came  as  a 
shock  to  investors  when  news  filtered 
out  in  early  June  that  Goldberg  was 
confined  to  the  third  floor  of  the  ex- 
tended-care unit  of  Baltimore's  Johns 
Hopkins  Hospital  with  what  his  com- 
pany says  was  a  lingering  "respiratory 
infection."  When  the  stay  stretched  to 
three  weeks,  worries  about  Goldberg's 
health  pushed  Park  Place's  stock  price 
down  5%,  helping  to  reverse  a  50% 
rise  since  December. 

The  ceo's  extended  absence 
couldn't  have  come  at  a  worse 
time  for  Park  Place,  a  seven- 
month-old  spin-off  from  Hilton 
Hotels  Corp.  Goldberg  is  the 
mastermind  behind  its  plan  to 
become  the  largest  and  most 
diverse  gambling  company  in  the 
U.  S.    Even    as    Goldberg 
rested  at  Johns  Hopkins, 
his  chief  financial  officer, 
Scott  A.  LaPorta,  was 
hustling  to  line  up  fi- 
nancing     for      Park 
Place's  $3  billion  all- 
cash  bid  to  buy  the  Cae 
sars    casino    operations 
from  Starwood  Hotels  & 
Resorts.  Before  Goldberg's 
illness,  Park  Place  planned 
even    more    acquisitions. 
And  the  whole  strategy  is 
built    around    Goldberg's 
proven  abilities  to  wring 
excess  costs  from  casinos. 
"There  is  never  a  good  time 
for  a  ceo  to  get  sick,"  says 
one  investor  who  holds  a  large 
stake  in  Park  Place.  "We're  not  wor- 
ried yet,  but  if  he  stays  out  much 
longer,  we're  gonna  get  veiy  antsy." 
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Company  officials  deny  that  Gold- 
berg's hiatus  poses  any  long-term  im- 
plications. He  returned  to  his  home  in 
New  Vernon,  N.J.,  on  June  30,  and 
company  officials  say  he's  getting  better. 
business  week  was  initially  told  that 
Goldberg  would  be  available  for  an  in- 
terview, but  it  was  canceled.  Insiders 
now  say  Goldberg  is  not  expected  back 
at  the  company  until  late  July.  In  his 
place,  four  well-seasoned  executive  vice- 
presidents  have  taken  on  his  responsi- 
bilities: Clive  S.  Cummis,  a  longtime 
casino-industry  lawyer;  Wallace  R.  Barr, 
who  runs  the  Atlantic  City  and  Missis- 
sippi casinos;  Mark  Dodson,  who  runs 
the  Las  Vegas  operations;  and  cfo  La- 
Porta. Hilton  Hotel  ceo  and  president 
Steve  F.  Bollenbach,  Park  Place's  non- 
executive chairman, 
checks  in  once  a 
week  or  so. 

None      of 


ATLANTIC  CITY 

Needs  to  boost  marketing 
in  a  competitive  market. 
Earnings  at  Bally's  P 
-e  fell  11%  - 


GOLDBERG 

The  chiefs 
turnaround 
formula: 
Watch  costs 
like  a  hawk 


PARK 
PUCE  UPS 
THE  ANTE 


Goldberg's 
operating 
execu- 


ARS 

ce  will  pay  $3 
r  Starwood  Hotels  & 
esorts'  casinos,  promising  $50 
"Ion  in  savings.  C  ' 


LAS  VEGAS 

Adding  glitzy,  $760 

lillion  Paris  casino  in 

eptember.  But  it  needs  to 

spruce  up  older  Bally's  Las 

Vegas  and  Flamingo  Hilton 

to  avoid  cannibaliz' 


tives  have  his 
dentials  as  a  t< 
taskmaster, 
ever.  A  trial 
yer,  Goldberg 
came     a     mi 
league     takec 
artist  in  the 
1980s  after  se 
his  family's  tr 
ing   busine 
Transco  Group 
Leaseway  Tr; 
portation  Co. 
developed  a  sin 
turnaround  for 
la:  watch  costs 
a  hawk.  Goldbe 
approval  is  still 
quired     for 
check    for    m 
than  $5,000,  and  he  can  be  seen  jotl 
down  wasteful  expenses  on  the  bad 
an  envelope  as  he  tours  his  propert 
Says  Jason  N.  Ader,  an  analyst  at  B 
Stearns  &  Co.:  "Arthur  instills  a  < 
tain  level  of  fear,  I  think,  in 
executives." 
SIZE    MATTERS.    Goldbei 
greatest  test  came  in  1£ 
after  he  bought  5.4% 
nearly     bankrupt     Bs 
Manufacturing  Corp. 
$15  million.  He  cut  ov 
head    to    $5.7    mill: 
from  $38  million,  sell 
off  private  jets,  clos 
the    executive    dini 
room,  and  spinning 
the  Jack  LaLanne, 
Tanny,  and  other  heal 
club   chains.   By    19! 
Bally's  operating  eai 
ings  were  up  25%  ov 
the  previous  year,  to  $2 
million. 
Still,  Bally  was  a  sm 
player  in  an  industry  whe 
^    size  matters.  The  name  of  t , 
game  is  to  have  the  most  casin1(. 


in  Las  Vegas  or  Atlantic  City  so  th 
gamblers  out  on  the  town  never  str 


This  Isn't  The  Only  Tool  You'll  Need 
To  Get  Ready  For  Retirement 


With  all  due  respect  to  your  golf  game, 
American  Century  Investments  has  other 
useful  tools  to  help  you  plan  a  successful 
retirement.  We  can  also  help  guide  you 
through  the  entire  process,  and  tell  you 
""i  PbpCi  about  our  complete  selection 
of  mutual  funds.  Just  call 
^^  our  team  of  Rollover 

■     *  Specialists  toll-free  at 

1-888-345-2441,  and  be 
sure  to  ask  about  our  free 


( 


Retirement  Planning  Tools.  For  example, 
our  rollover  video  and  planning  guide  can 
help  you  avoid  losing  up  to  40%  of  your 
retirement  money  in  penalties  and  taxes. 
To  help  minimize  the  tax  bite  after  you 
retire,  order  Taming  Taxes  In  Retirement. 
To  estimate  how  long  your  money  might 
last,  ask  for  our  free  Retirement  Calculator. 
Call  today  to  order  the  retirement  tools 
that  are  more  valuable  than  anything  you'll 
take  to  the  country  club. 


iMM  OSk  lor  a  prospectus  with  more  complete  information,  including  charges  mill  expenses.  Be  sure  to  rentl  it  carefully 
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Goldberg  cut  costs  at  Bally's/Hiltoi 
casinos  by  nearly  $70  million 


to  a  competitor.  So  Goldberg  went  shop- 
ping, talking  to  both  Circus  Circus  and 
Caesars  World  Inc.  In  1996,  Bally  was 
purchased  by  Hilton,  and  Goldberg 
wound  up  as  president  of  the-combined 
$2.6  billion-a-year  casino  operations.  He 
cut  nearly  $70  million  in  costs — roughly 
twice  what  Wall  Street  expected.  Di- 
versifying the  Las  Vegas  Hilton,  the 
worst-managed  of  Hilton's  casinos,  away 
from  a  policy  that  catered  primarily  to 
Asian  high  rollers,  he  opened  its  four 
15,000-square-foot  Sky  Villa  suites  to 
more  customers  and  renovated  the 
stodgy  casino  to  lure  more  locals.  This 
year,  cash  flow  at  the  casino  is  expected 


to  hit  $58  million,  double  the  1997  level. 
But  when  the  Hilton  casinos  were 
spun  off  last  December,  Goldberg  re- 
turned to  his  true  love:  buying  compa- 
nies. Insiders  say  he  named  the  new 
company  Park  Place  because  it  repre- 
sents a  key  space  on  the  board  of  his  fa- 
vorite game,  Monopoly.  In  the  past  year, 
Goldberg  paid  $895  million  in  stock  and 
assumed  debt  to  purchase  Grand  Casi- 
nos, which  gives  Park  Place  three  casi- 
nos in  Mississippi,  the  hot  new  gam- 
bling region  in  the  Gulf  of  Mexico. 
WIDE  FOOTPRINT.  The  Caesars  acquisi- 
tion, meanwhile,  will  give  Park  Place 
arguably  the  best  brand  name  in  the 
casino  business.  It  would  control  three 
of  the  four  corners  in  Las  Vegas'  most 
profitable  intersection  and  15%  of  the 
Strip's  casino  space.  In  Atlantic  City, 
Caesars  sits  next  to  Park  Place's  other 
two  properties,  Bally's  Park  Place  and 
the  Atlantic  City  Hilton,  giving  the  com- 
pany 28%  of  that  city's  floor  space. 
That's  second  only  to  Donald  J.  Trump's 
three  casinos,  which  control  30%.  Says 
Los  Angeles  gambling  consultant  Saul  F. 
Leonard:  "[Park  Place]  would  have  a 


lock  on  a  lot  of  valuable  real  es 
Add  to  that  the  challenge  of  m 
ing  Park  Place's  own  Las  Vegas 
project:  In  September,  the  compai 
scheduled  to  open  Paris,  a  2,900-r 
$760  million  French-themed  casino 
inated  by  a  half-scale  Eiffel  Tower, 
was  built  for  far  less  than  the  S 
other  theme-based  behemoths, 
routinely  inn  $1  billion  or  more.  It 
siphon  business  from  the  older,  p 
cally  attached  Bally's  Las  Vegas 
no,  whose  operating  earnings  fell  4 
the  most  recent  quarter.  Or,  with 
rooms  priced  higher,  using  a  sh 
reservation  system,  the  two  cai 
could      complen 
each  other. 
WRITE-OFFS.  Wit 
a  healthy  Goldbei 
crack  the  whip, 
mix  could  prove 
wieldy.  Caesars' 
nos  are  plaguec 
highly  volatile 
ings.  Last  year,  o 
ating  earnings  v 
up  25%,  to  $318 
lion.    But    in    1 
they  fell  23%,  mc 
because*  of  write- 
for  bad  debts  fj 
those  Asian  high  rollers.  The  Atla 
City  casino  spends  so  much  money 
viding  free  food  and  lodging  to  wea 
gamblers  that  last  year,  it  had  a  ! 
cash-flow  margin,  compared  with  ! 
for  Bally.  Park  Place  pledged  to  cu 
much  as  $50  million  in  costs  by  con! 
dating  purchasing,  laundry,  and  ot 
joint  operations  with  those  of  other  F 
Place  properties.  Then  Goldberg  got  s 
Of  course,  Park  Place  isn't  the  f 
casino  giant  that  has  been  dealt  a  d 
cult  hand.  Other  casino  developers, 
pecially  Mirage  Resorts,  have  taken 
on  Wall  Street  recently  as  lavish  th( 
casinos  suck  business  away  from  tl 
older  properties.  Mirage's  stock  pi 
has  tumbled  by  about  40%  since 
end  of  April. 

Clearly,  this  is  a  business  where  e' 
the  best  get  burned  when  they  tj 
their  eyes  off  the  business  for  very  li 
That's  what  is  making  some  Park  P 
investors  nervous.  And  if  Goldb 
doesn't  return  soon,  Bollenbach  and 
er  company  backers  may  have  li 
choice  but  to  reshuffle  their  deck. 
By  Ronald  Grover  in  Los  Angi 
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We  compete  in  global  markets, 
we  need  fast  solutions, 
we  need  reliable  equipment. 

That's  why  we  use  TANDBERG 
videoconferencing 


Paul  Gormont  -  President,  Apertures,  Inc. 


True  Visionary  Solutions 


TANDBERG  Trade-In  Program 

Trade  in  your  current  equipment  and  get  up  to  50%  off  a  new  TANDBERG 
videoconferencing  solution.  Call  for  details.* 

1.800.538.2884 


reliability .  ease  of  use .  quality .  value 


www.tandbergvision.com 

"Restrictions  may  apply.  For  a  limited  time  only. 

For  More  Information  Circle  Free  Product  Info  No.  94 
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United  States 

TANDBERG 
Reston,  VA 
Tel:  703  709.4281 

Canada 

TANDBERG 
Montreal,  Quebec 
Tel:  514  748.5224 

Europe  &  Asia 

TANDBERG 
Oslo,  Norway 
+47-67-125-125 
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btings  are  a  <  i  u<  ial  pari  oi  today's 

siness  environment.  And  .is  global 

ition  increases,  .is  companies  estab 

i  .1  presence  in  local  and  remote 

rkets,  as  enterprises  find  it  expedi- 

't  to  tap  into  resources  scattered 

iund  the  globe,  and  as  many  corpo- 

ioiis  implement  telecommuting 

(grams  to  meet  local  mandates 

He  improving  their  employees' 

I  ility  of  life,  the  need  for  meetings  is 

I  reasing. 

Executives  at  many  companies  are 

[covering  that  today's  electronic 

liferencing  tools,  as  well  as  the  ub- 

itous  Internet,  give  them  the  ability 

,have  productive  meetings  without 

need  and  expense  of  travel.  And 

fundamental  change  that  is  rock- 

L.  the  conferencing  and  collabora- 

n  industry  is  that  users  are  finding 

It  it's  not  just  about  intra-company 

[etings  anymore. 

Electronic  meetings  are  proving  to 

:a  cost  effective,  highly  efficient 

lians  for  communicating  with  cus- 


tomers, vendors,  and  corporate  part 
new  as  well  .is  tor  distance  education. 

In  fact,  the  new  electronic  meeting 
tools  make  it  possible  lor  sales  and 
marketing  to  establish  a  higher  level 
of  customer  intimacy,  at  lower  costs. 
Indeed,  many  believe  that  sales  calls 
are  the  "killer  app"  for  electronic 
meetings  and  videoconferencing.  For 
more  information  on  products  and 
applications  of  teleconferencing, 
check  out  the  TeleSpots  section  of 
www.telespan.com. 

Electronic  Meetings  — 
Technologies  and  Benefits 

With  the  wealth  of  products  now 
entering  the  markets,  it's  easy  to  get 
confused  about  what  technologies  are 
driving  what  applications  and  how 
new  products  fit  into  the  big  picture. 
You  may  find  it  helpful  to  think  about 
these  products  and  technologies  as 
falling  into  three  categories. 

Conferencing  (telephone-like) 
enables  two-way,  real-time  communi- 


ectron:  Industrial  Strength  Distance  Learning 


oectron  Corporation  (Tulsa,  OK) 
a  value  added  reseller  of 
Dftware  for  healthcare 
roviders.  Spectron  specializes 
i  supporting  small  and  rural 
ospitals  in  Kansas,  Minnesota, 
klahoma,  and  several  other 
lid-Western  states.  Spectron's 
jftware  is  bundled  with  a  full 
implement  of  installation  and 
jpport  services,  but  clients 
ust  pay  for  any  onsite  costs 
;sociated  with  travel  and 
<penses  for  Spectron  trainers, 
scently  Spectron  enhanced 
s  product  line  by  offering 
jstomers  training  via  videocon- 
rence.  The  company  bought  a 
my  Mini  1000  small  group 
/stem  for  the  headquarters  and 
commends  that  customers  get 
DN  service  if  they  don't  already 
we  it  for  telemedicine  and  buy 
Sony  DMS  1000  desktop-based 
'stem  for  this  program.  Accord- 
|  g  to  Lisa  Simpson,  Spectron's 
iplementation  manager, 
he  Sony  DMS  is  easy  to  set 


up  and  after  that,  we  do  the 
software  training  via  video. 
This  saves  wear  and  tear  on  our 
trainers;  it  also  saves  us  and  the 
customers  travel  expenses. 
Payback  is  very  quick.  But  even 
more  important,  the  video-based 
training  is  more  effective.  If  we 
go  on-site,  we  usually  give  a  four 


to  five  day  course  which  really 


Is 


saturates  the  students.  We  have 
to  do  this  to  justify  the  travel 
time  and  expense.  With  video, 
we  can  break  the  course  down 
into  four  or  five  one-day  ses- 
sions spread  out  over  time  and 
the  students  find  it  easier  to 
learn.  Video  really  lets  us  do  a 
better  job."  One  of  the  key 
requirements  for  Spectron  was 
a  low  cost  videoconferencing 
system  that  would  handle  data 
sharing  readily.  Adds  Simpson, 
"We  need  to  be  able  to  walk  the 
student  through  our  software  a 
screen  at  a  time  and  to  see  what 
they  are  doing.  PC-based  video- 
conferencing fits  the  bill  nicely." 


cations.  Conferencing  includes  both 

audio  (..ills  and  videoconl  .ui<l 

may  involve  more  than  two  participants 
it  ,i  multipoint  bridge  or  bridging  ser 
vice  is  used.  The  latest  generation  oi 
conferencing  equipment  -  set-top 
appliances  and  PC-based  conference- 
room  systems  designed  for  departmen- 
tal conference  rooms  and  remote  offices 
-  has  really  set  the  industry  on  fire. 
These  devices  are  easier  to  install,  oper- 
ate, and  manage  than  ever  before,  even 
by  non-technical  personnel.  And  they 
are  compatible  with  the  installed  base 
of  room  systems.  The  result:  large  com- 
panies with  some  videoconferencing 
gear  already  deployed  now  find  that 
they  can  extend  the  technology  deeper 
and  broader  within  their  corporation; 
small  companies  that  have  been  unable 
to  justify  conferencing,  or  have  been 
unable  to  afford  traditional  room  sys- 
tems, now  find  that  these  appliances  are 
well  within  their  budgets.  Major  bene- 
fits include  improved  corporate-wide 
communications,  better  teamwork  and 
coordination  for  distributed  project 
teams,  reduced  decision-making  times, 
and  reduced  travel  expenses. 

Broadcasting  (TV-like)is  real-time 
broadcasts  (audio  and  video)  to  all  or 
many  on  the  fretwork.  Broadcasting 


Videoconferencing  with  Sony's 
computer-based  5100  system. 
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Want  To  Be  More  Productive? 


You  Need 

Contact; 


INTRODUCING  CONTACT  VIDEOCONFERENCING  FROM  SONY 


You  get  it  all  for  just  $4,995. 

Plus  a  Sony  TV  at  no  additional  charge. 


inia 
ami 

IS  |i| 

npari 

fm  at 
iset 
to  any  W .  And  at  under  $5,000,  almost  anyone  can  afford  one  rk 

Not  only  that,  buy  a  Sony  Contact  system  between  June  1, 1999  '! 

|)let 
and  October  31,  1999  and  youll  get  a  27"  (viewable  area  ( 

measured  diagonally)  Sony  Trinitron®  Color  TV  at  no  additional  5 

the  size  of  a  notebook  computer,  so  it  can  easily  be  set  up     charge — a  $649*  value.  So  if  you  want  to  be  more  productive,  J;; 

anywhere.  There  are  only  a  few  cables,  so  it  connects  in  minutes     why  are  you  still  sitting  there?         ^_v^  ^m^ 

Make  Contact  at  1-800-472-SONY,  ext.  CONTACT  •  www.sony.com/videoconference         ^^  V^  XN    X 

01999  Sony  Electronics  Inc.  All  rights  reserved.  Reproduction  in  whole  or  in  part  without  permission  is  prohibited.  Features  and  specifications  subject  to 
change  without  notice.  Sony,  Contact  and  Trinitron  are  trademarks  of  Sony.  "Suggested  list  price-  *  Through  video  inputs. 


Sure,  you  can  be  more  productive  by  using  videoconferencing.  But 
how  do  you  get  past  the  price,  size  and  complexity?  You  get  a 
Contact  system  instead.  This  new  videoconferencing  system  from 
Sony  changes  everything.  Ifs  a  self-contained  unit  thafs  about 
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ikers  Trust:  Extending  the  Network 


ikers  Trust  is  a  worldwide  financial 
vices  organization.  The  company 

been  using  traditional  group 
eoconferencing  systems  for  over 
years  and  now  has  approximately 
)  room  systems  deployed  around 

globe.  Recently,  the  company 
tailed  35  Polycom  ViewStations, 
eoconferencing  appliances  that 
meet  to  an  ordinary  TV  but  use 
ital  phone  connections  and  high 
formance  hardware  to  deliver  top 
ility  audio  and  video.  According  to 
liel  Hochstein,  vp  of  video  confer- 
:ing  and  audiovisual 
vices  at  Bankers  Trust, 
e  Polycom  ViewStation 
.  become  the  company 
ndard  for  videoconfer- 


encing. We  do  a  lot  of  face-to-face 
meetings  as  well  as  remote  presen- 
tations. The  major  benefit  of  the 
videoconferencing  gear  is  the  savings 
on  travel  time.  Saving  on  travel  costs 
is  nice  too,  but  secondary.  The  low 
cost  of  the  ViewStation  equipment 
means  we  can  justify  deploying 
videoconferencing  gear  in  more 
locations,  even  some  of  our  smaller 
offices.  The  ViewStation  is  very 
versatile  with  great  quality  video, 
and  of  course  it  can  talk  to  any  of 
our  older  room  systems." 


I 


ically  takes  place  over 

llite  TV  networks,  pri- 
I ;  video  networks,  and 
[data  networks.  In  the 
I  a  world,  a  technology 

wing  in  importance  is 

Iticasting,  which  is  the 

very  of  a  single  stream 

nformation  to  many 

Riple  (subscribers)  on 
network,  as  op'posed  to  everyone 
the  net.  When  more  than  a  few 
|  (pie  are  involved,  multicasting  is  a 
\  1  step  to  conserving  bandwidth  on 
i  Kporate  network.  The  alternative 
i  inicasting,  which  sends  a  separate 
s  am  of  packets  to  each  receiver  and 
i  s  up  much  more  network  re- 
s  rces.  Casting  technology  allows 
q  ipanies  to  take  a  live  video  stream 


The  Polycom  ViewStation  connects  to  an  ordinary 
TV  set  and  uses  a  digital  phone  connection. 

Briefings  (VCR-like)  are  personal, 
one-on-one  video  (or  audio)  briefings. 
Briefings  use  unicasting  technology,  so 
each  user  has  VCR-like  control  over  the 
content  -  fast  forward,  pause,  rewind, 
etc.  In  a  corporate  environment,  con- 
tent is  saved  on  a  special  computer 
known  as  a  streaming  server  and  users 
can  access  the  stored  materials  over  the 
corporate  LAN  at  their  convenience. 
|t   11  any  source,  digitize  the  stream      This  use  of  streaming  files  is  rapidly 


a  1  send  it  over  the  corporate  net- 
j|\  rk  where  it  can  be  viewed  by  any 
x  ployee  with  a  web  browser  or 
la  'let.  Major  benefits  of  broadcasting 

m  hide  faster  delivery  of  key  informa- 
nt i  and  reduced  training  expenses.  In 
,.  lition,    casting  is  more  convenient, 
s  :e  receivers  can  watch  or  listen  to 


penetrating  the  corporate  training  and 
distance  education  markets  because  it 
increases  convenience  while  dramati- 
cally reducing  costs.  Major  benefits 
accrue  from  elimination  of  video  tape 
libraries  and  their  incumbent  expenses 
for  duplication  and  distribution;  more 
convenient  desktop  access  for  LAN- 


t     broadcast  from  the  comfort  of      attached  users  who  need  no  special 
t  ir  own  offices.  equipment  for  viewing  files;  easier 


spycam  i 


cyclops? 


hovercraft? 
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updating  and  management  of  content 
materials  since  there  is  only  one  master 
copy  to  maintain;  and  superior  con- 
trolled access  to  sensitive  information. 

Technology  Trends 

Each  new  generation  of  conferencing 
and  collaboration  equipment  has 
improved  on  reliability,  interoper- 
ability, and  ease-of-use.  Combined 
with  declining  prices  and  new  net- 
work-based management  tools,  the 
equipment  for  electronic  meetings  is 
now  easier  and  much  lower  in  cost  to 
deploy  and  support. 

The  impact  of  the  Internet  cannot 
be  overestimated.  It  is  now  a  source  of 
news  and  entertainment  and  is  rapidly 
becoming  a  low  cost,  easy-to-use  plat- 
form for  remote  presentations,  meet- 
ings, and  even  real-time  conferencing. 

Data  sharing  and  remote  presen- 
tations are  valuable  additions  to 
videoconferencing  and  audio  confer- 
encing functions.  New  products  range 
from  electronic  whiteboards  and  PC- 
based  sharing  software  to  full  blown 
remote  presentation  programs. 

Perhaps  the  most  exciting  trend 
today  is  the  emergence  of  solutions 
and  services  for  web-based  remote 
presentations.  These  allow  any  user 
with  Internet  access  to  attend  a  visual 
meeting  while  the  audio  portion  is 
carried  over  either  IP  or  the  public 
switched  telephone  network  (PSTN). 

Broadband  access  is  about  to 
explode.  New  technologies  from  the 
phone  companies  and  from  the  cable 
TV  industry  promise  to  bring  multi- 
megabit  multimedia  services  to 
homes  as  well  as  to  small  and  medi- 
um offices,  all  for  a  fraction  of  the 
costs  of  today's  services. 

The  Future 

Electronic  meetings  are  poised  to 
take  advantage  of  the  shift  to  IP  net- 
works, to  the  ready  availability  of 
broadband  connections,  and  to  an 
Internet-literate  generation  that  sees 
the  Web  as  the  fastest  growing  source 
of  consumer  entertainment  and 
news,  the  most  talked  about  technol- 
ogy for  e-commerce,  and  an  increas- 


ingly important  network  for  audio 
and  video  communications  and  re- 
mote presentations. 

"Savvy  users  are  finding  that  elec- 
tronic meetings  can  do  far  more  than 
save  money  on  travel  expenses.  They 
can  shorten  communications  paths, 
speed  decision  making,  improve 
teamwork,  cut  product  development 
cycles,  improve  relationships  with  cus- 
tomers and  key  suppliers,  and  help 


corporations,  healthcare  facilities, 
educational  institutions  of  all  ki| 
extend  their  reach. 


This  Meeting  Electronically  supplement  was 
prepared  by  Knowledge  Industry  Publications] 
a  subsidiary  of  Phillips  Business  Information,  >i| 

Written  by:  Elliot  Gold,  President 

Telespan  Publishing  Corp. 

Andrew  Davis, 

Wainhouse  Consulting  Group 


Computer  Sciences:  Forging  a  Worldwide  Sales  Team 


Computer  Sciences  Corporation 
develops  individual  business 
solutions  that  are  delivered  by 
50,000  employees  in  more  than 
700  offices  worldwide  in  areas 
such  as  management  and  infor- 
mation technology  consulting, 
systems  consulting  and  integra- 
tion, operations  support  and 
information  services  outsourcing. 
Recently,  Gerard  Dube,  president 
of  CSC's  Integrated  Business 
Services  Croup,  installed  several 
Tandberg  videoconferencing  sys- 
tems at  key  locations  around  the 
globe  to  facilitate  close  integration 
of  a  worldwide  sales  strategy. 
"We  are  always  chasing  really 
large,  strategic  and  complex  out- 
sourcing deals  with  large  global 
companies,  and  I  needed  to  be 
able  to  bring  my  distributed  sales 
force  together  in  an  interactive 


way  to  coordinate  strategies 
and  tactics,"  says  Dube.  "The 
two  major  benefits  we've  realized 
so  far  with  this  program  are 
improved  communications  and 
teamwork,  and  reduced  travel 
time,"  he  adds.  CSC  chose  the 
Tandberg  system  for  two  reasons 
—  Dube  wanted  something  easy 
enough  to  use  so  that  he  could 
run  a  videoconference  without 
technical  or  administrative  help, 
and  Tandberg's  "384  for  384" 
leasing  program  made  the  costs 
easy  to  understand  and  budget 
for.  Another  benefit  his  sales  team 
is  now  realizing:  with  videoconfer 
encing,  it  is  much  easier  to  bring 
in  a  remote  CSC  expert,  of  which 
there  are  many,  to  consult  on  a 
specific  project  issue.  Again,  the 
cost  and  time  burden  of  travel 
are  eliminated. 


I 


kui 


Tandberg's  Dual  Vision  5000  videoconferencing  system  in  action 
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Actually, 


it's  a  way  for  your 
entire  team  to  work 
together,  in  real  time, 

wherever  they  are. 

I- 
iewStation™.  One  of  the  new  tools  for  e-Meetings. 
oup  videoconferencing  isn't  a  luxury  item  anymore.  Thanks  to  Polycom's  ViewStation,  it's  an  affordable,  essential  business 
)l  that's  perfect  for  gaining  a  competitive  edge  in  today's  global  marketplace. 

ewStation's  integrated  presentation  capabilities  mean  you're  not  just  Meeting  on-screen.  You're  sharing  presentations  and  data 
rectly  with  co-workers  and  customers  in  remote  offices.  When  you  use  ViewStation  together  with  Polycom's  Stream  Station'" 
u  can  also  stream  and  record  all  your  media  content  over  the  Web. 

id  Polycom  adds  its  market-leading  audio  technology,  complete  with  single  or  dual  microphones,  for  a  system  that  delivers 
aximum  sound  clarity  to  any  size  meeting  —  from  large  conference  rooms  to  smaller  breakout  rooms  to  individual  offices. 

ewStation  takes  up  space  about  the  size  of  this  page  and  sits  conveniently  on  top  of  any  size  television  monitor.  It's  convenient, 
tremely  easy  to  use,  and  costs  a  fraction  of  the  price  of  other  high-end  group  videoconferencing  systems. 

le  call  this  new  way  of  work  e-Meetings.  And  from  now  on,  things  will  never  be  the  same. 

From  now  on,  any  team,  in  any  company  anywhere,  can  run  more  effective  meetings  with  this  easy-to-use,  plug-and- 
*  play  system  that  can  be  set  up  in  minutes.  ViewStation  is  a  clear-as-life  videoconferencing  tool,  starting  as  low 

^■to      as  $3,999.* 

3^  Call  toll-free  1-877-P0LYC0M  ext.  204  for  all  the  features,  facts,  and  benefits  of  using  ViewStation  in  your 

•      ■""     organization  today.  For  international  inquiries,  call  408-526-9000,  ext.  6951. 
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THANKS  TO  NEW 
TOOLS,  CHARTING 
YOUR  FUTURE  IS 
EASIER  THAN  EVER 


|g  Building 
The  Best 


Ret  i  r 


BY  MIKE  McNAMEE 

Retirement — aahh!  Leisurely  days  spent 
traveling,  golfing,  volunteering,  visiting 
friends  and  family,  or  just  relaxing  with 
that  mountain  of  books  you've  meant  to 
read  since  college.  With  longer  life  spans 
and  better  health  than  your  parents'  gen- 
eration, you  expect  your  golden  years 
to  be  active,  exciting,  and  rewarding. 

Retirement  planning — ugh!  Long,  dusty  hours 
spent  hunched  over  brokerage  statements,  ben- 
efits brochures,  budgets,  and  insurance  policies. 
In  the  back  of  your  mind,  you  fear  the  message 
this  tedious  exercise  might  yield:  Squeeze  all 
the  fun  out  of  your  life  now,  or  you'll  live  out 
your  old  age  on  the  Alpo  plan.  If  you  retire  ear- 
lier and  expire  later  than  your  forebears,  you'll 
have  many  more  years  to  fund — and  less  hope 
that  Uncle  Sam's  pinched  benefits  will  tide  you 


over.  Little  wonder  that  polls  shows  fewer  1 1  heii 
half  of  working  Americans  have  even  tried  to  linj 
ure  out  what  they  need  to  save.  n. 

Hey,  it  isn't  that  bad.  Chances  are,  unlsttn 
you've  been  on  a  desert  island  for  the  past  id- 
years,  the  bull  market  has  done  wonders  folk 
your  nest  egg.  And  planning  is  easier  than  e  on  p 
now,  thanks  to  a  wealth  of  tools  that  help  i  lit; 
crunch  numbers  and  untangle  the  devilish  det  aga 
of  investments  and  taxes.  Plus,  you  have  thin 
business  week's  Annual  Retirement  Guide,  y 

Our  message?  Retirement  planning  is  mi  Pi 
than  just  number-cnmching  and  poring  over  n 
tual-fund  ratings.  It's  deciding  how  to  live  iff 
rest  of  your  life:  how  long  to  work  at  why 
you're  doing  now,  whether  to  downshift  intt  in 
second  career,  when  to  go  to  full  leisure  moi  i\ 
It's  balancing  financial  demands.  And  it's  maki  101 
crucial  decisions  far  enough  in  advance.  lit 
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help  get  you  going,  we've  singled  out  key 
ring  challenges  at  three  stages  of  life:  your 
mid-40s,  and  mid-50s.  We'll  give  you  tips 
steer  you  to  tools  to  build  your  own  plan — 
id  someone  to  help  you  do  it.  In  the  articles 
follow,  you'll  find  sample  portfolios  and  ad- 
on  everything  from  figuring  out  your  Social 
rity  benefits  to  whether  and  when  to  in- 
against  B  nursing  home  stay. 
1  the  time  you're  done  reading,  you'll  be 
y  to  gather  up  those  statements,  fire  up 
PC,  and  face  your  future. 


:  FOR  COLLEGE  OR  RETIREMENT? 

y's  80-year-olda  don't  need  lectures  on  the 
rtance  of  their  finances.  Coming  into  the 
(fcforce  when  traditional  (tensions  are  fading 
qories,  Gen  Xers  know  that  no  one  else  is 
ig  away  cash   for  their  future.   For  them, 


retirement  planning  is  basic — budgeting,  saving, 
and  getting  the  most  out  of  employer  benefits. 
The  thirtysomethings'  key  challenge  may  be  re- 
sisting lifestyle  creep  as  their  salaries  climb  ear- 
ly in  their  careers. 

Dawn  and  Myron  Glenn  of  Los  Angeles  faced 
that  problem  this  year.  With  a  combined  income 
of  more  than  $100,000,  "we're  both  making  good 
money,"  says  Dawn,  34,  a  partner  in  a  Los  An- 
geles law  firm.  "But  we  didn't  feel  like  we  had 
any  control."  The  Glenns  hired  Percy  Bolton,  a 
Los  Angeles  financial  planner  whom  Myron,  35, 
also  a  lawyer,  had  known  since  college. 

The  result:  a  tune-up  for  the  Glenns'  401(k) 
plans,  advice  on  life  and  disability  insurance, 
and  a  plan  to  control  spending  and  pay  off  cred- 
it cards  and  student  loans.  This  tack  hasn't 
turned  the  Glenns  into  Grinches.  When  Myron 
wrecked  his  car,  he  replaced  it  with  a  $35,000 


Asset  Allocation 
Page  118 

Social  Security 
Page  120 

IRA/401  (k) 

Drawdowns 

Page  122 


Long-Term  Care 
Insurance 

Page  127 

Assisted-Living 
Facilities 
Page  132 

Adapting  a  House 

for  the  Aging 

Page  136 

COMMENTARY: 

The  Evils  of 

Age-Segregated  Living 

Page  138 

The  Barker  Portfolio 
Page  1-36 
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Retirement  Planning 
Resources 


GENERAL  WEB  SITES 


AMERICAN  SAVINGS  EDUCATION 


Land  Rover.  But  on  Bolton's  advice,  he 
cut  costs  by  trimming  options  and  leas- 
ing instead  of  buying.  "We're  definitely 
aware  of  what  we're  doing  with  our  mon- 
ey and  where  it's  taking  us,"  says  Myron. 
With  their  first  child  on  the  way,  the 
Glenns  will  soon  face  the  big  parental  chal- 
lenge: planning  how  they'll  pay  for  col- 
lege. The  old  wisdom  was  to  pile  cash  into 
a  college  fund  until  the  kids  graduate, 
then  save  like  mad  for  retirement.  But 
parents  with  401(k)s  would  be 
crazy  to  pass  up  two  powerful 
advantages — an  early  start  on 
tax-deferred  compounding  and 
employer  matching  funds.  Typ- 
ically, employers  will  pony  up 
50(2  to  $1  for  every  dollar,  up 
to  6%  of  your  pretax  income, 
that  you  contribute  to  your 


COUNCIL  (www.asec.org)  40i(k).  That  can  yield  you  an 


DIVERSIFIED  INVESTMENT  ADVISORS 
(www.divinvest.com) 

FINANCENTER  (www.financenter.com) 

401KAFE  (www.401kafe.com) 

INVESTORGUIDE  (www.investorguide. 
com/retirement.htm) 

LONGEVITY  GAME  (www.northwestern- 
mutual.com/games/longevity) 

ROTH  IRA  WEB  SITE  (www.rothira.com) 


ONLINE  PLANNING  SOFTWARE 


FINANCIAL  ENGINES  (www.financiai- 
engines.com) 

FINANCIALPLANAUDIT0RS.COM 


instant  50%  to  100%  return  on 
your  savings.  To  put  this  free 
money  to  work,  pump  into 
your  401(k)  the  largest  amount 
your  employer  will  match, 
then  put  additional  savings  in 
a  college  account.  If  your  in- 
come qualifies  you  for  a  Roth 
or  traditional  individual  re- 
tirement account  (ira),  you 
can  use  those  as  college-sav- 
ings vehicles,  too. 

How  to  invest  in  your  30s?  Take 
some  smart  risks — you've  got  a  lot 
of  time  to  recover  from  any  market 
setback.  A  portfolio  made  up  solely 
of  stocks  or  equity  mutual  funds  is 
appropriate,  if  the  holdings  are  di- 


(www.fplanauditors.com)  versified  among  large-  and  small- 


QUICKEN.COM  RETIREMENT 
(www.quicken.com/retirement) 

VANGUARD  NAVIGATORPLUS  (majestic4. 
vanguard.com/GUIDE/DA) 


SOFTWARE  PACKAGES 


KIPLINGER'S  NETWEALTH 
(www.Net-Wealth.com)  ($29.95) 

MICROSOFT  M0NEY99  FINANCIAL  SUITE 

($64.95  list) 

QUICKEN  SUITE  99  ($89.95  list) 

An  expanded  version  of  this  table  is  available  with  the  July 
19  issue  at  www.businessweek.com 


cap  and  international  stocks.  And 
focus  on  low-cost  funds.  The  differ- 
ence between  1%  and  2%  annual 
expense  ratios  on  a  $1,000  invest- 
ment earning  11.5%  over  35  years  is 
$7,925.  But  your  biggest  challenge  is 
amassing  investment  cash.  That 
means  pouring  money  into  your 
401(k) — and  keeping  it  there,  rather 
than  cashing  out  when  you  change 
jobs.  You  must  also  resist  the  urge 
to  let  spending  outpace  your  rising 
income. 


I'M  45.  WHAT  ARE  MY  GOALS? 

Kande  Larson  shouldn't  have  to  wor- 
ry about  her  future.  The  43-year-old  mba  puts 
15%  of  her  $70,000  salary  into  a  401(k)  at  the 
computer-systems  consultancy  where  she's  di- 
rector of  administration.  She  maintains  a  hefty 
savings  account  as  a  hedge  against  disability — 
her  big  concern  as  a  single  person.  And  Larson 
lives  frugally:  She  just  bought  her  first  new  car, 
a  Subaru  Forester,  in  15  years.  Aside  from  the 
travel  she  loves  and  the  kitchen  remodeling  un- 
der way  at  her  Minneapolis  home,  "I'm  pretty 


low-maintenance,"  Larson  says  with  a  lauifyo 
Even  so,  Larson  feels  the  need  to  assess  II  an 

fiscal  state.  "It's  time  to  figure  out  what  a  a -If 

goals  are,"  she  says.  "Am  I  doing  what  I  neec  x  doll 

do  to  get  there?"  While  she  wouldn't  mind  wc  vestir 

ing  into  her  70s,  she  would  like  to  cut  back  set  a! 

part-time  well  before  that.  igcla 

The  mid-40s,  planners  say,  is  when  the  reti  and « 

ment  bug  bites.  "The  45-year-olds  look  at  reti  In  <] 

ment  as  the  brass  ring — they  can  almost  taste  avei 

says  Susan  Freed,  a  financial  planner  in  Waime<. 

ington.  It's  a  time  for  serious  analysis,  to  |  iers  i 

whether  your  goals — going  part-time  at  50  t  the 

launching  a  new 

business,     say —  ^^^ 

are  realistic.  Plan-  ^     ^. 

ning  is  doubly  im- 
portant if,  like  so 

many     of     your 

generation,    you 

still    have     kids 

to    put    through 

school. 

Unless  you've 

already     got     a 

huge  head  start, 

you   should   aim 

to    put    15%    of 

pretax      income 

into  your  old-age 

accounts.      That 

means      maxing 

out  your  401(k) 


Should  You  8a 
for  College  or 
Retirement  Fir 
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lal  if  you  qualify,  ira  contributions.  With  a 
-1 30  annual  limit  on  pretax  dollars  you  can 
;j|  i  a  401(k),  you'll  probably  need  to  save  af- 
m\  dollars  as  well — in  the  401(k),  if  you  like 
«  i  vestment  choices,  or  in  a  personal  portfolio. 
is  'set  allocation,  the  science  of  dividing  funds 
t  kg  classes  of  stocks  and  bonds  to  balance 
r8  [ind  return,  becomes  vital  as  your  portfolios 
ifl  In  shifting  markets,  two  portfolios  with  the 
sW  average  return  can  have  vastly  different 
iftmes.  Software,  Web  sites,  and  financial 
offer  plenty  of  allocation  advice.  But 
the  urge  to  become  too  conservative.  The 


;  era 


bulk  nf  your  a    ei    should  -'ill  y<>  into 

stocks  or  stock  fundi,  with  about  2695  in 
bonds. 

Within  that    mix,  whirl  do  you 

keep  where?  [f  your  401(k)  otters  a  range 

of  good  choices,  you  can  Bel  up  your  out- 
side account  to  minimize  taxes.  Conven- 
tional wisdom  says  that  bonds,  which  pro- 
duce income,  go  in  your  40  Hk),  while 
stocks,  which  create  more  lightly  taxed 
capita]  gains,  should  be  in  your  taxable  ac- 
counts. But  Coral  Gables  (Fla.)  financial 
planner  Harold  Evensky  argues  that  the 
reverse  strategy  actually  incurs  less  tax. 
With  50%  or  higher  annual  turnover,  most 
stock  funds  don't  get  favorable  tax  treat- 
ment for  much  of  their  return.  And  bond 
income,  by  contrast,  can  be  tax-exempt,  if 
you  buy  municipal  bonds.  With  yields  now 
exceeding  80%  of  corporate  bond  rates, 
mums  are  a  bargain.  But  be  warned  that 
munis  are  strictly  buy-and-hold:  If  you 
have  to  sell,  you'll  take  a  beating  on  their 
wide  spreads  and  stiff  sales  fees. 

You  need  to  invest  in  more  than  just 
your  finances  during  your  mid-40s.  More 
and  more  workers  dream  of  launching  a 
second  career  in  their  late  50s  as  a  means 
of  easing  into  retirement.  If  that's  your 
goal,  "nov/s  the  time  to  identify  and  de- 
velop the  skills  you  need  for  that  'mellow 
job'  phase,"  says  Elissa  Buie  of  Financial 
Planning  Group  in  Falls  Church,  Va.,  and 
president  of  the  Institute  of  Certified  Fi- 
nancial Planners  (icfp). 


TAKING  STOCK  AT  55 

Retirement  planning  in  your  mid-50s  is  no  ab- 
stract exercise.  Your  portfolio  is  no  longer  Mo- 
nopoly money,  but  real  cash  that  has  to  sustain 
you  for  decades.  The  decisions  are  imminent. 
Consult  or  travel?  Move  or  stay  put?  And  no 
matter  how  good  your  planning,  you  may  face 
barriers  you  would  never  anticipate. 

Take  the  unusual  problem  of  Robert  Busch,  an 
independent  sales  rep  in  Eden  Prairie,  Minn., 
who  thought  he  would  be  retired  two  years  ago. 
Busch  and  his  wife,  Dawn,  could  live  comfortably 
on  their  $3  million  portfolio's  8%  return.  But 


Conventional 
wisdom  says 
bonds,  which 
produce 
substantial 
income,  go  in 
youp401(k), 
while  stocks 
belong  in 
a  taxable 
account 


'ear-old  couples  have  babies  in  1999. 
uple  saves  10%  of  its  $60,000  in  pre- 
me.  Joe  and  Janet  build  a  college 

!l  little  Jeannie  for  eight  years,  then 
i  r  savings  in  their  401  (k)s.  Maria  and 
ways  put  6%  of  their  pay — the  most 
I  iployers  will  match — into  their 
<   earmarking  the  rest  of  their  savings 
Otj  Matt's  college  expenses.  Vanguard 
Ml  Financial  Planning  Service  esti- 
va (aria  and  Mark,  thanks  to  their  earli- 
Ua  and  better  use  of  employers'  match- 
rp  s,  will  have  an  extra  $1.9  million 
ft  ey  retire  in  20:!(i. 


COLLEGE   ACCOUNT 


RETIREMENT  ACCOUNT 


200 


10 


1999 
▲  THOUSANDS  OF  DOLLARS 
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2036        1999 
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Lowering 
Risk 

Via  Asset 
Allocation 


Busch  can't  find  any- 
one to  buy  out  his 
industrial  heating 
equipment  business, 
which  nets  him 
about  $150,000  a 
year.  Three  would- 
be  successors  washed 
out,  but  Busch  still 
hopes  to  turn  over 
to  someone  the  cus- 
tomer relationships 
he  has  developed 
over  22  years. 
"Emotionally,  I  just 
want  to  see  the 
business  continue," 
says  Busch,  60.  "I 
always  planned  to 
be  retired  by  58 — 
but  life  had  a  way 
of  fouling  up  my 
plans." 

To  keep  your  plans 
on  course,  now's  the  time  for  specific  reality 
checks,  not  rules  of  thumb.  Figure  out  what 
you're  spending  now,  and  project  what  life  will 
cost  when  you're  no  longer  working.  Don't  be 
surprised  if  you  anticipate  spending  as  much  or 
more.  You  won't  have  commuting  costs  or  payroll 
taxes,  but  travel,  sports,  and  hobbies  in  the  first, 
active  stage  of  retirement  are  expensive,  too. 
"BOND  LADDER."  As  a  World  War  II  baby,  you're 
more  likely  to  depend  on  a  traditional  pension 
than  your  younger  co-workers.  Be  sure  you 
know  its  terms.  An  executive  resisting  his  wife's 
pleas  to  retire  at  62  found  a  clinching  argument 
in  calculations  by  planner  Judy  Ludwig  of  Tan- 
dem Financial  Services  in  Canton,  Mass.  The 
increased  pension  benefit  from  each  additional 
year  he  worked  would  make  the  couple's  nest 


A  45-year-old  couple  earning 
$100,000  has  $500,000  in  retire- 
ment assets  and  is  saving 
$17,000  a  year.  They  expect  to 
live  to  85,  but  to  be  on  the  safe 
side,  they  want  good  odds  that 
their  assets  will  outlast  them 
even  if  one  partner  lives  to  age 
90.  Which  of  these  two  asset 
allocations — each  with  a  10% 
average  return  over  45  years — 
should  they  choose? 
FinancialPlanAuditors.com  cal- 
culates that  they'll  have  almost 
a  1  in  4  chance  of  running  out 
of  money  with  the  riskier  plan. 
They  can  cut  the  odds  to  1  in  25 
with  a  balanced  plan. 


SMALL-CAP 
STOCKS 

25% 


egg  last  three  years  longer.  But  you  might  nc 
be  so  lucky.  Some  pensions,  designed  to  indue 
turnover  among  senior  employees,  shrink  whe 
you  work  past  62  or  65. 

Project  your  portfolio's  health  carefully,  to( 
You'll  want  to  shift  to  a  more  conservative  mi> 
boosting  bonds  to  perhaps  50%  of  your  hole 
ings.  You  should  consider  using  new  computer 
ized  calculators  that  highlight  the  odds  of  gettin 
the  returns  you  expect.  Even  with  a  lower-risl 
mix,  a  string  of  down  years  combined  with  with 
drawals  could  boost  your  odds  of  outliving  you 
money. 

One  safe  way  to  withdraw  funds  is  to  con 
struct  a  "bond  ladder" — a  series  of  bonds 
staggered  maturities.  Five  years  in  advance,  bw 
a  regular  or  zero-coupon  bond  to  mature  in  youi 

first  year  of  retiremen 
for  the  amount  you  ex 
pect  to  spend  that  year 
says  James  Shambc 
of  Lifetime  Planning 
Concepts  in  Coloradc 
Springs,  Colo.  Each  yeai 
thereafter,  buy  another 
The  result:  You'll  always 
have  five  years'  living  ex 
penses  covered  with  safe, 
well-timed  investments- 
enough  to  outlast  a  bear 
cycle  without  forcing  you 
to  sell  stocks  when 
they're  down.  "With- 
drawing money  from 
stocks  when  they're 
down  locks  in  losses  and 
doesn't  give  you  a  chance 
to  recover,"  Shambo  says. 
What  if  you  find  a  gap 
between  your  retirement 
hopes  and  your  finances? 
You've  still  got  time  to 


BALANCED  PLAN 

51%  PROBABILITY  OF  EARNING  A  10%  AVERAGE  ANNUAL  RETURN 
4%  PROBABILITY  OF  RUNNING  OUT  OF  MONEY  AT  AGE  90 


LARGE-CAPS 

STOCKS 

BONDS 

33% 

45% 

s 

MAU-MP 

STOCKS 

22 '° 

VALUE  AT  AGE 

90:  $768,301 

RISKIER  PLAN 

51%  PROBABILITY  OF  EARNING  A  10%  AVERAGE  ANNUAL  RETURN 
23%  PROBABILITY  OF  RUNNING  OUT  OF  MONEY  AT  AGE  90 


LARGE-CAP 
STOCKS 

75% 


WORST-CASE  VALUE  AT  AGE  90:  -$1 ,775,687 

DATA;  FINANCIALPLANAUDIT0RS.COM 


" 
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U      N 


THE  FACT  IS 


THE  STOCK 


MARKET  GOES  UP  AND  DOWN.  YOU'VE  GOT 
TO  MAKE  A  PLAN  AND  STICK  WITH  IT 

FOR  THE  LONG-TERM. 

10,  20,  30  YEARS  OUT. 


FIDELITY®  FUND' 


22.56% 

ONE  YEAR 


25.10% 


FIVE  YEAR 


18.57% 


TEN  YEAR 


RETURNS  AS  OF  3/31/99   PAST  PERFORMANCE  IS  NO  GUARANTEE  OF  FUTURE  RESULTS 


The  Fidelity  Fund  has  sought  out  strong  individual 
companies  that  can  continue  to  grow  earnings  and 
revenue  as  well  as  current  income.  If  you  understand  the 
risks  and  rewards  of  the  market,  and  have  a  long-term  plan, 
this  fund  could  be  a  smart  addition  to  your  portfolio.  Of  course,  only  you  can 
decide  which  funds  are  right  for  you.  To  learn  more,  get  the  Fact  Kit       Fidelity 
today  and  see  what  Fidelity  money  management  excellence  can  do 
for  you. 


Investments 


WHERE    15   MILLION    INVESTORS    PUT    THEIR   TRUST    ■ 


i  hi  moil  complete  information  on  mj  l  Idelity  fund,  Including  charges  and  expenses,  call  for  a  free  prospectus  or  download  one  ai  Bdebty.com. 
Please  read  tl  carefuD)  before  yon  invest  or  send  money. 

1 1)1)  s|  PA  H  1     1  8tH)  >-H -01  IS  foi  the  deal  and  beartag-impaired  9  a.m.-  9  p.m.  I  I 

taeragc  annual  total  returns  iru  hide  changes  in  share  price  reinvestmeni  ol  dividend  and  capital  gains  Share  price  and  return  will  vat)  and  you  ma)  have  a  gain 
o  i  when  you  sell  your  shares  Fidehrj  Distributors  Corporation  76000 


Office  -  The  leading  productivity  software  that  enables  knowledge  workers  to  capture  and  share  information  and  expertise. 
Exchange  The  preferred  messaging  and  collaboration  server  that  allows  your  team  to  work  together  more  effectively. 
SQL  Server"  -  The  best  database  server  for  empowering  knowledge  workers  to  have  unprecedented  business  intelligence. 
Windows  -The  most  popular  operating  system  for  sharing  knowledge  via  the  internet  on  PCs,  handheld  devices,  and  servers. 


©  1999  Microsoft  Corporation    All  rights  reserved.  Microsoft.  Windows.  SQL  Server,  and  Where  do  you  want  to  go  today?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation 
in  the  United  States  and/or  other  countries 


iMMflft  Mlciofoft.  Microsoft 

Office  Exchange  SQL  Server 


^ 

-1 

Endows 

©W  far  away  are  you 

from  finding  the  best  ideas  in  your  company? 

Ideas  are  everywhere.  When  you  empower  people  with  the  ability  to  quickly  find, 
share  and  contribute  to  these  ideas,  they'll  create  even  better  ones.  The  easiest 
way  to  get  information  to  flow  this  freely  is  to  evolve  your  existing  systems  using 
tools  you  already  know.  Software  like  Microsoft"  Office  can  help  your  employees 
become  knowledge  workers  by  providing  a  consolidated,  customized  view  of  all  the 
sources  of  data  and  expertise  in  and  outside  your  company,  empowering  them 
with  the  information  they  need  to  make  better  decisions. 

And  when  you  build  on  software  you  already  know  from  Microsoft,  it  makes 
evolving  your  company  into  the  digital  economy  that  much  easier.  And  your 
company's  best  ideas  closer  than  you  think.  For  complete  details,  and  helpful 
case  studies,  visit  www.microsoft.com/dns 

Microsoft 

Where  do  you  want  to  go  today?' 
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Planning 


Long 


How 

Will  Your  Nest 

Egg  Last? 


adjust.  Boost  your  savings  to  25%  or  30%  of  in- 
come, and  invest  a  bit  more  aggressively.  Plan  to 
live  more  cheaply.  Or  figure  on  downshifting  into 
part-time  work  or  consulting  for  a  few  years 
before  you  retire  outright.  Harry  Renner  of 
Rochester,  Minn.,  voluntarily  retired  from  IBM 
two  years  ago — but  he's  still  putting  in  40-hour 
weeks  at  the  computer  giant.  Now,  he's  a  con- 
sultant, a  less  stressful  job  that  better  suits  the 
58-year-old. 

THE  RETIREMENT  TOOLS  YOU  NEED 

If  you  can  manipulate  a  mouse,  you  can  de- 
velop a  retirement  plan.  That's  the  message  from 
Web  sites  and  software  publishers  eager  to  tap 


Say  you're  55  now  and  hope  to 
retire  at  65  with  a  $1  million 
nest  egg.  How  long  will  it  last? 
That  depends  not  only  on  your 
portfolio's  post-retirement 
returns  but  also  on  how  much 
you  plan  to  spend.  Using  return 
and  risk  factors,  for  the  low- 
risk  portfolio  on  page  118, 
Standard  &  Poor's  calculated 
the  number  of  years  that  $1 
million  could  be  drawn  down 
at  different  spending  rates, 
assuming  3%  inflation. 


aging  baby  boomers'  financial  anxieties  and 
Xers'  fascination  with  the  market.  Planning 
(table,  page  110)  are  indeed  better  than  ev 
crunching  numbers,  projecting  risks,  and 
dling,  or  at  least  spotlighting,  tricky  tax 
pension  problems. 

No  PC  can  deliver  complete  peace  of 
about  your  old  age.  So  even  do-it-yourse 
vestors  turn  to  financial  advisers  for  guid 
and  reassurance.  "Eventually,  you'll  need  a 
er  level  of  sophistication  than  you  can  get 
software,"  says  icfp  President  Buie. 

Software  and  the  Web,  however,  can  get 
rolling.  If  you're  just  starting  to  think  abou 
tirement,  cruise  to  the  American  Savings 
cation  Council  to  assess  your  savings  person 
and  "retirement  readiness."  You'll  find  do 
of  calculators  at  FinanCenter  and  InvestorG 
And  everything  you  wanted  to  know  about 
iras  can  be  found  on  Brentmark  Software's 
BEST  BETS.  Web-based  planners  are  startin 
provide  services  you  would  expect  from  per 
al  finance  software.  Intuit's  Quicken.com 
tures  a  retirement  planner  that  users  can  lin 
an  online  portfolio  tracker.  Mutual-fund  g 
Vanguard  Group's  software  offers  a  bonus 
simple  advice  on  estate  planning. 

The  newest  calculators  have  their  root 
casinos.  They  use  the  Monte  Carlo  metho' 
mathematical  technique  for  testing  thousand 
possible  investment  outcomes,  to  assess 
portfolio  for  worst-case  results.  While  two  a 
mixes  might  have  the  same  average  return, 
may  keep  you  solvent  in  90%  of  all  poss 
market  forecasts,  while  with  the  other  you  w< 
go  broke  in  40%  of  the  cases.  Wnen  your  ret 
ment's  on  the  line,  you  need  to  shoot  for  th 
to-1  odds.  The  best-known  Monte  Carlo  calc 
tor  is  offered  by  Financial  Engines,  foundec 
economics  Nobel  laureate  William  F.  Sharpe 
Non-mathematicians  may  be  baffled  by 
Monte  Carlo  calculators'  odds-based  outflDoi 
When  you  master  the  charts,  however,  the 
suits  are  eye-opening — and  they  are  closer 
reality  than  what-if  scenarios  run  on  a  trs 
tional  calculator.  Whatever  their  algorith  ™E 
software  planning  tools  still  have  one  we 
ness:  No  program  will  1< 
you  in  the  eye  and 
"Are    you    following 
budget?  Have  you  bouj 
that  insurance?"  You  m 
find  the  discipline  to  pi 
and  follow  through,  wit 
yourself — or  hire  a  hurr 
adviser  to  provide  it.  I 
that's  what  it  takes  to  re; 
that  bright  retirement  t! 
you  want  so  badly. 


FIRST-YEAR 
SPENDING* 

AGE  WHEN 
PORTFOLIO  FAILS** 

$100,000 

76 

90,000 

78 

80,000 

80 

70,000 

83 

60,000 

87 

50,000 

94 

FFA! 
IE  Si 


n 


'Spending  in  subsequent  years  rises  in  line 
with  inflation. 

•Failure  is  defined  as  the  year  when  there's 
a  10%  or  greater  chance  that  the  value  of 
the  portfolio  will  fall  below  zero. 

DATA:  STANDARD  &  POOR'S  CORP.,  BW 


For  information  on  reprints  of 
this  Special  Report,  call  Busini 
Week  Reprints  at  609  426-549 
or  write  Business  Week  Reprint 
P.O.  Box  457,  Hightstown,  N.J. 
08520.  Minimum  order:  1000. 
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OnStar.  It  can  save  your  life.  Now  it  can  save  youmoney. 
ing  the  Summer  of  Savings,  you  can  get  OnStar  at  no  extra  charge: 

\a.d  help?  just  press  the  button  and  24  hours  a  day,  an  onstar  advisor  is  there  to  send  help  in 

>,t;dical  emergency,  track  your  vehicle  if  it's  been  stolen,  contact  you  immediately  if  your  air  bags 

|ff  and  even  send  a  signal  to  unlock  your  doors  if  you  lock  your  keys  in  the  car.  and  now,  during 

e  Summer  of  Savings,  you'll  get  the  OnStar  phone-based  system  and  installation  at  no  extra 

arge  when  you  sign  up  for  one  year  of  prepaid  service  -  a  $1,300  value!  for  details,  visit  any 

participating  gm  dealer,  call  toll  free  1 -8880nstar-7  or  check  out  www.onstar.com. 


cz> 


r—~- 


VENTURE 


Aurora 
Eighty  Eight 

Intrigue 
Silhouette 


DeVille 

Seville 

Eldorado 

Catera 


Montana 


OK  if  Star 

Wherever  you  go,  here  we  are. 


'Must  take  new  '98/'99  retail  delivery  out  of  dealer  stock  and  OnStar  service  must  be  activated  between  May  24  -  August  31,  1999  While  supplies  last. 

Cellular  service  required  (Value  based  on  Morley  Companies.  Inc  survey  of  GM  Dealers.  May  1999  OnStar.  Chevrolet.  Oldsmobile.  Cadillac.  Pontiac.  their 

respective  emblems  and  vehicle  names  listed  above  are  trademarks  or  registered  trademarks  of  GM  Corp  UI999  GM  Corp  All  rights  reserved 
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Asset  Allocation 


GOOD  SPOTS  TO  STASH  YOUR  PORTFOLI 


When  planning  for  retirement,  asset  alloca- 
tion is  all-important.  As  you  save,  you 
need  to  put  together  a  diversified  collec- 
tion of  investments  that  can  shield 
you  against  trouble  in  any  one  sec- 
tor. The  good  news  is  that  the  Web  provides 
you  with  plenty  of  advice. 

One  of  the  best  retirement  planners  online 
is  at  s&p  Personal  Wealth.  Like  business 
week  magazine,  it's  a  unit  of  The  McGraw-Hill 
Companies.  YouTI  find  it  at  www.personalwealth.com 
or  through  www.businessweek.com/investor/.  Per- 
sonal Wealth  will  give  you,  at  no  charge,  an  indi- 


HOW  TO 
RETIRE 


vidualized  plan  for  retirement-asset  allocation.  I 
scribers,  who  pay  $9.95  a  month,  have  acce| 
Standard  &  Poor's  recommendations  for  stocli 
mutual  funds  to  plug  into  allocation  pla 
To  give  you  a  taste  of  what  Peiij 
Wealth  can  do,  we  asked  s&p  to  conJ 
with  model  portfolios  for  three  hypothj 
people:  a  30-year-old  man,  a  45-yea 
woman,  and  a  55-year-old  man.  s&P 
mends  keeping  at  least  half  your  money  in  s\ 
even  if  you're  only  10  years  from  retirement.' 
your  portfolio  is  less  than  $50,000,  you're  bett 
sticking  with  equity  mutual  funds  instead. 


Investment  Strategies  for  Three  Stages  of  Life 


30-YEAR-OLD 


45-YEAR-OLD 


55-YEAR-OLD 


INTERNATIONAL 
STOCKS 

20% 


URGE-CAP 
STOCKS 

55% 


SMALL-CAP 
STOCKS 

15% 


INTERNATIONAL 
STOCKS 

15% 


BONOS 

25% 


INTER 
SfttU         NAT,0N| 

^?0% 


FUNDS  FOR  THE  LONG  HAUL... 

S&P  recommends  these  mutual  funds  for  long-term  savers 

TOTAL  RETURN* 
NAME/TICKER  SYMBOL 


S&P  STARS**      3-YR 


STRONG  CORP.  BOND  STCBX 


BusinessWeek  lONllHl 


YTD 


LARGE-CAP 

LEGG  MASON  VAL.TRUST-PRI.  LMVTX 

5 

44.4% 

19.9% 

SELECTED  AMERICAN  SHS.  SLASX 

5 

30.8 

18.2 

STRONG  GRTH.  &  INC.  SGRIX 

5 

31.3 

15.1 

MID/SMALL-CAP 

ACCESSOR  SMALL  MIDCAP  ASMCX 

5 

24.7 

9.9 

LONGLEAF  PT.  SMALL  CAP  LLSCX 

5 

21.6 

10.1 

WEITZ  VALUE  PORTFOLIO  WVALX 

5 

31.3 

17.8 

INTERNATIONAL 

FEDERATED  WRLD.  INT.  SM.  CO.  A  ISCAX 

5 

30.5 

40.1 

TWEEDY  BROWNE  GL.  VALUE  TBGVX 

5 

21.6 

26.2 

UMB  SCOUT  WORLDWIDE  UMBWX 

5 

19.6 

12.3 

BOND 

HOTCHKIS  &  WILEY  TOT.  RET.  HWTRX 

5 

8.1 

-1.7 

SIT  TAX  FREE  INCOME  SNTIX 

5 

6.7 

-0.8 

8.6      -0.9 


...STOCKS  FOR  GROWTH  . 


S&P  thinks  these  stocks  are  good  long-term  bets 

TOTAL  RETURN 

NAME/TICKER  SYMBOL 


P-E  RATI0***S&P  STARS**      3-YR 


YTD 


LARGE-CAP 

BRISTOL-MYERS  SQUIBB  BMY      35.2 

5 

50.6% 

8.0 

CISCO  SYSTEMS  CSCO                   92.7 

5 

72.7 

44.6 

IBM  IBM                                            34.2 

5 

75.9 

43.8 

MCI  WORLDCOM  WCOM                  44.7 

5 

48.3 

23.6 

SMALL/MID-CAP 

AGCO  AG                                          18.1 

5 

-24 

48.0| 

TIFFANY  TIF                                     31.9 

5 

52.1 

88.0 

UNIVISION  COMMS.  UVN               104.0 

4 

NA 

83.31 

visx  VISX                                75.8 

5 

112.3 

296.ol 

INTERNATIONAL 

DEUTSCHE  TELEKOM  DT               38.5 

4 

NA 

28.9 

GLAXO  WELLCOME  GLX                 31.7 

4 

32.8 

-15.5 

NOKIA.  NOK                                       46.6 

5 

116.4 

58.1 

REPSOL  REP 

*Through  July  2 


18.1        i. 

**0ut  of  possible  5 

DATA:  STANDARD  &  POOR'S  CORP 


25.7     14.1 

***Estimated  1999  earn! 


You'll  find  more  on  retirement  strategies  at 
www.businessweek.com/investor/and  www.personalwealth.com 


W 


s&p 

PERSONAL  WEALTH 
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The  stuff  the  Net  is  made  of. 


SEARCH 
ENGINE 


SHOPPING 
ENGINE 


DIRECTORY 
ENGINE 


Inktomi's  newest  portal  service.  Directory  Engine,  brings  many  firsts  to  the  infrastructure  of  the  Internet.   It's  the  world's  first 

automated  directory  engine  designed  to  leverage  human  intelligence.  It's  the  world's  first  customizable  directory,  supporting 

the  increased  specialization  of  the  Web.  And  finally,  as  part  of  a  suite  of  portal  services  brought  together  by  Concept  Induction, 

a  new  Inktomi  core  technology,  it's  the  first  directory  engine  that  is  integrated  with  search  and  shopping  in  a  single,  seamless 

scalable  offering.   What  does  all  this  mean?   For  portals,  the  freedom  to  focus  on  content  and  new  revenue  streams. 

And  for  users,  a  richer,  more  intuitive,  more  meaningful  Internet  experience.   Visit  www.inktomi.com  for  details. 


I 


si 


Inktomi9 

Scaling  the  Internet" 


C  !**»'.■  it*  tokiomt  1090  Corv;«p*  Indw.  i  m«  tnt»m*i  «•  i 
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Social  Security 


Scope  Out  Your  Benefits 

The  government's  PEBES gives  you  an  early  warning 


BY  ELLEN  HOFFMAN 


HOW  TO 
RETIRE 


hen  Meg  Hughes  and  her  husband,  Ait- 
drew  Laurenson,  looked  into  their  Social 
Security  retirement  benefits  four  years 
ago,  they  confirmed  a  nagging  suspicion: 
They  would  have  to  play  catch-up  to  have 
a  comfortable  retirement.  As  a  result,  they  closed 
their  home-renovation  business  in  Shepherds- 
town,  W.  Va.,  and  switched  to  careers  that  would 
provide  steadier  incomes.  She  became  a  certified 
massage  therapist,  and  he  returned  to  a  previous 
occupation  as  a  social  worker. 

The  document  that  supplied  the  couple's 
valuable  wake-up  call  was  the  Personal 
Earnings  &  Benefit  Estimate  Statement 
(pebes).  This  six-page  mailing  from  the 
Social  Security  Administration  (800  772- 
1213,  www.ssa.gov)  estimates  a  person's  benefits 
based  on  the  highest  35  years  of  earnings. 
"When  I  got  the  statement,  I  realized  I  would 
only  get  about  $300  a  month  in  Social  Security 
unless  I  did  something  about  it,"  says  Hughes, 
now  54.  Her  husband,  65,  would  have  been  enti- 
tled to  about  $600.  But  his  career  switch  en- 
abled him  to  draw  $886  in  monthly  benefits  when 
he  began  collecting  Social  Security  this  year. 

When  making  retirement  plans  for  clients, 
Marilyn  Marcos- 
son,  a  Merrill     j* 
Lynch  vice- 


the  right  direction," 
she  says. 

If  you're  be- 
tween 40  and  47 
and  have  worked 
at  least  40  quar- 
ters, you've  proba- 
bly gotten  your 
pebes  sometime 
since  Oct.  1.  If 
you're  older  than 
47  but  not  yet  on 
Social  Security,  you 
should  have  re- 
ceived a  statement 
within  the  past  four 
years.  But  starting 
this  Oct.  1,  a  new 
version,  called  a 
Social  Security 
Statement,  will  be 
mailed  annually  to 
workers. 

ENOUGH?  When 
reading  your  pebes, 
make  sure  all  in- 
come, up  to  the 
limit  ($72,600  in 
1999),  is  included. 
Errors  such  as  a 
missed  year  could 
reduce  your  bene- 
fits because  Social 
Security  computes 
the  amount  using  a 
formula  based  on 
your  earnings  his- 
tory to  date.  Spot 
a  slip-up?  Call  the 


Social  Securil 
Checkup 

►  When  you  get  your 
Personal  Earnings  & 
Benefits  Estimate  Stai 
ment  (PEBES),  check 
the  salary  record,  nan 
spelling,  birth  date,  ai 
Social  Security  numbc 

►  Call  the  Social 
Security  Administratk 
(800  772-1213)  to  rep< 
any  errors.  Try  to  havi 
your  W-2s  for  the  year 
in  question. 

►  If  you  are  unhappy 
with  the  projected  bei 
fit,  order  another 
PEBES.  On  the  reques 
form,  ask  for  estimate* 
based  on  higher  projec 
ed  wages  and  on  delay 
ing  your  retirement  a 
few  years.  This  will  she 
what  you  may  need  to 
to  increase  your  benefl 

►  Make  sure  your 
spouse  gets  a  PEBES  ai 
the  same  time  you  do,  i 
you  can  discuss  your 
joint  retirement  stratej 


president  in  Washing- 
ton, starts  with  pebes.  She  suggests  that  clients 
look  at  the  benefit  level  and  see  if  they  can  live 
on  it.  Often,  they  say  they  can't.  "That  serves  as 
a  motivator  to  make  sure  savings  are  moving  in 


agency,  and  have 
your  pay  stubs,  W-2,  or,  if  you  are  self- 
ployed,  1099  form  in  hand.  If  you  d 
have  these  records,  the  agency  can  sugj 
other  ways  to  verify  your  income 
Then  it's  time  to  determine  whet 
you  can  live  with  your  benefits. 
pebes  shows  your  monthly  benefit 
der  three  conditions:  if  you  start 
lecting  at  62,  the  earliest  you  can 
so;  at  your  "full-retirement  age"- 
to  67,  depending  on  your  birth  di 
and  at  70.  If  you  choose  to  draw  p 
ments  between  62  and  your  full-ret: 
ment  age,  your  benefit  can  fall  by  as  m 
as  20%.  If  you  wait  until  70,  your  bei 
can  increase  as  much  as  8% 
You  can  get  a  more  precise  estimate  of 
efits  by  using  a  pebes  order  form,  which  you 
quest  either  by  phone  or  online.  You  enter 
the  form  the  age  at  which  you  plan  to  retin 
say,  64 — and  your  own  estimates  of  your  futi 
You  then  send  it  to  the  ae-encv 


:i 

"I 


earnings. 


agency 


calculation.  You  should  get  the  pebes  within  fi 
weeks  of  mailing  the  form.  Your  pebes  could 
an  eye-opener,  even  if  you  may  not  like  eve 

thing  you  see. 



V 
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Retirement  Myth  #24 


ANNUITIES  ARE 


COMPLICATED 


INSURANCE  PRODUCTS  THAT  I'LL 


NEVER 


UNDERSTAND. 


NOT 


at  FIDELITY. 


At  Fidelity,  we'll  give  you  the  straight  talk  about  annuities.  They're  actually  much 
less  complex  than  you  think,  and  include  benefits  such  as  tax-deferred  growth  and 
the  option  of  lifetime  income.  To  help  determine  if  an  annuity  fits  your  needs,  call  us 
today  and  ask  about  AnnuityMatch,  a  simple  two-minute  quiz.  Why?  Because  we  believe 
annuities  can  play  a  critical  role  in  a  retirement  savings  program.  But,  we  also  realize 
(jeryone's  situation  is  different.  That's  why  there's  no  sales  pressure  when  you  call  us,  just  honest 
iswers  to  your  questions.  Together,  we'll  help  determine  if  an  annuity  is  right  lor  you. 


Fidelity 


Investments 


TO      SPEAK      WITH       AN      ANNUITY      SPECIALIST,       CALL 

1-800-544-4713     ext.  316 


TO     MEET     WITH     A     REPRESENTATIVE     AT 
CALL       1-800-544-9797       OR       VI 


YOUR     LOCAL 
SIT       WWW. 


INVESTOR 
F    I    D    E    L   I   T 


CENTER 
Y  .   C    O    M 


delity  refers  to  Fidelity  Investments  Life  Insurance  Company  and  in  NY,  Empire  Fidelity  investments  Life  insurance  Company 
II  performance  is  no  guarantee  ol  future  results  Annum  values  will  fluctuate  Foi  more  complete  information  in(  ludii 
I  I  800  544-47]  I  foi  a  free  prospectus  Please  read  it  carefull)  before  you  invest  or  send  mone)    taxable  amounts  withdrawn  pi 
lb    lubjeci  to  a  10%  penal  t)  tax  as  well  as  ordinary  income  tax  Fidelit)  Retiremem  R< 

estments  I  ife  In  impan)  1  oi  NY  residents,  Retirement  Reserves  is  issued  b)  Empire  I  idelit)  investments  I  ife  Insurance  (  ompai 

Distributed  b)  Fidelit)  Brokeragi  Services,  ln<    (membei  NASD)  Fidelit)  insurance  Agency,  lnc    and  Fidelit)  Investments  Insurance  '> 
fexas,  ln< 
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The  Many  Ways  of 
Unscrambling  a  Nest  E; 

Options  for  taking  money  out 


BY  ANNE  TERGESEN 


he  day  you  turn  70%  will 
be  a  watershed  event  in 
your  financial  life.  Until 
that    point,    you    are 
encouraged    to    build 
your  retirement  nest  egg 
through  tax-deferred  sav- 
ings plans,  such  as  401(k)s 
and  individual  retirement 
accounts  (ikas).  Once  you 
_         hit  70%,  however, 
federal  law  says 
that   you   must 
start     drawing 
those      assets 
down. 
With  only  a  few 
minor    exceptions, 
you  have  until  Apr. 
1  of  the  year*  after 
you  hit  70%  to  be- 
gin taking  what 
the  government 
calls   "required 
minimum    dis- 
tributions." If 
you       should      ( 


PI 


happen  to  miss  the  deadline,  the  Internal 
enue  Service  can  levy  a  50%  penalty  on  th 
ference  between  the  amount  that  you  act 
withdrew  and  what  you  should  have  taken, 
as  frightening  is  the  prospect  of  dying  wi 
adequately  planning  for  the  transfer  of  you 
maining  nest  egg  to  your  heirs.  "For  most 
pie,  this  is  their  single  largest  asset,"  say 
Slott,  who  publishes  Ed  Slott's  ira  Advisor 
663-1340;  www.irahelp.com).  If  you  don't 
the  i*ules,  he  warns,  you  could  "lose  70%  to 
of  it  to  estate  and  income  taxes 
The  first  thing  you 
do,    preferably    at 
time  you  first  set  up 
account,  is  to  name  a  \ 
ficiary.  This  is  a  must — ev 
you  are  a  single  person.  That's  bee 
the  irs  permits  those  who  have  nam 
beneficiary  to  calculate  a  joint  lift 
pectancy  when  figuring  out  their  a 
drawals.  Since  the  life  expectanc 
two  people  is  necessarily  greater 
one,  this  is  a  good  way  to  spread  pay 
over  more   years.   It   also   minimizes 
amount  you  must  take  each  year,  cutting 
income  tax  due.  And  it  gives  your  assets  r\ 
time  to  grow  tax-deferred. 

Choosing  your  estate  as  the  beneficiary  w 
be  a  big  mistake.  This  can  happen,  howeve 
you  don't  pick  anyone  and  the  plan  names  } 
estate  by  default.  Because  an  estate  has  no 
expectancy,  you  would  have  to  spread  w 
drawals  over  your  lifetime  alone. 

A  second  error  is  to  automatically  desigi 
your  spouse  as  beneficiary.  If  your  goal  ii 
leave  as  much  as  possible  to  the  next  generat 
you're  better  off  selecting  a  younger  benefici 
Still,  keep  in  mind  that  if  your  estate  is  n 
than  $650,000,  your  retirement  fund  could  get  ■; 
by  both  estate  and  income  taxes  if  you  leav 
to  someone  other  than  your  spouse.  No  ma 
whom  you  name,  review  the  decision  before 
turn  70%.  If  you  change  your  mind  after 
start  taking  out  money,  irs  rules  say  your  am 
drawdowns  can  only  increase. 
REQUIRED  SUM.  When  planning  withdraw 
keep  in  mind  that  delaying  into  the  next  calen  t 
year  after  you  turn  70%  can  backfire.  That's 
cause  those  who  wait  must  take  two  withdraw 
that  year,  a  move  that  can  push  some  into 
higher  tax  bracket. 

To  figure  out  how  much  money  you're  requi 
to  withdraw,  take  your  account  balance  as  of  I 
31  of  the  prior  year  and  divide  it  by  your 
your  beneficiary's  joint  life  expectancies.  You  hi 
three  ways  to  determine  joint 
expectancy.  The  simplest  is  ca 
"term  certain."  When  you  rei 
70%,  look  up  the  combined  life 
pectancy  in  irs  Publication  590. 
Then,  for  each  successive  year 
passes,  you  should  subtract  1  from  the 
vious  number.   If  a  71-year-old  man  witi 
$500,000  ira  names  his  68-year-old  wife  as  b| 
eficiary,  the  actuarial  tables  say  the  two  hav 
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BUYING  A  COMPUTER? 

MAYBE  YOU  SHOULD  START  AT  A 
PLACE  THAT  DOESN'T  SELL  ANY. 

fill  reviewed  desktops 


First-rate  cut-rate  PCs 


ow  cheap  is 


New  speed  demon; 


Corporate  PCs  reviewed 


too  cheap? 


t cheap  PCs 


reviewed 
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Big  brother  and 
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High-powered  home  PCs 
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£  downloads 
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combined  life  expectancy  of  21.2 
yeai-s.  The  first  withdrawal  thus 
must  be  at  least  Vi\ .2  of  the 
$500,000  account,  or  $23,585.         i 
In  the  second  year,  the  couple       J 
must  take  i^o.2,  and  so  on. 

As  is  the  case  with  any  of 
the  three  life-expectancy  meth- 
ods, if  you  die  first,  your  spouse 
unlike  any  other  beneficiary — will  be  able 
to  roll  over  the  money  into  his  or  her  own  IR"A, 
designate  a  new  beneficiary,  and  design  a  new 
payout  schedule.  But  if  your  beneficiary  dies 
first,  the  joint  term-certain  option  offers  protec- 
tion for  you  and  your  heirs  because  the  original 
withdrawal  schedule  remains.  The  method's 
downside  is  you  risk  running  through  your  sav- 
ings before  you  die. 

ZERO  EXPECTANCY.  The  other  two  ways  of  figur- 
ing life  expectancy  give  you  the  security  of  know- 
ing that  you'll  always  have  money  in  the  bank. 
Joint  recalculation  is  available  only  to  mairied 
couples.  By  recognizing  that  life  expectancy  im- 
proves with  every  additional  year  you  live,  this 
method  lets  you  go  back  to  the  actuarial  tables 
each  year  to  recalculate.  This  approach  gives  you 
the  smallest  annual  withdrawals  and  taxes  and  the 
longest  horizon  over  which  the  assets  can  grow 
tax-deferred.  It  also  ensures  that  your  nest  egg 
won't  run  out  until  the  tables  end  at  age  115. 


Retirement  Account  Mistakes 

►  Not  naming  a  beneficiary  or  method  to  calculate  your  life  expectancy. 
If  you  don't  choose,  your  plan  will  do  it  for  you. 

►  Using  a  single  instead  of  the  joint  life  expectancy  of  you  and  your  benefi- 
ciary. A  combined  expectancy  allows  you  to  spread  withdrawals  over  more 
years,  minimizes  taxes,  and  gives  your  assets  more  time  to  grow  tax-deferred. 

►  Not  taking  required  minimum  distributions  by  Apr.  1  after  the  year  in 
which  you  turn  70&  The  IRS  can  levy  a  50%  fine  on  the  difference  between 
the  amount  you  withdrew  and  the  amount  you  were  supposed  to  take. 

►  Assuming  that  because  you  took  more  than  the  minimum  one  year,  you 
can  take  less  the  next.  Again,  the  IRS  can  slap  you  with  a  50%  fine. 

►  Aiming  for  the  lowest  required  minimum  distribution.  This  can  have 
negative  consequences  if  you  outlive  your  beneficiary. 


The  problem  with  this  method  is  that  if  your 
spouse  dies  first,  his  or  her  life  expectancy  drops 
to  zero.  That  leaves  you  no  choice  but  to  base  fu- 
ture withdrawals  on  just  your  lifespan.  The  rules 
also  force  your  heirs  to  withdraw  the  balance 
when  you  die,  triggering  a  big  tax  bill.  For  this 
reason,  many  experts  advise  clients  to  stay  away 
from  joint  recalculation  unless  they  plan  to  leave 
the  money  to  charity. 

A  third  choice  offers  a  middle  ground.  Called 
the  hybrid  method,  it  permits  one  person  to  re- 
calculate while  the  other  uses  term  certain.  If 
your  beneficiary  is  someone  other  than  your 
spouse,  be  aware  that  the  IRS  permits  only  ac- 
count owners  and  spouses  to  recalculate.  So  a 


If  you  don't  need  " 
money  from  yourfim 
IRA  and  want  to 
leave  the  maximum 
to  your  heirs,  be  sure  to  use 
the  "term-certain"  method 


child,  grandchild,  or  friend  has  no  choice  b 
elect  term  certain.  But  if  you  opt  for  the  h; 
method  and  your  beneficiary  is  your  sp 
Slott  recommends  putting  the  younger  pers 
term  certain.  That's  because  when  both  p; 
die,  the  heirs  get  to  complete  the  life  exped 
of  the  person  on  term  certain. 

Whichever  method  you  choose,  don't  f< 
to  inform  your  plan's  custodian.  If  you 
you  may  wind  up  with  the  default  option, 
is  often  recalculation. 
"REALITY  CHECK."  Which  plan  is  right  for  yo] 
you  need  the  money  to  retire  comfortably, 
the  recalculation  or  hybrid  method  to  make 
your  savings  last  as  long  as  you  do.  Then, ' 
reality  check"  on  your  heirs,  advises  Chrii 
Fahlund,  senior  financial  planner  at  T 
Price  Associates  in  Baltimore.  For  examp! 
your  son  needs  money  to  buy  a  house, 
likely  to  cash  out  soon  after  inheriting  yo 
count.  As  such,  you  won't  penalize  him  if  yo 
calculate — a  method  that  mandates  a  lump 
payment  to  heirs. 

But  if  you  don't  need  the  money  and  wai 
give  as  much  as  possible  to  the  next  ge: 
tion,  use  the  term-certain  option  and  na: 
young  beneficiary.  You  won't  reap  the  ma: 
benefit  while  you  are  alive,  because  the 
forces  you  to  assume  the  age  gap  between 
and  a  nonspouse  beneficiary  is  no  more  thi 
years. 

Once  you  are  gone,  however,  your  benefi 
can  take  withdrawals  based  on  his  or  her  a 
age  and  life  expectancy — minus  the  payouts 
you  have  already  pocketed.  If  you  have  sev 
goals  or  beneficiaries,  you  can  divide  J 
account. 

If  you  are  intent  on  leaving  your  tax-defei 
retirement  account  to  an  hem,  go  ahead,  butf 
your  $650,000  estate-tax  exemption  for  other 
sets.  If  you  give  your  heirs  an  ira,  they 
owe  as  much  as  39.6%  of  the  account  to 
government  to  pay  the  income  taxes  due  u 
withdrawals.  Heirs  will  get  much  greater  mile 
out  of  $650,000  worth  of  stock  or  cash  beci 
income  taxes  have  already  been  paid,  says  . 
Doyle,  estate  planning  manager  at  Mellon  Pri 
Asset  Management. 

The  only  two  ways  around  the  rules  ar 
keep  working  for  your  current  employer  or 
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Now  BT  Alex.  Brown  is  part  of  Deutsche  Bank 

"They  know  my  industry.  They  know  my 
>mpany's  needs.  And  they  have  the  global 
power  to  take  us  forward." 


Now  that   BT   Alex.    Brown   is   part   of 
Deutsche  Bank,  we're  ideally  positioned 
to  give  you  the  right  financial  solutions 
at    every    stage    of    your    company's 
growth.  So  you  can  expect  a  powerful 
combination   of   deep   industry   knowl- 
edge, financial  innovation,  pre-eminent 
research,  vast  product  offerings,  out- 
standing distribution  and  global  reach. 
All  brought  to  you  by  seasoned  profes- 
sionals  and   backed   by   an    unrivaled 
balance  sheet.  For  proven  strength  and 
expertise    in    advisory   services,    fixed 
income  and  equity  markets,  count  on  us  to 
bring  your  corporate  vision  to  fruition. 

Leading  to  results." 


Deutsche  Bank 


m 


among  the  leaders  in  all  ma,o,  financial  business  areas: 
Global  Institutional  Services  and  Private  Banking. 

-   i-   ih.   UK     Tha   larvice*   de*cnbad   m 

fca,^  -;:::^~r:;=r:":  ,:i::;.r. :.: •■ 

i.„,.ch.  B.nk  S.curUI..  In.     .ndBTA...     Brown  Inc 

application  pan  ding 
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a  Roth  ira,  which  requires  no  distributions  dur- 
ing your  lifetime  because  it  accepts  only  aftertax 
dollars.  Withdrawals  from  your  employer's  401(k) 
plan  can  be  postponed  until  Apr.  1  of  the  year 
following  retirement.  But  when  it  comes  to  tra- 
ditional iras,  you  can't  delay,  whether  you  are 
working  or  not,  says  Steven  Lockwood,  a  New 
York  pension  attorney  and  co-author  of  Individ- 
ual Retirement  Account  Answer  Book  (Panel 
Publishers,  $136). 

NO-BRAINER.  If  you  die  before  you  reach  the  age 
of  10'A,  your  beneficiaries  have  choices:  If  they  do 
nothing  at  all,  the  "five-year  rule"  kicks  in,  re- 
quiring the  account  to  be  drained  within  five 
years.  Heirs  can  also  notify  their  plan's  custodi- 
an that  they  intend  to  spread  the  withdrawals 
over  their  lifetimes. 

Margaret  Malaspina,  author  of  Don't  Die 
Broke:  Hoiv  to  Turn  Your  Retirement  Savings 
into  Lasting  Income  (Bloomberg  Press,  $21.95), 


says  that  this  can  turn  even  quite  a  sm 
heritance  into  a  significant  source  of  wealtr 
suming  there's  an  8%  annual  return,  Mala 
calculates  that  a  40-year-old  who  inher 
$20,000  ira  would  realize  $115,000  of  in 
over  his  or  her  lifetime,  with  $57,000  left  i 
account  at  death. 

For  beneficiaries  who  are  also  spouses 
third  option  is  to  roll  inherited  money  i 
new  ira.  This  is  a  no-brainer  unless  the  sj 
needs  the  money  to  live.  In  that  case,  mone 
be  taken  penalty-free,  but  only  if  it  is  k 
the  original  account. 

Whatever  your  situation,  remember  that 
topic  is  capable  of  confusing  even  the  expert  »  Gy 
seek  help  from  financial  planners,  accountan 
others — but  make  sure  you  are  not  getting 
ie-cutter  advice.  To  design  a  successful  stfa 
your  planner  must  consider  your  needs  not 
in  retirement,  but  beyond. 


Turn  59^,  and  suddenly  you  have 
the  option  of  withdrawing  what- 
ever amount  of  money  you  want 
from  your  individual  retirement 
account.  Do  it  before  then,  however, 
and,  with  a  few  exceptions  such  as 
death  and  disability, 
you'll  face  a  10% 
penalty.  But  there  is  a 
way  around  having  to 
pay  the  substantial  fine. 
A  little-used  loophole 
allows  you  to  take  what 
the  government  calls 
substantially  equal  period 
ic  payments.  Anyone  can 
do  this  anytime,  but  be  care- 
ful: It  will  deplete  your  retire 
ment  fund,  and,  if  you  do  the 
math  wrong  or  skip  a  with- 
drawal, the  Internal  Revenue 
Service  can  levy  a  10%  penal- 
ty against  every  cent  that 
you  take.  If  you  are  within 
five  years  of  turning  59'/>, 
you  are  locked  into  a 
five-year  commitment. 
If  you  are  younger, 
you  must  take 
money  out 
each  year 
until  hitting 
59& 

GO  FIGURE.  To  do  it  right,  Scott 
Grittinger,  a  certified  financial  plan- 
ner at  Strong  Capital  Management, 
recommends  that  you  first  figure 
out  exactly  how  much  money  you 
are  going  to  need.  The  next  step  is 


to  determine  which  of  three  irs- 
sanctioned  methods  will  get  you 
there. 

The  life-expectancy  method 
generally  yields  the 
smallest  payouts. 


which  incorporates  an  additional 
factor — a  long-term  interest  rate 
published  by  the  government 
(page  2  of  ftp.fedworld.gov/ 
pub/irs-utl/afrs.pdf).  You 
can  adjust  the  total  by 


Downsides  to. 
Withdrawing  Too  Soon 

►  The  earlier  you  take  money  out,  the  less  you  will  benefit 
from  tax-deferred  compounding. 

►  You  cannot  change  your  mind  or  skip  withdrawals. 

►  If  you  are  within  five  years  of  turning  59K,  you  are  locked 
into  a  five-year  withdrawal  commitment. 


►  If  you  are  younger  than  54J^,  you  must  take  money  out 
until  you  reach  59M.  For  a  34-year-old,  that  means  a 
quarter  century  of  annual  withdrawals. 

DATA:  STRONG  CAPITAL  MANAGEMENT;  BUSINESS  WEEK 


Divide  your 
account's 
balance 
by  your 
life  ex- 
pectancy. 
Go  to 

IRS  Publication  590  and  determine 
this  using  the  recalculation,  term- 
certain,  or  hybrid  approaches  that 
are  described  in  the  accompanying 
story.  For  higher  payouts,  you 
might  try  the  amortization  method, 


out-even  before  age  59J4 


taking  somewhere  between  80%  ar 
120%  of  the  official  rate,  Grittinger  | 
says. 

The  annuity  method  generally 
nets  the  highest  payouts.  Divide 
your  balance  by  an  annuity  factor 
found  in  UP-1984,  mortality  tables 
published  by  the  Conference  of  Cor 
suiting  Actuaries  (847  419-9090; 
$15).  Once  you've  drawn  up  a  plan, 
don't  skip  withdrawals  or  switch 
methods — otherwise  you'll  get  hit 
with  a  fine.  Anne  Tergesi 
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Long-Term  Care  Insurance 


meone  to 
itch  over  You 

?  policies  will  pay  the  bill 


*D  GLECKMAN 
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-!ig-Term  Gape  Resources 
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ING  METHUSELAH:  PRACTICAL  STEPS  FOR 
IMS  FOR  A  LONGER  LIFE  by  Henry  C.  Sim- 
d  and  E.  Craig  MeBean,  Prime  Press,  $20 


THE  WEB 


tiO  WEB  (www.elderweb.com)  Provides  a 
o|  range  of  resources  for  seniors,  includ- 
licles  on  long-term  care  insurance. 

H  INSURANCE  INDUSTRY  OF  AMERICA 

v  hiaa.org)  Offers  a  good  primer  on 
n  erm  care  policies. 


ack  in  1994,  Flora 
and  Joseph  Zeman 
watched  a  neigh- 
bor   in    Tamarac, 
Fla.,  slowly  decline 
from  Parkinson's  dis- 
ease.   As    his    illness 
worsened,  the  neighbor 
and   his   wife   had   to 
hire    a    live-in    home 
health     aide.     "They 
went  broke,"  remem- 
bers    Flora     Zeman. 
"They  had  to  sell  then- 
house." 

Their  friends'  plight 
made  such  an  impres- 
sion on  the  Zemans 
that      they      bought 
long-term  care  insur- 
ance   to    shield    them 
from  the  budget-busting 
costs  of  chronic  illness. 
Just  two  years  later,  at 
age  67,  Flora  had  a  leg  am- 
putated. She  has  needed  her 
own  home  health  aides  ever 
since.  But  Flora's  policy,  which 
cost  her  $1,500  a  year,  pays  up 
to  $122  a  day — plus  an  inflation  adjustment — for 
her  care.  "I'm  just  relieved 
I  got  it,"  she  says. 

Long-term-care  (ltc) 
policies  insure  against  the 
risk  you'll  need  costly  cus- 
todial care  as  a  result  of  old 
age,  illness,  or  accident.  The 
best  policies  pay  whether 
you  are  at  home  or  in  a 
nursing  facility.  "Not  every- 
body is  going  to  need 
frailty  care,"  says  E.  Craig 
MacBean,  a  Richmond  (Va.) 
financial  planner  and  author. 
But  it  is  so  expensive  that 
"nobody  can  afford  to  ig- 
nore it." 

Indeed,  the  cost  can  be 
staggering.  A  year  in  a 
nursing  home  averages 
$40,000— twice  that  in 
cities  such  as  New  York. 


BOOKS 


TERM  CARE  PLANNING:  A  DOLLAR  AND 
GUIDE,  United  Seniors  Health  Cooper- 
800  637-2604,  $18.50 


For  home  care,  a 

nurse's   aide   gets 

$12    to    $15    per 

hour,  while  reg-    -•» 

istered  nurses  can 

top  $25.  Round-the-clock  nursing  care  can  run 

$600  a  day. 

new  TARGET.  Because  younger  people  rarely 

think  about  the  need  for  such  care,  i.tc  insurance 

has  been  an  old  person's  product.  Only  after 

people  watch  a  friend  or  relative  run  up  huge 

costs  do  they  buy  insurance  for  themselves.  Now. 

insurers  are  trying  to  change  then-  demographies. 

The  new  target:  flftysomethings. 

But  should  you  buy?  When?  And  what  benefits 
should  you  pick  from  a  complex  menu  of  choir 
For  some,  the  answers  are  relatively  easy.  If 
diseases  such  as  Alzheimer's  run  in  your  family. 
buy  a  policy  sooner  rather  than  later.  On  the 
other  hand,  if  you  are  elderly  and  have  annual  in- 
come of  less  than  $35,000  and  assets  of  less  than 
$75,000 — excluding  your  house  and  car — you 
probably  don't   want   a  policy.   High  premiums 
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Long-Term  Care  Insurance 


Beware:  The 
gold-plated 
coverage  you 
buy  today  may 
be  obsolete 
when  you 
need  it 


will  cut  into  your  ability  to  live  comfortably. 

Remember,  Medicaid,  the  government-run 
health-care  program  for  the  poor,  will  pay  for 
long-term  care — once  you  spend  most  of  your 
assets.  But  Medicare,  the  federal  health-care 
program  for  seniors,  will  only  provide  short- 
term  home  health-  and  nursing-facility  care  to 
help  you  recover  from  an  illness  or  injury.  You'll 
get  no  long-term  benefits  if  you  are  suffering 
from  a  chronic  illness  or  become  frail. 

Insurers  want  you  to  buy  ltc  insurance  at  45 
or  50.  But  many  financial  experts  say  you  can 
wait  until  you  are  in  your  mid-50s  or  even  a  bit 
older.  "The  products  are  extremely  well  suited  for 
people  in  their  60s,"  says  Robert  Pearson,  ceo  of 
CareQuest,  a  Neenah  (Wise.)  provider  of  health- 
care benefits  for  business  and  nonprofit  institu- 
tions. "For  younger  people,  there's  just  too  much 
distance  between  when  they  buy  and  their  need." 

Younger  buyers  pay  lower  annual  premiums, 
but  face  more  years  of  payments — and  a  greater 
chance  they'll  get  stuck  with  an  obsolete  plan.  At 
45,  you  can  get  a  solid  midrange  policy  for  $650 
a  year  (table).  At  60,  the  same  policy  may  cost 
$1,200.  But  at  70,  premiums  will  run  nearly 
$3,000.  If  you  buy  at,  say,  60,  insurers  can  still 
raise  premiums  for  your  class,  and  inflation  riders 
will  add  to  your  costs,  but  you'll  always  pay  at 
the  prevailing  60-year-old  rate.  Another  advan- 
tage to  buying  young:  You'll  have  to  take  a 
physical  and  pass  a  cognitive  test  to  get  most  in- 
dividual policies.  You  could  be  disqualified  if  you 


suffer  from  chronic  illnesses  s 
Parkinson's,  or  show  early  sym! 
of  Alzheimer's  disease. 

But  since  many  buyers  won 
care  until  they  are  well  into  the 
they  could  be  paying  premiums 
years  or  more.  And  the  polici 
changing  rapidly:  The  gold-plate 
erage  you  get  today  may  be  o! 
when  you  need  it.  Ten  years  ago 
policies  were  geared  to  nursing- 
coverage.  They  offered  only  limite 
efits  for  home  care  and  paid  n 
for  assisted  living.  Today,  those 
ally  covered.  But  continuing  car 
ters  (page  132) — facilities  that  o: 
dependent    apartments    and    1 
nursing  care  at  a  fixed  monthly  fe< 
not.  They  may  be  10  years  from 
self-insure?  Insurers  will  let  yo 
vert  to  a  more  modern  policy.  B 
may  have  to  retake  that  physical, 
your  premiums  will  usually  reset 
age  you  change  coverage.  There  : 
other  reason  to  delay:  It  helps  to    r 
some  idea  of  where  you'll  be  living   tt 
retirement.  That  may  be  easier  to 
ine  at  60  than  at  50. 

Can  you  self-insure  by  building  i  ^ 
egg  to  pay  for  future  frailty-care  ( 
It's  doable,  but  takes  lots  of  disci 
For  example,  a  50-year-old  womai  , 
buy  a  top-of-the-line  policy  for  a  $ 
initial  annual  premium.  If  the  price 
each  year  by  5%,  at  age  80  she  will  have 
about  $66,000  in  premiums.  And  she  would 
lifetime  benefit  worth  about  $500,000.  i1^. 

Say  the  same  50-year-old  invests  $1,000  in 
one  and  increases  her  annual  investments  b; 
for  30  years.  If  her  portfolio  appreciates  89 
nually,  she  would  have  a  pre-tax  portfolio  of 
ly  $200,000  at  the  end  of  the  third  decade.  13 
an  insurance  benefit,  the  money  is  hers  to  U 
she  pleases.  But  it  is  not  $500,000.  And  ii 
suffers  a  catastrophic  illness  at,  say,  70,  she  w 
far  worse  off  than  if  she  had  a  policy. 

Let's  say  you're  ready  to  buy.  You'll  neA, 
wade  through  a  mire  of  options.  Most  policie 
day  are  just  selling  a  pool  of  money.  If  you 
$100-a-day  coverage  for  five  years,  you  are  r 
getting  up  to  $182,500  in  insurance.  But  no  a 
policy  is  that  simple.  You'll  need  to  learn 
daily  benefits,  inflation  riders,  elimination 
ods,  and  benefit  periods.  "Even  for  a  sophistic 
person,  it's  a  mess,"  says  Martin  Weiss,  ch 
of  Weiss  Ratings  Inc.,  a  Palm  Beach  G; 
(Fla.)  firm  that  analyzes  long-term-care  ins 
(800  289-9222). 

Here  are  some  of  the  key  variables: 
■  Benefit  period.  This  is  the  number  of  ye; 
coverage  you  are  buying.  Policies  may 
three  years  or  five  years,  or  lifetime  bene: 
lifetime  plan  will  give  you  greater  pea 
mind,  but  you'll  pay  about  30%  more  than 
five-year  policy. 

How  long  should  you  be  covered?  In  1995J' 


!'( 
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Earn  Triple  Miles 

or 

Id  Passport  Points  plus  1000  bonus  miles 
on  every  stay. 

■pie  miles  includes  500  standard  plus  1000  bonus  miles.) 


jam  Quadruple  Miles 


or 


Id  Passport  Points  plus  1500  bonus  miles 
on  et/ery  stay. 

Only  when  you  use 
your  American  Express*  Card. 

(  Mruple  miles  includes  500  standard  plus  1500  bonus  miles.) 


Cards 


Qualify  with  just  two  stays  at  Hyatt  between  June  I  and  August  31 . 

You'll  then  earn  Maximum  Miles  on  these,  plus  any  additional  stays  in  June,  July 
and  August.  What's  more,  there's  no  limit  to  the  number  of  frequent  flyer  miles 
you  can  earn  from  any  one  of  Hyatt's  18  participating  airline  partners. 

Participating  is  easy.  Simply  join  Gold  Passport.  Hyatt's  award-winning 
frequent  traveler  program.  If  you're  already  a  member,  be  sure  to  sign  up  for  this 
exciting  promotion.  When  you  stay  at  any  Hyatt,  give  your  Gold  Passport 
number  when  you  check  in.  We'll  keep  track  of  your  bonus  miles  for  you. 

And  earn  even  more  miles.  Just  use  your  American  Express  Card  and 
request  the  American  Express  Card  "bonus"*  to  earn  the  most  miles  for  your 
stay.  After  October  15,  we'll  send  you  a  certificate  with  the  total  bonus  miles  you 
have  earned.  Then  you  can  select  the  frequent  flyer  account  to  credit. 

Great  Deal.  In  addition  to  earning  Maximum  Miles,  you  can  also  enjoy 
savings  with  great  rates  at  select  Hyatt  hotels  and  resorts  worldwide.  To  make 
reservations,  call  your  travel  planner  or  I  800  233  1234  and  ask  for  DEALS. 

Sign  up  for  Maximum  Miles.  And  let  Gold  Passport's  benefits  and  services 
enhance  your  stays  while  you  make  this  summer  more  rewarding  than  ever 


participate,  call  1  800  5/  HYATT  or  visit  www.gaUipassport.com 


HJ*A*J 


Itfb 


1 


ing  Airlines:  Aeromexico,  Alaska  Airlines.  All  Nippon  Airways.  American  Airlines."  America  West  Airlines'  British  Airways.  Cathay  Pacific  Airways.  Continental  Airlines. 
■  Lines.  Korean  Air,  Lufthansa.  Midwest  Express  Airlines.  Northwest  Airlines.  South  African  Airways.  Thai  Airways  International.  TWA'  United  Airlines  and  US  Ai^v/avs 
Ico  Club  Premier  members  choosing  kilometers  for  their  stays  will  receive  1 ,000  kilometers  for  every  500  miles  awarded.  British  Airways  Executive  Club  U.K.  members  choosing 
for  their  stays  will  receive  50  Air  Mi/es  for  every  500  miles  awarded.  'The  American  Express  "bonuses"  are  valid  on  all  participating  airlines  except:  American  Ar 
rways,  Korean  Air,  and  Lufthansa. 

id  Conditions:  A  stay  is  defined  as  one  or  more  consecutive  nights  at  a  single  Hyatt  property  at  an  eligible  rate.  Only  one  bonus  per  member  per  stay  regardless  of  the 
)f  rooms.  This  promotion  is  valid  6/1  8/31/99  and  is  sub|ect  to  the  terms  and  conditions  of  the  Gold  Passport  program  Other  restrictions  apply  For  full  terms  and  conditions 
I  Hyatt  or  visit  www  goldpassport.com.  Hyatt  Hotels  and  Resorts  encompasses  hotels  and  resorts  managed,  franchised  or  operated  by  two  separate  groups  of  companies-Hyatt 
on  and  H     if  rfflll  ites  ol  Hyatt  International  Corporation  ©I999  Hyatt  Corp.  American  Airlines  is  the  registered  trademark  of  American  Airlines.  Inc. 
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Long-Term  Care  Insurance 


cording  to  the  Health  &  Human 
Services  Dept.,  an  average  nurs 
ing  home  stay  was  about  2% 
years.  But  for  more  "than  70% 
of  patients,  it  was  three  years 
or  less.  And  only  14.6%  re- 
mained  for   more   than   five 
years.  According  to  industry  es- 
timates  collected   by   CareQuest, 
stays  in  assisted-living  facilities  averaged 
about  18  months. 

■  Daily  Benefit.  Figured  in  maximum  dollars 
per  day.  This  number  may  be  the  toughest  to 
work  up.  In  part,  it  will  depend  on  where  you 
plan  to  retire,  since  long-term  care  costs  vary  so 
much  around  the  country.  You  also  should  factor 
in  your  monthly  Social  Security  or  private  pen- 
sion benefits,  since  you  can  use  those  funds  to 
help  pay  for  care. 

Nancy  P.  Morith,  a  Princeton  (N.J.)  indepen- 
dent insurance  broker,  figures  it  this  way:  In  her 
state,  a  nursing  home  stay  averages  $200-a-day, 
while  assisted  living  or  an  eight-hour-a-day  home 
health  aide  costs  about  $140.  In  that  environ- 
ment, she  says,  a  comfortable  policy  should  prob- 
ably start  at  $140.  "I  don't  think  you  need  to  in- 


The  Cost  of  Long-Term  Care  Insurance 

Here's  what  one  carrier  charges  for  some  common  options: 


Your  policy  will 
begin  paying  whei 
you're  unable  to 
perform  what's  calif 
the  activities  of  daily  living 


/ 


A6E 

BENEFIT 
PERIOD 

MONTHLY 
BENEFIT 

WAITING 
PERIOD 

HOME 
CARE* 

INFLATION 

PROTECTION 

ANNUAL 
PREMIUM** 

BASIC  PLAN 

45 

3yrs 

$3,000 

90  days 

50%  prof,  care 

No 

$174.90 

70 

3yrs 

$3,000 

90  days 

50%  prof,  care 

No 

$1,130.40 

MIDDLE-OF-THE-ROAD  PLAN 

45 

6yrs 

$4,000 

90  days 

100%  prof,  care 

Yes 

$650.80 

70 

6yrs 

$4,000 

90  days 

100%  prof,  care 

Yes 

$2,984.40 

HIGH-END  PLAN 

45 

Lifetime 

$6,000 

90  days 

50%  all  care 

Yes 

$1,543.20 

70 

Lifetime 

$6,000 

90  days 

50%  all  care 

Yes 

$8,042.40 

*Professional  care  plans  pay  only  for  nurses  or  home  health  aides.  An  all-care  plan  provides  payments  to  family  members  who  assist  in  the  care  of 
a  beneficiary.       "Representative  rates;  actual  costs  will  depend  on  your  carrier,  health,  and  other  factors. 

DATA:  UNUM  CORP. 


sure  the  full  cost  of  a  nursing  home,  especially  if 
you  have  a  pension,"  she  says. 

■  Elimination  period.  This  is  insurancespeak 
for  the  deductible — how  long  you  are  willing 
to  pay  out-of-pocket  before  your  coverage  kicks 
in.  Policies  range  from  zero  days — or  first-dollar 
coverage — to  90  or  100  days.  You  can  save,  on 
premiums  by  self-insuring  for  the  first  three 
months.  But  most  planners  suggest  30  days. 

■  Inflation.  If  you're  going  to  buy  before  you 
are  75,  get  an  inflation  rider.  Most  policies  offer 
escalators  based  on  either  5%  simple  or  5% 
compound  inflation.  With  costs  rising  so  quickly, 


look  for  the  most  generous  rider  you  can  a 
especially  if  you  buy  at  55  or  60. 
■  Benefit  triggers.  Your  policy  will  begin  pi 
when  you're  unable  to  perform  what's  calje 
tivities  of  daily  living — routine  actions  su< 
eating,  bathing,  and  going  to  the  bathroom, 
ally,  policies  won't  pay  off  until  you  need 
with  at  least  two  or  three.  But  who  dec: 
Most  policies  provide  care  managers  to 
make  these  calls.  Make  sure  you  get  to 
the  advocate.  And  get  a  policy  that  pro^ 
flexibility  in  care  choices.  Your  living  am 
ments  should  be  drive 
need,  not  by  what  insur 
will  cover.  "Look  for 
ucts  that  provide  maxii 
choice,"  says  Rona  Ba 
stone,    a    Ft.    Lauder 
(Fla.)  care  manager. 

Be  sure  to  get  a  kn 
edgeable  agent.  Bad  ac 
can  cost  a  bundle.  And  i 
sure  the  insurer  has  sol 
nancial   backing.   You 
buy  ratings  from  compa 
such  as  Weiss,  A.  M. 
(www.ambest.com),  or 
dard  &  Poor's  (www.s 
dardandpoors.com). 
with  a  company  rated 
or  better.  Some  name 
look    at:    Travelers, 
Hancock,    Transamer 
unum,  and  Fortis.  If 
buy  at  60,  you'll  need  a  c 
pany    that's    going   to 
around  in  20  years. 

Finally,  shop  arounc 

study  conducted  by  W 

Ratings  shows  that  premiums  can  vary  bj 

much  as  30%  for  similar  policies. 

So  what's  the  bottom  line?  The  conser 
among  a  half-dozen  experts  seems  to  be 
Consider  a  policy  at  55  or  60.  If  you  can  afl 
it,  get  a  minimum  of  five  years'  coverage,  v 
a  generous  inflation  rider,  and  a  deductible  o 
or  30  days.  And  make  sure  your  policy 
pay  for  the  widest  choice  of  care  options. 

Thinking  about  how  you'll  be  cared  for  w 
you  can  no  longer  feed  yourself  is  no  fun. 
making  plans  for  that  day  is  as  important  as 
ciding  whether  to  buy  that  condo  on  the  lake. 


for 


In 
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/  T.  Rowe  Price,  experience  has  taught 


us  that  there's  only  one  person  thoroughly 
qualified  to  plan  your  retirement  You.  After  all, 
who  understands  your  goals  better  than  you  do? 
Not  that  retirement  planning  is  easy.  It  isn't.  That's 
where  we  come  in. 

For  over  60  years,  not  only  has  T.  Rowe  Price  been 
helping  people  prepare  for  their  retirement,  we  've 


K 


also  been  instrumental  in  helping  make  the 

Introducing  Retirement  Planning  From 

A  Revolutionary  New  Perspective 

process  easier  with  planning  kits  and  software. 

And,  because  we  offer  no-load  mutual  funds, 
IRAs,  variable  annuities,  even  retirement  plans 
for  the  self-employed,  you  can  develop  a  solution 
just  right  for  you.  Now  that's  revolutionary.  ^ 


Yours. 


For  more  information,  including  a  prospectus, 


call  T.  Rowe  Price  at  1-800-831-1148  or  visit 


www.  troweprice.  com. 


Invest  With  Confidence 

T.RoweFHce 


Read  the  prospectus  carefully  before  investing. 
T  Rowe  Price  Investment  Services.  Inc  .  Distributor 
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Assisted  Living 


Where  to 
Find  a 
Helping  Hand 

The  many  resources  you  can  call  on  to  avoid 
pitfalls  in  choosing  an  "assisted-living" facility 


BY  JOAN  OLECK 


H 


HOW  TO 
RETIRE 


e  was  the  one  who  had  read  her 
bedtime  stories,  taught  her  to  ride 
a  bike,  and  left  tooth-fairy  money 
under  her  pillow.  So  now  that  her 
father  was  87,  widowed,  and  losing 
his  memory,  Judy  Balch  of  Houston  want- 
ed to  do  the  right  thing.  Dad  couldn't 
live  alone,  and  he  was  too  healthy  for  a 
nursing  home,  she  reckoned.  So,  over  a 
week  in  May,  Balch  and  her  husband  ex- 
plored four  assisted-living  facilities  (alfs) 
that  provide  housing  as  well  as  personal 
and  medical  services  for  the  aging.  After 
touring  the  grounds,  quizzing  resi- 
dents, and  sampling  cuisines,  the 
family  settled  on  a  top-tier,  $2,800- 
a-month  complex. 

Two  months  later,  Judy  Balch 
reports  that  her  father  is  happy  in 
his  new  home,  though  not  all  consumers 
are  as  fortunate.  The  assisted-living  in- 
dustry is  booming  as  an  aging  America's 
quest  for  new  housing  options  sends  folks 
searching  for  everything  from  residences 
offering  minimal  services  to  those  with  nursing 
homes  attached  (table,  page  134).  But  the  search 
can  be  fraught  with  pitfalls.  A  recent  General 
Accounting  Office  report  found  that,  of  60  as- 
sisted-living contracts  it  examined,  20  contained 
"language  that  is  unclear  or  misleading." 
EXPELLED.  The  stickiest  issue?  The  reasons  a 
resident  can  be  tossed  out  are  often  vague  or  not 
mentioned  at  all.  A  facility  might  discharge  res- 
idents who  fall  behind  on  payments  or  whose 
health  deteriorates  dramatically.  So  make  sure  all 
the  conditions  are  spelled  out  in  writing  before 
you  sign.  Half  the  contracts  the  GAO  saw  did 
not  even  mention  discharge.  The  point:  to  mis- 


lead consumers  into  believing  they  can  live  ou  jeRf 
their  years  in  peace.  "Aging  in  place  is  more  I  er  tl 
promise  than  reality,"  says  Rhonda  Buckner,  di-  %,, 
rector  of  the  Consumer  Consortium  on  Assiste<  ^ 
Living  (ccal).  n  (), 

In  actuality,  some  facilities — and  some  stat*  fy  ;i 
regulations — force  residents  out  once  their  healtl  j$j0] 
deteriorates.  It's  important,  therefore,  to  put  cr , , 
the  reasons  for  discharge  at  the  top  of  the  list  jiet 
when  reviewing  an  assisted-living  contract.  "A  fa- 1 
cility  must  say  to  the  person  who  is  shopping  for  e, 
a  home:  'This  is  what  we  are,  and  we  can  take  j 
care  of  you  to  this  point,' "  says  Karen  Wayne,  jj,. 
president  of  the  Assisted  Living  Federation  of  ^ :, 
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Residence  in 
Brooklyn,  N.  Y. 
(clockwise  from 
above):  Morning         >-a 
coffee  in  one 
resident's 
apartment,  at  a 
sing-along, 
gardening  on 
the  roof,  in  the 
dining  room 


nerica  (alfa),  the  industry  trade  group.  "  'But 
Br  that,  you  will  have  to  move.'" 
Trouble  is,  you  may  not  even  be  able  to  see  a 
itract  until  the  last  minute.  The  GAO  found 
it  of  622  facilities  surveyed  in  four  states, 
■■>'<  provided  a  contract  prior  to  the  ad- 
ssion  decision,  and  then  only  if  asked.  About 
Jc  provide  no  contract  at  all— and  no  laws  re- 
ire  them  to. 

The  GAO  criticisms  didn't  end  there.  The 
Bncy  cited  one  Florida  contract  that  made  a 
•y.y  promise  to  "meet  your  needs"  as  an  illness 
Dgressed.  The  agreement  then  specified 
langes  in  physical  or  mental  condition"  as  rea- 


. 


sons  for  immediate  discharge.  The  gao  further 
found  that  27%  of  the  facilities  it  surveyed  had 
been  cited  for  five  or  more  problems  related  to 
quality-of-care  or  consumer-protection  issues, 
ranging  from  poor  hygiene  to  failing  to  notify  a 
doctor  when  a  resident  fell. 
OMBUDSMAN.  Wayne  calls  the  GAO  report  a 
"wake-up  call."  She  acknowledges  "the  problems 
out  there"  and  advises  consumers  to  get  details 
on  the  services,  such  as  transportation  and  health 
care,  included  in  the  base  fee  and  those  that 
are  considered  extras. 

The  government  is  taking  notice.  The  Senate 
Special  Committee  on  Aging  has  asked  the  na- 


' 


/ 
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tion's  50  governors 
for  details  about 
their  states'  con- 
sumer protections  for 
assisted  living.  And 
more  states  are  reg- 
ulating admissions 
agreements. 

If  you're  on  the 
consumer  end  of  a 
contract  worth  hun- 
dreds of  thousands  of 
dollars,  however,  you 
need  help  now.  A 
good  starting  point  is 
the  federal  govern- 
ment's Long-Term  Care  Ombudsman  program, 
which  can  be  reached  via  the  Elder  Care  Locator 
(800  677-1116).  With  volunteers  in  every  state, 
the  program  puts  consumers  in  touch  with  agen- 
cies that  can  help  them  find  alfs — or  resolve 
complaints  against  them.  Checklists  containing 
questions  to  ask  when  reviewing  complexes  are 
available  from  ccal  (703  841- 
2333;  www.ccal.org)  alfa  (703 
691-8100;  www.alfa.org),  and  the 
American  Health  Care  Assn.'s 
National  Center  for  Assisted  Liv- 
ing (800  555-9414;  www.ncal.org). 
The  American  Association  of  Re- 
tired Persons  (202  434-2277; 
www.aarp.org)  will  offer  Assisted 
Living:  Weighing  the  Options  this 
fall.  Some  guidelines: 
■  Do  a  self-assessment.  You'll 


vices  you  thought  were  included.  Ask  the  staff: 
you're  temporarily  hospitalized,  what  fees 
still  apply?  How  much  notice  is  given  on  f^ 
increases? 

■  Check  personal  services.  Ask  exactly  how  a  fl 
cility  will  care  for  you  should  confusion,  demerf 
tia,  or  incontinence  develop.  Will  a  doctor 
health-care  expert  do  an  assessment?  Is  there  I 
nurse  on  staff?  Make  sure  the  facility  prepares 
written  care  plan.  Learn  how  prescriptions  an 

.  filled  and  administered.  Are  staff-to-resident  rg 
tios  adequate?  How  often  are  rooms  cleaned? 

■  Clarify  reasons  for  discharge.  Is  an  apped 
possible?  What  kind  of  notice  is  given?  "Coif 
sumers  are  assured  they'll  never  have  to  mov 
again,"  says  Buckner  of  ccal.  "Then  you  go  int] 
the  hospital — and  lo  and  behold,  you  can't  cor 
back." 

■  Gauge  the  balance  between  independence  a% 
safety.  How  does  the  facility  handle  residents' 
quests  to  pursue  activities  that  threaten  theil 
health  or  safety?  Is  a  "negotiated  risk"  agreef 
ment  offered?  For  example,  if  your  father  ha 


The  Language  of  Assisted  Living 

The  term  "assisted  living"  is  often  used  generically 
to  describe  several  tiers  of  senior  living.  But  the 
industry  typically  adheres  to  these  definitions: 


INDEPENDENT  LIVING  A  community  of  seniors  in  their  own 
apartments  with  no  personal  services. 

CONGREGATE  CARE  Offers  rental  apartments,  a  communal  din- 


need  to  evaluate  your  physical, 

financial,  and  lifestyle  needs,  or       ml  room>_and  hm_lted  P.™*!  servac_es: , 

FREESTANDING  ASSISTED  LIVING  Includes  rental  apartments  for 
as  much  as  $6,000  a  month,  a  dining  room  serving  all  three 
meals,  an  on-site  nurse,  and  assistance  with  personal  needs 
such  as  bathing  and  medications. 


those  of  your  parent.  If 
Alzheimer's  runs  in  your  family, 
for  example,  you'll  need  an  alf 
with  a  special  unit  to  treat  such 
patients.  A  private  geriatric-care 
manager  can  also  help  you  sort 
through  the  issues.  The  National 
Association  of  Professional  Geri- 
atric Care  Managers  (520  881- 
8008)  offers  referrals. 

■  Choose  among  options.  Do  you 

want  to  rent  or  buy?  Must  a  nursing  home  be  on 
the  premises?  alfa  materials  explain  the  various 
configurations  and  list  member  facilities.  Once 
you've  zeroed  in  on  a  complex,  make  sure  it's  li- 
censed, usually  by  your  state's  health  depart- 
ment. Ask  for  the  latest  inspection  report  and 
the  contract  (sometimes  called  "a  resident  agree- 
ment"). Spend  a  night  on  the  premises  if  possi- 
ble. Call  your  state's  department  on  aging  to 
check  the  facility's  record.  Then  hire  an  elder- 
care  lawyer  for  help. 

■  Compare  fees.  Upscale,  freestanding  assisted- 
living  facilities  charge  rents  of  $2,000  to  $6,000 
with  different  service  plans.  Continuing  care  res- 
idential communities,  offering  a  "life  estate"  in  an 
apartment,  can  charge  $20,000  to  $50,000  up- 
front and  do  not  let  you  pass  on  the  place  to 
your  heirs.  Be  wary  of  surprise  fees  for  ser- 


CONTINUING  CARE  RETIREMENT  COMMUNITY  Allows  residents 
to  age  in  place  by  including  independent  living,  skilled 
nursing,  and  a  nursing  home  on  one  campus.  Up-front  fee 
ranges  from  $20,000  to  $50,000. 


high  blood  pressure  but  insists  on  salty  foods 
such  an  agreement  would  let  him  assume  liabiliJ 
ty.  Also  get  the  lowdown  on  locks,  call  bellsj 
monitoring,  and  nonskid  floors. 
■  Check  the  owner-corporation's  financial  viabiliX 
ty.  If  the  company  is  public,  examine  the  devel-J 
oper's  Securities  &  Exchange  Commission  state-j 
ments  to  make  sure  it  is  debt-free  and  haa. 
adequate  working  capital.  A  financial  expert 
determine  the  facility's  "absorption  rate,"  or  hov 
long  it  takes  to  fill  the  complex  compared  with  thd 
industry  average,  and  how  leveraged  it  might  beJ 
Ask  also  about  manager  and  staff  turnover,  ana 
training.  If  need  be,  contact  your  ombudsman  anq 
ask  about  the  facility's  grievance  procedures. 

Finally,  visit  your  aging  parent  often.  It's  nojj 
only  the  right  thing  to  do  but  it'll  keep  the  sta 
on  their  toes. 
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Now  you  can 


op  n 


and  see  what  the  world  sees.  The  Internet 
is  allowing  you  to  open  your  business  to 
customers,  suppliers— everyone.  But  with  new 
rewards  come  new  risks.  HP  Open  View  can 
help  by  managing  the  entire  customer  expe- 
rience from  the  moment  they  enter  to  the 
moment  they  leave.  Ensuring  that  it  is  nothing 
short  of  stellar,   <vww.openview.hp. com 


HP  Open  View 
Managing  the  next  E. 
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Housing 


A  Design 
for  Senior 
Living 

Homes  that  let  you  grow  old 
comfortably  are  here 


BY  MARY  C.  HICKEY 


D 


HOWTO 
RETIRE 


eLoma 
Foster 
of  Green- 
ville,  S.C.. 

has  seen  the  future,  and 
she  wants  to  be  prepared.  Fos- 
ter, 69,  has  osteoporosis,  just  as  her 
mother  did.  Although  she's  not  having 
difficulty  now,  she  knows  the  debilitat- 
ing bone  condition  eventually  could  make  it  dif- 
ficult, if  not  impossible,  to  navigate  steep  stairs, 
cramped  bathrooms,  and  narrow  doorways.  So 
two  years  ago,  she  and  her  husband  Clyde,  a  72- 
year-old  retired  textile  executive,  moved  into  a 
novel  type  of  home — one  that  can  com- 
fortably accommodate  them  no  matter 
what  disabilities  old  age  may  bring. 

Called  a  "universal  design  home,"  their 
residence  is  on  the  cutting  edge  of  an  ar- 
chitectural concept  an  aging  population 
may  well  embrace.  The  only  house  of  its  kind  in 
the  neighborhood,  it  has  wide  doors,  pull-out 
cabinet  shelves,  easy-to-reach  electrical  switches, 
and  dozens  of  other  features  useful  for  the  el- 
derly or  disabled.  Yet  they're  incorporated  into 
the  design  so  unobtrusively  that  nothing  about 
the  home  screams  "elderly  person  lives  here." 
STAYING  PUT.  Apart  from  aesthetics,  universal 
design  is  appealing  because  it  allows  people  to 
stay  in  their  homes  even  as  they  grow  frail. 
"The  overwhelming  majority  of  people  would 
prefer  to  grow  old  in  their  own  homes  in  their 
own  communities,"  says  Jon  Pynoos,  a  geron- 
tologist  at  the  University  of  Southern  California 
in  Los  Angeles. 

The  building  industry  is  coming  around  to  the 
concept.  Building  suppliers  now  can  offer  every- 


thing from  lever  door  handles  to  u 
that  turn  on  automatically  when  y<j 
your  hand  beneath  the  spigot.  Rj 
eling  so  far  is  creating  the  bigge 
mand  for  these  pro] 
"We're  usually  call] 
ter  a  crisis,  like 
someone     has    hJ 
stroke  or  developJ 
vere  arthritis,"! 
Louis      Tenenq 
president  of 
Remodeling, 
tomac  (Md.)  c<] 
ny  that  desig 
retrofits  houses 
increasingly, 
building    uni\ 
design  homes  | 
scratch,  whic 
says  generallyl 
less  than  comj 
ly    retrofittiil 
house. 

Meanwhild 
WylliesburgJ 
Cardinal    HI 
|  recently  un\ 
modular  univ 
design  homes  in  the  $120,000  to  $160,000  rl 
Philip  Stephen  Cos.  in  St.  Paul,  Minn.,  has[ 
six  universal  design  homes  in  the  South 
ranging  from  a  1,240-square-foot  ranch  in 
S.C.,  that  sold  for  $90,000  to  the  2,200-; 
home  the  Fosters  bought  for  $190,000.  The  I 
pany  also  sells  blueprints  to  builders  aroun^ 
country.  President  Phil  Dommer  estimates 
versal  design  adds  3%  to  4%  to  constru| 
costs,  but  he  expects  the  gap  to  shrink. 

To  boost  demand,  builders  are  marketiij 
families  of  all  ages.  In  Cincinnati,  Am| 
Homes'  sales  material  stresses  that  the 
hallways  of  its  $300,000-to-$400,000  home^ 
only  accommodate  walkers  and  wheelchai 
also  make  it  easier  "to  carry  bags  of  groc 
and  other  bulky  items." 

This  new  setup  suits  the  Fosters  justl 
Unlike  peers  who  are  moving  into  contini 
care  communities,  they  want  to  stay  where! 
have  always  lived,  near  their  three  childreif 
around  people  of  all  ages.  They  now  ha 
home  that  can  accommodate  a  wheelcha 
even  has  a  room  for  a  nurse,  if  the  need 
"We  hope  to  be  able  to  live  here  for  the  r^ 
our  lives,"  says  DeLoma  Foster — in  comfor 
with  all  the  touches  they  need  to  ease  theuj 
ly  tasks. 


The  Age- 
Friendly 
House 


FLOOR  PLAN 


Single  story 

No  steps 

Gently  graded  walkways 

Extra-wide  doors  and 

hallways 


ACCESSORIES 


•  Lever  door  handles 

•  Outlets  and  fuse  boxes 
at  central  height 

•  Height-adjustable 
closet  rods 


BATHROOMS 


•  Grab-bars  in  tub 

•  Handheld  showerheads 

•  Lever-  or  pedal- 
controlled  faucets 

•  Skid-proof  tile 


KITCHEN 


•  Side-by-side 
refrigerator/freezer 

•  Cabinets  with  pull-oi| 
shelves 

•  Lever  or  pedal  faucel 
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you  multi-task  in  the  shower? 


you  have  to  know  everything  first, 
!'  not  sooner? 

o  you  check  your  e-mail  and  voicemail 
rhile  you  read  your  snail  mail? 

5  your  microwave  just  "too  darn  slow"? 

'e  understand  this  kind  of  obsession.  The  kind  that  means  determined, 
•lentless  by  nature,  and  just  plain  not  giving  up  'til  you  get  what  you  want. 
e're  obsessed  too.  About  bringing  you  the  hottest  financial  stories,  market 
ata  in  real-time,  and  the  expert  analysis  you  need  to  stay  ahead  of  the  market. 

i 

pBS  MarketWatch.com.  The  tool  to  fuel  your  obsession. 


CBS 


atch.com 


YOUR     EYE     ON     THE     MARKET 

http://cbs.marketwatch.com 

GO:  CBS  MarketWatch  on  CompuServe 

O  1999  MarketWatch.com 
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Commentary 


NOT  YOUR  GRANDFATHER'S  RETIREME 


BY  MARY  C.  HICKEY 


T 
I 


Iwenty  years  ago,  as  a  young  newspaper  re- 
porter in  Broward  County,  Fla.,  I  was  as- 
signed to  cover  the  massive  retirement 
communities  sprouting  up  like  saw  grass  on 
the  edge  of  the  Everglades.  I  soon  made  a 
sad  discovery:  The  Sunbelt  paradigm  for  ag- 
ing— retirement  as  an  endless  vacation — didn't 
deliver  as  golden  a  life  as  promised. 

The  age-segregated  lifestyle  struck  me  as  a 
depressing,  indeed  wasteful,  way  to 

grow  old.  My 
>.  grandmoth- 

er had 


society 
segregated  by 
age  makes  the 
elderly  feel 
isolated 


HOW  TO 
RETIRE 


lived  with  our  family  throughout 
my  childhood,  and  she  added  a 
wonderful  dimension  to  our  lives, 
as  we  did  to  hers.  Old  people  sur- 
rounded solely  by  other  old  people 
seemed  grim.  I  sensed  many 
South  Florida  seniors  felt  the 

same.  They  were  starved  for  youthful 
company,  chatting  as  long  as  I'd  listen 
about  grandchildren  they  seldom  saw. 

I  left  Florida  in  the  mid-1980s,  but  over 
the  years  I've  watched  the  evolution  of 
Sunbelt  retirement.  Many  so-called  active 
retirement  communities  have  become  populated 
by  the  old-old,  who  need  services  far  beyond  . 
golf  or  bingo.  Long-distance  caretaking  has  im- 
posed an  exhausting  burden  on  many  adult  chil- 
dren, while  business  has  boomed  for  geriatric- 
care  managers  who  look  after  the  elderly  when 
their  families  can't  or  won't.  Indeed,  the  luster 
of  a  Sunbelt  retirement  has  dimmed,  and  re- 


searchers are  starting  to  document  "outmii 
tion"  as  older  people,  typically  ailing  or  wi 
owed,  return  home. 

To  be  sure,  affluent  elders  are  still  floe 
new  communities.  But  now  these  residen 
sprouting  up  close  to  home.  Del  Webb,  whi 
has  built  retirement  complexes  in  Arizona 
California,  has  opened  an  inaptly  named  Si 
City  in  Huntley,  111.,  a  Chicago  suburb.  "Wi 
finding  that  a  growing  population  of  older 
want  to  remain  closer  to  family  and  friendi 
says  Dave  Schreiner,  Del  Webb's  vice-presi 
NEW  TRENDS.  What's  more,  many  are  see 
spend  their  later  years  with  younger  peopli 
The  American  Association  of  Retired  Peopli 
(aarp)  reports  intergenerational  programs 
as  children's  day-care  centers  in  senior  ho: 
facilities  that  tap  the  residents  as  staff.  G< 
tologists  cite  an  emerging  trend  of  retirees 
ing  to  urban  areas,  drawn  by  public  trans] 
tion,  cultural  facilities,  and  neighbors  who 
active  and  young.  Some  cutting-edge  senior 
housing  options  are  in  age-integrated  setti 
Last  year,  CareMatrix,  which  runs  44  assis1 
living  faculties  and  other  senior  residences 
tionwide,  opened  a  168-apartment  complex 
active  retirees  in  a  mixed-age  subdivision  in| 
Rye  Brook,  N.  Y.  Experts  say  we'll  see  lots 
more  of  the  same. 

Looking  ahead,  the  trend  away  from  reti 
dominated  Sunbelt  destinations  should  conti 
For  one  thing,  the  traditional 
of  retirement  may  no  longer 
sense:  One  aarp  study  found 
80%  of  baby  boomers  believe 
will  work  during  their  retire: 
years,  either  for  enjoyment  oi 
come.  Today,  just  12%  of  peo] 
over  65  are  in  the  workforce 
sides,  places  mockingly  kno 
"heaven's  waiting  room"  won't 
peal  to  a  group  that  sees  itsel 
forever  young.  "Boomer  ret: 
ment  will  not  be  about  canas: 
games  and  early-bird  specials,1? 
says  Norman  Sherman,  managing  director  of  - 
nior  Network,  a  market  research  firm.  "We  j  ' 
think  of  those  as  things  old  people  do,  not  us 
I  thought  of  South  Florida  recently  when 
read  Another  Country:  Navigating  tfie  Enwb 
al  Terrain  of  Our  Elders  (Riverhead  Books, 
$24.95).  The  author,  Mary  Pipher,  notes  that 
age-phobic,  age-segregated  society  makes  oli 
Americans  feel  isolated  and  disconnected.  It'i 
hard  to  imagine  that  the  gigantic  generation 
trendsetting  boomers  won't  rewrite  the  rule| 
this  stage  of  life,  too. 

Hickey  writes  about  family  isl 
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Sometimes  you  forget  the  milk. 

Sometimes  you  forget  the  bread. 

Sometimes  you  forget  the  store  altogether. 


■ 


/- 


« 


ENGINEERED  TO  BE  GREAT  CARS 


le  destinatu  in.  exclude  ta> 


With  every  corner  you're  lost  in  the  stability  of  the  Concorde  LXi's  cab-forward 
architecture  and  low-speed  traction  control,  not  to  mention  the  sound  of  its  225 
hp  V6.  For  more  information,  call  1.800.CHRYSLER  or  visit  www.chryslercars.com. 
The  new  1999  Chrysler  Concorde.  LX  starting  at  $22,290.  LXi  as  shown,  $26,110: 


CHRYSLER  CONCORDE 
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The  Barker  Portfolio 


Doctor's  Orders 

Bill  Bernstein  wants  to  keep  your  portfolio  healthy 


BY  ROBERT  BARKER 

With  his  homemade 
Web  site, 
Bernstein  is  a 
guru  to  Internet- 
powered  investors 
who  don't  want  to 
depend  on  Wall 
Street 


I 


KOWTO 
RETIRE 


n  this  country  today,  investment  advice  is  "as 
tough  to  find  as  a  can  of  Coke.  Intelligent  in- 
vestment advice,  that's  scarcer.  And  intelli- 
gent, disinterested  advice?  That  explains  why 
I've  flown  3,343  miles  and  now  find  myself  in  a 
rental  car,  climbing  a  steep,  twisting  road  at  the 
misty  east  edge  of  Coos  Bay,  Ore.  Suddenly,  a 
fawn  flashes  across  my  path,  stopping  me  short: 
Could  I  be  any  farther  from  Wall  Street? 

How  far  starts  to  come  clear  at  the  top  of  the 
driveway.  There,  Bill  Bernstein  waits  to  wel- 
come me  into  his  home.  Scraggly  of  beard,  mis- 
chievous, and  a  bit  abrupt,  Bernstein  is  little 
known.  But  that's  changing,  and  the  sooner  you 
get  to  know  him,  the  better 
off  your  retirement  portfolio 
is  likely  to  be. 

This  guy  has  spent  years 
studying  how  to  invest  for 
himself,  and  he  relishes 
sharing  what  he's  learned. 
In  three  years  since  erecting 
his  homemade  Web  site, 
www.efficientfrontier.com, 
Bernstein  has  become  guru 
to  a  peculiarly  '90s  group: 
well-educated,  Internet-pow- 
ered people  intent  on  in- 
vesting well — and  with  min- 
imal "help"  from  professional 
Wall  Street.  "You  make  your 
own  financial  decisions,"  he 
tells  me  shortly  after  we 
meet.  "You  don't  depend  on 
stockbrokers." 

Bernstein's  top  draw  is 
his  downloadable,  187-page 
book,  The  Intelligent  Asset 
Allocator:  Portfolio 
Theory  for  the  Small 
Investor.  It's  a  schol- 
arly but  engaging  and 
helpful  guide  to 
spreading  assets 

among  index  funds  to  bal- 
ance risk  with  reward.  He 
also  publishes  an  online  jour- 
nal, Efficient  Frontier,  with 
such  articles  as  "Roll  Your 
Own,"  a  review  of  person- 
al-portfolio software.  And  he 
seems  daily  to  fire  off  E- 
mails  aimed  at  sundry  in- 
vesting conundrums.  In 
June,  he  hit  both  fund  man- 
ager James  O'Shaughnessy, 


author  of  the  bestseller  What  Works  owl 
Street,  and  The  Motley  Fool  Web  site  for| 
use  of  statistics. 

"He's  either  brilliant,  or  close  to  brilll 
says  Steve  Dunn,  a  University  of  ChicagJ 
and  Southern  California  attorney  who  met  f 
stein  on  a  mutual  fund  message  board, 
tides  are  the  highest  quality  thing  on  fina 
the  Net."  John  Rekenthaler,  MorningstaH 
search  chief,  confesses:  "I  go  home  and  te 
wife  sometimes,  T  wonder  if  he  doesn't 
more  than  me.'  It's  humbling."  Why?  Bel 
what's  full-time  work  for  him  is  to  Bernstj 
hobby.  Most  times,  he  is  William  J.  Ber 
M.  D.  "We  call  him  'fastest  neurologist 
West',"  says  medical  partner  Dr.  Linda  Bi| 
"But  he  doesn't  miss  much." 
APT  PUPIL.  Once  I  knew  that,  I  had  to" 
more.  Bernstein,  it  turns  out,  got  a  head 
on  the  rest  of  us  amid  an  admittedly 
suburban  Philadelphia  youth:  His  dad  andl 
ker  uncle  talked  finance  with  him,  and  byl 
school  he  was  reading  Harry  Markowitzl 
Nobel  laureate  who  labeled  a  portfolio's  opl 
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I  eau  he  confident  iu  mv  answers. 

* 
because  I've  already  asked  the  questions. 

I  can  find  buried  treasure. 


I  work  for  J.R  Morgan 


JPMorgan 


Jul  mi  lir;K"  j|niioi-;ui.inin     ( illYt-slllH'lll   l»;illkinul 


,.   (I       I    .1  I'   M         !   ,,,      . 

tgapor*  by  MAS,  dnd  in  Jupon  by  FSA  J.i 


■n  SsLiiDtwi  Ltd  tnembei  London  Slock  Exchangs.  ragutaMd  by  SFA  Morgan  Guaranty  Trust  Company  ot  N*w  Nbrk.  member  FDC  J  P  Morgan  Invc-shner*  Management  Inc  n  m* 
i  Pie  Lid.  regulated  by  SFC  Hong  Kong,  MAS  ot  Singapore  and  FSA  ot  Japan.  J  P  Morgan  a  the  marketing  nam©  tot  J  P  Morgan  &  Co  Incorporated  and  As  suterdwiea  woddwfa 


BusinessWeek  Investor 


The  Barker  Portfolio 


risk-reward  balance  the  "efficient 
frontier." 

At  college  and  graduate  school, 
he  studied  chemistry.  After  speed- 
ing through  a  PhD,  he  entered 
med  school,  and  by  1980  he  set  up 
in  Oregon  as  the  lone  neurologist 
on  a  long  stretch  of  coast.  Doctor- 
ing brought  cash  flow,  and  cash 
brought  Bernstein  back  to  finance. 
He  plunged  into  the  academic  lit- 
erature and  studied  statistics,  all  in 
hope  of  pursuing  his  personal  in- 
vestments scientifically.  Many  pros 
dismiss  that  approach  as  woolly- 
headed.  "This  business  is  much 
more  of  an  art  form  than  a  sci- 
ence," says  Jeffrey  Applegate,  chief 
U.S.  strategist  at  Lehman  Broth- 
ers. 

But  Bernstein  sees  that  attitude 
as  so  much  "mojo  magic"  dressed 
in  a  $2,000  suit.  Instead,  Bernstein 
set  out  to  get  hard  numbers,  past 
returns  of  every  asset  and  sub-as- 
set— bonds,  stocks,  foreign  stocks,  small  foreign 
stocks,  and  so  on.  "I  stalled  begging,  borrowing, 
and  stealing  data,"  he  says.  "I  called  Nomura  for 
small-stock  data  on  Japanese  stocks.  I  got  some 
on  small  U.  K.  stocks  from  Hoare  Govett.  I  just 
began  collecting  data  from  wherever  I  could  and 
began  looking  at  asset  allocation  and  figuring 
out  what  was  efficient." 

It  took  years,  but  by  1995  he'd  learned  enough 
to  fill  a  book.  You  may  already  suspect  the  con- 
clusions he  drew — that  stockpicking  inevitably 

Dr.  Bernstein's  Portfolio  Prescription 

Here's  how  Bill  Bernstein  would  allocate  assets  in  a  basic  long-term  retirement 
account  for  a  saver  with  medium  risk  tolerance: 


Bernstein  has 
succumbed  to  a 
new  temptation: 
managing  money 


ASSET 

CONVENTIONAL 
ALLOCATION 

HIS  PREFERRED 
ALLOCATION 

APPROPRIATE  FUND/ 
SYMBOL 

LARGE  U.S.  STOCKS 

:36% 

20% 

Vanguard  500  Index/VFINX 

SMALL  U.S.  STOCKS 

12 

20 

Vanguard  Small-Cap  Index/NAESX 

FOREIGN  STOCKS 

12 

20 

Vanguard  Total  International  Stock  Index/VGTSX 

BONDS 

40 

40 

Vanguard  Total  Bond  Market  Index/VBMFX 

DATA;  WILLIAM  J  BERNSTEIN 

fails  to  beat  the  market,  that  keeping  costs  low  is 
crucial,  and,  above  all,  that  asset  allocation  de- 
termines most  of  a  portfolio's  return.  Even  if 
you  dispute  all  that,  Bernstein  uses  statistics 
and  such  reader-friendly  devices  as  imaginary 
Uncle  Fred  so  persuasively,  that  you  won't  buy 
another  actively  run  fund  without  pausing  first. 
Especially  helpful  is  his  thinking  on  rebalanc- 
ing a  portfolio:  "Sticking  by  your  asset  allocation 
is  more  important  than  picking  the  'right'  one." 


The  reason,  he  notes,  is  thai 
feet  allocation  is  knowable 
hindsight.  Better  to  keep  a  I 
lio  on  its  originally  target] 
than  to  try  calling  market 
"Constantly  shifting  your 
tion,"  he  writes,  "is  a  recj 
disaster." 

Bernstein  sent  his  first  ed 
Intelligent  Asset  Allocator  t\ 
than  30  publishers.  "I  got  ra 
es  from  four  or  five.  Two  sal 
very  good,  but  you're  not) 
Just  then,  though,  somethinl 
pened:  Internet  service  rd" 
Coos  Bay.  At  a  local  college,! 
stein  studied  html,  the  sol 
language  needed  to  create 
site,  and  while  vacationing 
tralia  that  summer,  he  dei 
one  on  a  laptop.  On  Aug.  25] 
it  reached  cyberspace. 

"It's  astonishing  how  fa^ 
world  found  me,"  he  says, 
gets  150  to  200  hits  a  day- 
ing  next  to  Motley  Fool,  but  plenty  to| 
Bernstein  busy  in  his  den  emitting  midnig 
mails.  Half  the  users  are  in  finance,  the 
half  scientists  who  enjoy  his  use  of  data. 
are  iBMers  itching  to  diversify  away  frori 
Blue  stock.  Everyone's  allocation  may  diff| 
thinks,  but  long-term  savers  can't  go  far 
with  a  simple  60%-stock,  40%-bond  mix,| 
among  four  index  funds  (table). 

Bernstein's  advice  is  solicited  enough  thl 
has  succumbed  to  a  new  temptation:  manj 
other   people's    money, 
year,  he  became  partners  | 
a  Connecticut  adviser, 
Sharin.  They  now  run  wp\ 
of  $5  million.  Even  with 
est  fees — from  0.5%  of  aj 
and  falling  to  0.2% — and 
solve  to  keep  a  short  client] 
this  might  mean  serious 
enough  perhaps  to  make 
stein  as  much  Wall  Street^ 
country  doctor.  The  possit 
stops  him  short:  "I  hadn't  i 
thought  about  that  once, 
I've  become  the  enemy." 
Later,  when  I  shared 
stein's  plan  with  Jim  O'Sha 
nessy,  the  fund  manager  B|' 
stein  skewered  recently,  he  burst  out  laugff 
"It's  real  easy  to  throw  bricks  from  the  sidelj 
It's  a  completely  other  thing  to  be  a  real  md 
manager,"  he  said.  I'm  betting  Bernstein 
well  by  his  investors.  But  in  this  much,  at 
O'Shaughnessy  is  right:  The  education  ofl 
Bernstein  has  only  just  begun. 

For  a  Q&A  with  Bernstein,  go  to  www! 
nessweek.com/investor/  or  to  aol,  keyword: 
Daily. 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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MILLIONS  OF  PEOPLE  TRUST  THEIR 

ENTERTAINMENT  TO   MGM  GRAND 


IGM  GRAND  TRUSTS  ITS  NETWORK  TO 
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Li  'tron  Systems,  your  <"-business  communications  specialist,"  provides  networking  solutions  to  the 
'(  f's  best-known  companies.  For  more  information  on  how  Cabletron's  solutions  help  MGM  Grand  and 
businesses,  visit  us  at  www.cabletron.com/mgm.  Or  call  us  toll  free  at  1-877-606-5976  We'll 
you  a  free  study,  "Network  Management  &  LAN  Downtime  Costs:  An  Overview." 
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Media  Companies 
Dot.  Com  Feeding 

from  Wall  Street  to  Main  Street,  the  battle  for  bandwidth  is  raj 
idustries  that  will  emerge  unscathed.  Wh^^^se-commerci 
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GLOBAL 

CONVERGENCE 
SjJMMlj 

SEPTEMBER  30,   1999 

Marriott  Marquis,  New  York  City 


Interactive  television.  Cable  modems.  Net-enabled 
phones.  Web  portals.  Music  and  video  delivered  direct 
to  the  consumer.  Right  now,  media,  communications 
and  technology  are  converging  at  breakneck  speed. 
Each  day's  news  threatens  to  collapse  old  business 
models  and  creates  new  opportunities.  Which  is  pre- 
cisely why  the  leaders  of  these  industries  are  meeting 
at  The  1999  Global  Convergence  Summit. 

C  Michael  Armstrong  of  AT&T,  Jonathan  Bulkeley 
of  Barnesandnoble.com,  Bill  Joy  of  Sun  Microsystems, 
Brad  Chase  of  Microsoft,  Robert  Davis  of  Lycos, 
Mark  Cuban  of  Broadcast.com,  and  dozens  of  other 
top  executives  will  share  their  insights  and  the  latest 
news.  You'll  learn  who  will  be  the  new  leaders  as 
mergers  and  new  technology  speed  up  the  pace.  Find 
out  who'll  pay  in  the  new  media  and  communications 
paradigm.  Hear  how  the  new  generation  will  radically 
change  all  the  rules. 

Will  the  frontrunners  today  have  a  lock  on  the  future' 
Will  you  lead  or  be  left  behind?  Find  out  September  30, 
1999  at  the  Marriott  Marquis  in  New  York  City. 

For  more  information  on  The  1999  Business  Week 
Convergence  Summit,  or  to  find  out  more  about  sponsor 
and  speaker  opportunities: 

Go  to:    http://conferences.businessweek.com/ 
1999/convergence 
Julie  Terranova 

julie_terranova@businessweek.com 
888-239-6878 

888-239-5878,  document  #100 


or  contact: 

e-mail: 

phone: 

fax  on  demand: 
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The  low-priced  stuck  of  Cabletron  Systems 
(C8)    is    finally    getting   attention    on    the 
Street:  Its  up  4998  BO  far  this  year,  to  12!/. 
In  early  June,  it  hit  nearly  17 — a  52-week  high. 

Two  things  are  behind  the  new  awareness  of 
Cabletron,  a  provider  of  intelligent  hubs  and 
switching  products  for  networking  and  Ethernet 
systems.  Some  players  note  that  the  sum  of  Ca- 
bletron's  parts  is  greater  than  the  current  price. 
More  tantalizing:  Takeover  buzz  is  running  high. 

There  have  been  takeover  rumors  before.  But 
this  time,  a  global  telecom  giant  is  considering 
buying  Cabletron,  say  several  pros  who  claim 
to  be  in  the  know.  "There 
are  several  potential  buy- 
ers" intently  looking  at  Ca- 
bletron, says  Jim  Marquez, 
who  heads  Bayou  Securi- 
ties in  Stamford,  Conn. 
Among  them:  Italy's  Alca- 
tel, Germany's  Siemens, 
and  Canada's  Northern 
Telecom,  according  to  Mar- 
quez, who  has  been  accu- 
mulating Cabletron  shares. 

Analyst  Chris  Stix  of  sg  Cowen,  who  has  a 
buy  rating  on  the  stock,  says  that  "as  one  of  the 
last  large  free-standing  enterprise  networking 
players,"  Cabletron  could  be  attractive  to  a  telco- 
equipment  supplier.  Based  on  breakup  value,  he 
says,  the  stock  is  worth  at  least  20  a  share. 

Among  Cabletron's  assets  is  the  Layer  3  switch 
business,  which  could  be  worth  up  to  $25  a  share, 
figures  Stix.  Cabletron's  cash  hoard  totals  $500 
million,  or  $2  a  share.  Another  division,  spec- 
trum, maker  of  network  software  products,  may 
be  worth  a  further  $3,  says  Stix.  Cabletron  says  it 
may  make  spectrum  a  stand-alone  company.  The 
betting:  Cabletron  will  take  it  public. 

Analyst  Al  Tobia  of  Bank  of  America  Securi- 
ties, who  rates  Cabletron  a  buy,  expects  the  com- 
pany will  earn  25?  a  share  in  calendar  1999  and 
79<z  in  2000.  Cabletron  declined  comment  as  a 
matter  of  policy. 

ROUND-THE-CLOCK 
INTEREST  IN  24/7? 


THE  STREET 
IS  TAKING  NOTE 

18  r- 

'4-       A 

-    p 

1 

9  *^v 

CABLETRON 
SYSTEMS 

JAN.  6,  '99              JULY  6 
▲  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 

ON  THE  UPSWING 
AGAIN  LATELY 


60 


10 


0 


24/7  MEDIA 
STOCK  PRICE 
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nline  advertising  is  hot,  and  so 
are  the  stocks  of  companies  that 
bring  them  to  the  Internet.  One 
that  delivers  ads  to  more  than  2,500 
Web  sites  is  24/7  Media  (TFSM),  whose 
stock  has  been  as  volatile  as  any  mer- 
curial Internet  outfit.  Of  late,  24/7, 
which  dropped  from  nearly  70  a  share 
in  mid-April  to  24  in  mid-June,  is  again 
on  the  upswing:  It  went  above  40  in 
early  July.  Some  pros  think  the  stock 
is  headed  past  70:  They  believe  24/7  is 


bound  to  i»e  acquired  by  DoubleCUck,  the  leader 
in  advertising  tnternel  i  olution 
DoubleCUck  recently  agreed  to  acquire  Abacui 

Direct  to  broaden  its  product  line  arid  gain 
data  OH  consumer  purchasing.  And  recently,  Don 
bleClick  has  been  rumored  to  be  after  biternel 
ad-software  vendor  NeiGravity.  "Hut  for  Dou- 
bleClick  to  have  the  expertise  in  providing  ad  so- 
lutions to  all  forms  of  media — cable,  TV,  and  ra- 
dio— it  would  need  the  deep  experience  and 
resources  of  24/7,"  says  one  Internet  investor. 
Among  24/7s  key  clients:  Amazon.com,  Netscape, 
Disney,  and  Dell  Computer. 

Analyst  Rudy  Hokanson  of  erne  Oppenheimer 
says  24/7's  competitive  advantage  stems  from  its 
having  management  with  wide  media  expertise, 
its  ability  to  reach  large  number  of  Internet  users, 
and  its  proprietary  database  that  could  "revolu- 
tionize Internet  marketing  and  advertising."  He 
figures  that  24/7's  estimated  1999  revenue  of  $64.5 
million  will  jump  to  $127  million  in  2000,  com- 
pared with  $19.9  million  in  1998.  His  target  for  the 
stock:  80.  David  Moore,  ceo  of  24/7,  says  he 
wouldn't  be  surprised  if  DoubleCUck  were  inter- 
ested, but  insists  24/7  intends  to  be  a  preemi- 
nent online  ad-solutions  company. 

MANPOWER  IS  ON 
THE  MARCH  OVERSEAS 

Investment  manager  Tony  Spare  thinks  he  has 
found  a  "cheap  way"  to  play  the  prospective 
rebound  in  the  economies  of  Britain,  France, 
and  Japan.  No,  he  isn't  buying  into  the  banks  or 
financial  services.  He  has  been  accumulating 
shares  of  Manpower  (man),  the  world's  largest 
temporary  employment  company. 

Spare,  who  heads  the  San  Francisco  invest- 
ment firm  Spare,  Kaplan,  Bischel  &  Associates,  is 
convinced  that,  starting  next  year,  those 
economies  are  coming  back  strongly — and  wall 
provide  the  key  to  re- 
newed growth  for  Man- 
power, which  derives  73% 
of  its  revenues  overseas. 

Its  stock  has  been  on  the 
ropes  this  year,  falling  to  22 
a  share,  down  from  30  last 
summer.  The  company, 
which  provides  employment 
annually  to  about  1.6  mil- 
lion people  in  43  countries, 
has  soured  the  Street  with 
disappointing  earnings  in  the  past  three  quarters. 
But  a  new7  management  recently  installed,  led  by 
new  ceo  Jeff  Joerres,  has  encouraged  analysts.  "It 
gives  us  more  confidence  that  Manpower  is  on 
the  way  back,"  says  Jeffrey  Silber  of  investment 
firm  Gerard  Klauer  Mattison. 

Spare  says  "neglected"  Manpower  is  the 
"ideal  stock  to  buy"  into  the  recovery  in  Eu- 
rope and  Japan.  Manpower  will  beat  consensus 
earnings  estimates  of  $1.85  a  share  for  2000,  he 
says.  He  thinks  it  can  make  $2  to  $2.50  a  share. 
The  stock,  he  says,  should  hit  40  this  year. 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


July  7 


%  change 
Week  Year 


GLOBAL  MARKETS 


July  7 


S&P  500 

My  )an.   July  July  1-7     M 


1395  86 


■1380 


•1365 


Dow  Jones  Industrials  11,187.4 

NASDAQ  Composite  2743.1 

NASDAQ  100  2340.7 

S&P  MidCap  400  418.1 

S&P  SmallCap  600  185.5 

S&P  SuperComposite  1500  293.1 

SECTORS  July  7 


2.0 
2.1 
1.9 
0.3 
0.0 
1.5 


23.1 
43.8 
73.9 
14.1 
-3.7 
19.4 


%  change 
Week         Year 


•1350 


52-week  change    I -week  change 
+19.7%  +1.7% 

COMMENTARY 

Growing  optimism  about  com- 
ing second-quarter  profits 
pushed  stocks  upward.  On 
July  7,  the  Dow  industrials, 
the  S&P  500,  and  the  NAS- 
DAQ Composite  all  hit  new 
highs — an  impressive  show- 
ing, given  that  long-term 
yields  once  again  are  back 
above  6%.  Overseas  markets 
zoomed  as  well.  Hong  Kong 
stocks  gained  5.4%;  London, 
4.4%;  and  Frankfurt,  3.9%. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth  784.9  1.8  27.4 

S&P/BARRA  Value  632.4  1.5  13.6 

S&P  Basic  Materials  137.3  1.8  6.7 

S&P  Capital  Goods  1044.2  1.5  19.4 

S&P  Energy  873.7  3.2  15.6 

S&P  Financials  147.9  1.6  3.6 

S&P  REIT  84.4  -1.2  -19.3 

S&P  Transportation  754.7  1.9  6.6 

S&P  Utilities  260.5  1.1  6.2 

GSTI  Internet  513.1  3.5  215.4 

Morgan  Stanley  Cyclical  599.3  1.3  15.0 

PSE  Technology  610.3  1.7  73.8 


S&P  Euro  Plus  1367.3 

London  (FT-SE  100)  6597.4 

Frankfurt  (DAX)  5588.5 

Tokyo  (NIKKEI  225)  17,958.9 

Hong  Kong  (Hang  Seng)  14,257.4 

Toronto  (TSE  300)  7172.0 

Mexico  City  (IPC)  5931.2 

FUNDAMENTALS  July  6 


S&P  500  Dividend  Yield  1.17%  1 .20  % 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    34.7  33.8 

S&P  500  P/E  Ratio  (Next  12  mos.)*       24.8  24.6 

First  Call  Earnings  Surprise*  1 1 .34  %  5.49  % 

•First  Call  Corp. 

Week 

TECHNICAL  INDICATORS  July  6  ago 


|l 

bin 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1229.7  1222.7 
60.0%       58.0% 
0.40  0.49 

1.56  1.51 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


;.:: 


Semiconductors 
Specialty  Chemicals 
Defense  Electronics 
Communications  Equip. 
Personal  Loans 


18.1  Semiconductors  92.6 

15.9  Computer  Systems  86.9 

14.3  Communications  Equip.  83.3 

14.3  Broadcasting  66.6 

14.0  Instrumentation  61.8 


Pollution  Control  -32.7 

Machine  Tools  -20.8 

Hospital  Management  -13.5 

Cosmetics  -11.3 

Household  Products  -9.1 


Manufactured  Housing 
Metal  &  Glass  Containers 
Apparel  Manufacturing 
Machine  Tools 
Toys 


is 


MUTUAL  FUNDS 


mm  S&P 500"  m  US  Diversified 
4-week  total  return 

6 

All  Equity                    Weekendin 
52-week  total  return 

%       5       10       15      20      2 

I  July  f 
i      3 

H 

3 

■      i       i       i       i 

%         1        2        3        4        5 

Data:  Morningstar,  Inc. 
EQUITY  FUND 


"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return       % 

Japan  14.7 

Pacific/Asia  ex-Japan  13.4 

Technology  13.2 

Diversified  Pacific/Asia  12.1 

Diversified  Emerging  Mkts.  9.9 

Leaders 

52-week  total  return      % 

73.4 
72.5 
54.2 
52.6 
49.2 


Laggards 

Four-week  total  return 


% 


Real  Estate  -1.3 

Utilities  0.8 

International  Hybrid  2.3 

Domestic  Hybrid  2.5 

Mid-cap  Value  2.6 

Laggards 

52-week  total  return  % 


Pacific/Asia  ex-Japan 

Technology 

Japan 

Diversified  Pacific/Asia 

Communications 


Real  Estate 
Precious  Metals 
Latin  America 
Small-cap  Value 
Europe 


-7.7 
-7.2 
-6.0 
-5.1 
^t.5 


■  INTEREST  RATES 

Week      Year 
KEY  RATES  July  7       ago       ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


4.53%   4.48%    5.11% 
4.64       4.78       5.07 


BLOOMBERG  MUNI  YIELD  EQUIVA 

Taxable  equivalent  yields  on  AAA-rated,  tax-i 
municipal  bonds,  assuming  a  31%  federal  tai  *  ' 

10-yr.  bond  30-yi 


1-YEAR  TREASURY  BILLS  5.01  5.07  5.32 

10-YEAR  TREASURY  NOTES  5.88  5.81  5.43 

30-YEAR  TREASURY  BONDS  6.05  5.98  5.62 

30-YEAR  FIXED  MORTGAGEt  7.69  7.74  7.03 


GENERAL  OBLIGATIONS 


4.81% 


TAXABLE  EQUIVALENT 


6.97 


INSURED  REVENUE  BONDS   4.95 
TAXABLE  EQUIVALENT  7.17 

tBanxQuote,  Inc. 
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BW  PRODUCTION  INDEX 

Change  from  last  weeK:  -0.6%  Change  from  last  year:  4.7% 

INDUSTRIAL  OUTPUT 

_June  26=143.7. 
1992=10f 


The  index  is  a  4-week 
—  moving  average  — 


130 


June 
1998 


Oct. 
1998 


Feb. 
1999 


June 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  dropped  furt  si:; 
ing  the  week  ending  June  26.  Howeve  tt  '? 
calculation  of  the  four-week  moving  ' 
the  index  edged  up  to  143.2,  from  1' 
a  seasonally  adjusted  basis,  output  J 
steel,  autos,  trucks,  lumber,  and 
power  all  increased.  Truck  product 
particularly  strong,   helped   by 
demand.  Crude-oil  refining  and  co» 
duction,  as  well  as  rail-freight 
declined  in  the  latest  week. 


I  THE  WEEK  AHEAD 


i 


RETAIL  SALES  Wednesday,  July  14, 
8:30  a.m.EDTP-  Retail  sales  probably 
increased  0.2%  in  June,  says  the  median 
forecast  of  economists  surveyed  by  Stan- 
dard &  Poor's  mms,  a  division  of  The 
McGraw-Hill  Companies.  Excluding  cars, 
sales  likely  rose  0.4%.  In  May,  total  retail 
buying  jumped  1%,  while  nonauto  sales 
increased  0.5%. 

PRODUCER  PRICE  INDEX  Wednesday,  July  14, 
8:30  a.m.EDT*-  Producer  prices  of  finished 
goods  probably  edged  up  just  0.1%  in  June, 
after  a  0.2%  increase  in  May.  Excluding 
food  and  energy,  core  prices  likely  rose 
0.1%,  the  same  advance  posted  in  May. 


CONSUMER  PRICE  INDEX  Thursday,  July  15, 
8:30  a.m.EDTP-  The  s&p  mms  survey  fore- 
casts that  consumer  prices  for  all  goods  and 
services  probably  increased  by  a  mild  0.1% 
in  June  after  no  change  in  May.  Core  con- 
sumer prices,  which  exclude  food  and  ener- 
gy costs,  probably  also  grew  just  0.1%  in 
June,  the  same  rise  reported  in  May. 

BUSINESS  INVENTORIES  Thursday,  July  15, 
8:30  a.m. edt*-  Inventories  held  at  manu- 
facturers, wholesalers,  and  retailers  probably 
grew  0.2%  in  May,  says  the  s&p  mms  survey. 
Factories  have  already  reported  a  0.2%  gain 
in  their  stock  levels  for  the  month.  Business 
inventories  grew  0.2%  in  April.  Business 


sales  probably  jumped  about  0.9%  in 
after  falling  0.1%  in  April. 

INDUSTRIAL  PRODUCTION  Friday,  July  16, 
9:15  a.m. edt*-  The  s&p  mms  median  fori 
cast  says  that  output  at  factories,  mines, 
and  utilities  probably  increased  0.2%  in 
June,  on  top  of  a  0.2%  gain  in  May.  Th 
average  operating  rate  likely  slipped  to 
80.4%,  from  80.5%  in  May. 


s 
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BusinessWeek  ONLINE 


For  more  investment  data  and  the 

components  ot  the  production  index, 

visit  www.businessweek.com. 


* 

I 
r 


148  BUSINESS  WEEK  /  JULY  19,  1999 


ix  to  Companies 

Hives  the  starting  page  for  a  story  or 
th  a  significant  reference  to  a  company. 
uliaries  are  indexed  under  their  own  names. 
s  listed  only  in  tables  are  not  included 


BOR)  147 

56 

ing  136 
96 
3tois(A£RL)  50 
jnications  (V00)  50 
■7 

(AC)  6 

m>  6. 19, 147 
AOL)  52. 77, 80, 86, 

136 

1,52,92 

wesAsia  63 


inng  98 
I 

i  Securities  147 
lie  de  Pans  60 
56 

SO  91,98 
19 

J  55 
50 


«ies  69 
ital  Technologies 

erica  52 
[! 

o  J  60 
Hamman  56 


•ms(CS)  147 

lerica  44 
Is  136 
nIOC)  138 
7 

tchcom(MKTW)  82 
1an(CMB)  86 
-"P)  86 
60 

imer  147 
4  :)  80 

98 

a  (CSCO)  61 
j[  52, 56 

Cm  6 
i)  12,42 

I. 

outer  (CPQ)  77.80 
D|82 

cations  52 

-irst  Boston  77 
l^l^etdd  20 
II 
01 

A 

'\ 

:« 

n 
-it 

» 


'4 


56 

er  48 
84 

ir  (DELL)  77,147 
IB)  138 
ik  56 
91 


Donaldson  Luflun  &  Jenrette  91 
Doubleclick  (DCLK)  147 
drtapcom(KOOP)  52 
DuPont  (E I )  (OD)  52 

E 
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Looking  for  an 

INTERNET  Franchise 
Opportunity? 

Are  you  a  seasoned 
professional  who  has 
considered  starting  your 
own  business?  A  business 
where  you  can  profitably 
leverage  your  sales  and 
marketing  skills?  ZLand 
has  an  innovative 
opportunity  that  lets  you 
help  small  and  mid-sized 
businesses  use  the  power 
of  the  Internet  to 
streamline  operations, 
improve  customer  service 
and  increase  market 
share.  Your  payoff?  As 
your  accounts  grow  and 
prosper  using  one  or 
more  of  over  150 
business  applications 
in  ZLand's  PowerSuite® 
product,  they'll  need 
and  want  additional 
applications  —  applica- 
tions that  build  your 
income  stream  year 
after  year.  And  we'll 
support  you  with  an 
equally  innovative 
marketing  program 
that  delivers  qualified, 
interested  leads  for  you 
to  sell. 

Here's  what  a  current 
franchise  owner  says: 

"/  generated  a  million- 
dollar  pipeline  within  the 
first  ninety  days..." 

—  John  Walsh, 
Fremont,  California 

Call  today  and  learn  how 
ZLand  can  help  you  build 
the  business  of  a  lifetime. 


ZLAND.COM 

1-800-452-1562 


BUSINESS  WEEK  /  JULY  19,  1999  149 


Editorials 


HOW  THE  NET  IS  CHANGING  THE  RULES 


Happy  birthday.  The  economic  expansion  is  now  100  montlis 
old;  six  more  months,  and  it  will  become  the  longest  in 
U.  S.  history.  But  while  its  longevity  gets  all  the  attention,  the 
expansion's  most  important  characteristic  may  turn  out  to  be  its 
unusual  quality.  Driven  by  the  kind  of  technological  change  that 
comes  along  once  or  twice  in  a  century,  this  expansion  is 
rewriting  a  lot  of  conventional  economic  wisdom.  By  now  it's 
clear  that  higher  productivity  growth  is  altering  old  relation- 
ships among  growth,  employment,  and  inflation — and  for  the 
better.  Anyone  sticking  solely  to  traditional  economic  verities 
these  days  is  apt  to  miss  the  revolution. 

Take  profits.  The  standard  argument  is  that  profits  are  the 
key  to  success  in  any  business.  But  investors  have  been  re- 
warding Internet  companies  that  show  little  profit  but  great 
potential  for  attracting  viewers  instead.  The  valuations  for 
Net  companies  and  new  initial  public  offerings  are  crazy  by 
conventional  standards.  Indeed,  some  argue  that  the  Net  is  so 
frictionless — so  cheap  and  easy  to  enter  and  therefore  so 
competitive — that  profits  will  always  be  scarce.  After  all, 
the  airlines  transformed  the  economy,  and  they  have  barely 
broken  even  over  the  decades.  The  Net  could  do  the  same. 


We  think  not.  There  are  already  sizable  profits  beinj 
on  the  Net,  but  they  go  to  those  with  critical  mass.  A 
Online  Inc.  poured  out  nearly  half  a  billion  dollars  on 
tising  and  distributing  aol  software  before  it  made  a 
But  that  investment  has  paid  off:  An  extraordinary 
the  time  Americans  spend  on  the  Net  is  spent  on  ao: 
17  million  subscribers  and  advertisers  ready  to  gain 
them,  the  company  is  earning  real  money — upward 
million  in  1999,  according  to  analysts.  And  with  a  marl 
of  $125  billion — already  one-quarter  that  of  Microsoft 
it  has  the  wampum  to  grow  even  further.  In  short,  ao: 
ginning  to  evolve  into  a  more  "normal"  company  that 
evaluated  through  established  financial  criteria. 

Bottom  line,  the  Net  is  transforming  some  of  the 
business,  but  not  all.  While  some  stocks  appear  overvall 
conventional  standards,  they  are  rational  by  others.  Whi 
going  profits  may  appear  foolish  at  first,  building  masi 
actually  be  more  sensible.  The  only  thing  clear  is  that 
all  living  through  a  complex  economic  revolution,  when 
dard  operating  procedures  fail  to  guide.  It's  a  wild  rii 
used  to  it. 


MAKE  THOSE  RETIREMENT  PLANS  SIMPLER 


Summertime  is  the  season  when  people  start  thinking 
about  retirement.  For  aging  boomers,  warm  weather, 
rounds  of  golf,  games  of  tennis,  a  trip  to  Tuscany,  maybe  even 
visits  to  see  the  first  crop  of  grandchildren — all  whisper 
promises  of  a  relaxed,  fun-filled  apres-work  life.  Prerequisites 
are  health  and  money.  A  lot  of  money.  Pity  that  the  govern- 
ment isn't  making  it  as  easy  as  it  could  be  to  build  a  nest  egg. 

The  good  news  is  that  Washington  has  made  available 
more  than  a  dozen  separate  retirement  plans  for  people  to 
tuck  away  money,  invest,  and  take  part  in  the  great  American 
wealth  machine  (page  108).  Unfortunately,  each  plan  has  its 
own  rules  on  withdrawals  and  contributions.  They  are  so 
complex  and  contradictory  that  they  often  leave  people  feel- 
ing confused  and  helpless.  This  is  especially  true  of  low-to- 
middle-income  families  who  don't  regularly  use  accountants 
and  tax  lawyers.  There  are  401(k)s,  403(b)s,  iras,  Roth  iras, 
nondeductible  iras,  Keoghs,  seps,  simples,  annuities,  medical 
savings  accounts,  and  others.  Add  in  President  Clinton's  USA 
Plan,  which  would  supplement  Social  Security,  and  it's  a 
turnoff  to  millions. 

Congress  should  act  to  simplify  the  myriad  retirement 
plans  to  help  people  plan  for  their  retirement.  Right  now, 
the  rules  for  contributing  to  retirement  plans  vary  according 
to  phaseouts,  dollar  amounts,  adBestate  purposes.  The  USA 
Plan  alone  has  two  distinct  rules  for  contributions,  depend- 
ing on  whether  or  not  the  money  is  matched  by  the 
government.  Withdrawals  from  the  various  plans  have 


dozens  of  rules  of  their  own.  The  permutations  are  en 
There  are  two  ways  to  simplify  retirement  plans.  One 
Congress  to  repeal  the  $100  billion  in  annual  tax  breal 
saving  now  on  the  books  and  just  lower  marginal  tax 
That  would  permit  people  to  keep  more  of  their  money  a 
vest  it  for  the  future.  But  that's  probably  too  much  t( 
Targeted  tax  breaks  for  children,  education,  and  other 
poses  allow  politicians  to  offer  candy  to  constituents 
they  are  unlikely  to  give  up  the  practice.  Simplifying  proj 
is  a  good  fallback.  Congress  could  create  a  single  super- 
program  with  one  set  of  rules  for  contributions  and  one 
rules  for  withdrawals.  Allow  people  to  salt  away  $10,0OC 
free  every  year  without  exceptions.  To  add  a  bit  of, 
pline,  all  withdrawals  before  retirement  should  be  taxed  a 
regular  income-tax  rates.  Borrowing  from  retirement  aca 
for  current  consumption  should  be  discouraged. 

Wealth  creation  in  America  has  been  nothing  sho 
spectacular  in  recent  years.  Increasingly,  the  U.  S.  is  a  n 
of  "haves"  and  "have  mores."  The  number  of  housel 
with  an  annual  income  of  more  than  $100,000  and  a 
worth  of  $500,000  or  more  is  nearly  17  million,  compared 
million  in  1990.  The  number  of  millionaires  has  doubled  t 
million  in  the  past  decade.  The  "have  mores"  possess  th 
sources  to  take  care  of  their  own  retirement.  The  I 
"haves"  could  use  some  help.  The  government  is  n| 
their  retirement  planning  much  more  complicated  and 
fusing  that  it  needs  to  be.  It's  time  to  change  that. 


bid. 
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Linda  begged  Steve  to  log  off  the  Internet  for  a  day. 
"How  about  we  see  the  world  in  person  this  afternoon?"  she  challenged. 
And  before  you  could  say  "download,"  their  Ford  Expedition 
took  them  to  places  so  unreal  and  so  far  out  there,  Steve  thought, 


"Hey,  the  information  superhighway  is  for  wimps." 


1999  Ford  Expedition 


i 


»»>>>>>>. c*.  i. 


Control-Trac  system  for  automatic  4WD  traction  when  needed. 
Industry  Exclusive:  New  available  power  adjustable  pedals  for  improved  driving  comfort.' 


&OT</ 


andard  removable  fold-flat  third-row  seat  with  new  roller  system.    Available  5.4/.  Triton"-'  V8  engine       "  l*#  *  1 1 
Expedition  is  a  Low  Emissions  Vehicle  that  runs  cleaner  than  most  passenger  cars  on  the  road  today.     fc4  -Jl  -* 


► 


1-800-258-FORDor 
www.fordvehicles.com 
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He  was  a  bright-eyed  go-getter  on  the  corporate  fast  track.  But  there  were  land 
mines  everywhere  he  stepped.  From  scheduling  conflicts  to  shipping  mishaps  i(l 
inventory  question  marks.  So  instead  of  tearing  his  hair  out,  he  summoned  his 
favorite  IS  guy,  who  cleverly  suggested  a  more  productive  remedy:  FileMaker"  Pro 


<Q  !')<)>)  FileMaker,  lm.  All  Rights  Reserved,  FileMaker  is  a  registered  trademark  and  "If  hat's  your  problem?"  is  a  trademark  of  FileMaker,  bu . 


orldwide 
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justgarden-variet)  computer  skills,  he  was  able  to  transform    ;  ^zr ,  Jjjl 
of  professional  experience  into  a  custom-made  database  his  , *  ^    / 

'  department  could  easil)  access.  Vnd  one  he  could  proudly 
i  about  Visil  usal  www.filemaker.com.  What's  your  problem?" 
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Ready  to  move  up 


! 


Susan  doesn't  worry 

about  Schwabs 

Investment  Specialists  being 

in  it  for  the  commission. 

They  don't  get  one. 

"AT  SCHWAB,"  SUSAN  SAYS,  "THEY  PUT  ME  FIRST" 
Charles  Schwab  on  investing 


"It's  crucial  to 

understand  how 

your  broker  is 

compensated" 


need  without  sales  pressure. 
"They  truly  want  to  help 
people,"  as  Susan  says. 

"The  Investment  Spe- 
cialists are  .wonderful.  They 
always  answer  my  questions. 
One  even  gave  Spencer  a 
chocolate  Easter  bunny  when 
we  opened  his  account." 
Any  closing  thoughts? 

"I  plan  on  investing  with  Schwab  for  the  rest  of 
my  life,"  says  Susan.  "Spencer  has  a  great  deal  of  life 
ahead.  I'm  his  mother,  and  I  want  the  best  for  him." 


m  a  working  mother," 
s  Susan,  "and  I  want  to 
nn  for  a  secure  future.  So 
i  important  that  I  make 
:  right  investments  now." 

What   brought  you   to 
hvvah? 

"I'd  heard  good  things 
out  them.  When  I  was 

klv  to  invest,  I  visited  a  Schwab  branch  office,  and 
ey  were  very  helpful.  They  even  helped  me  invest 
/  five-year-old  son  Spencer's  money  for  him." 

What  keep-^  von  it  Schwab? 

"Their  Investment  Specialists  aren't  in  it  for  the 
mmission.  I  want  as  much  money  as  possible  to  go     If  you're  ready  to  move  up  to  Schwab,  call 
to  the  Susan-and-Spencer  pot,  not  someone  else's."     1'800-4-SCHWAB,  log  on  to  our  website 

Our   investment   specialists  get   a  salary,   not      at  WWW.Schwab.com  Or  visit  US  at  any  of 
commission.  They  give  you  the  information  you     our  over  300  branches. 


tormance  or  success  Although  Schwab's  Investment  Specialists  do  not  receive  commissions,  Charles  Schwab  &  Co.,  Inc.  charges  transaction  tees  and  commissions  on  specific  transactions 
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URBAN  AFFAIRS 

DRIVING  AWAY  THE 
NO-CREDIT  BLUES 

THE  REVEREND  JESSE  JACKSON 

has  helped  persuade  some 
financial  heavyweights  to  buy 
$37  million  in  auto  loans 
made  to  inner-city  consumers 
with  bad  credit  ratings. 
business  week  has  learned 
that  a  group  including  Bank 
of  America,  Citigroup,  and 
Goldman  Sachs  has  agreed  to 
purchase  the  auto  receivables 
collected  by  Detroit's  Mel 
Farr  Auto  Group,  a  network 
of  Midwest  dealerships  that 
is  the  largest  black-owned 
company  in  the  U.S.  The 
deal  is  expected  to  close  the 
week  of  July  19. 

The  program  will  initially 
serve  customers  in  Detroit, 
Dayton,  and  Cincinnati.  The 
high-risk  buyers  have  to 
make  weekly  payments.  And 
if  they  don't  pay?  Each  car 
will  have  an  innovative  giz- 
mo, made  by  Payment  Pro- 
tection Systems  of  San  Diego, 


~ 

ft|\    WB        > 

JESSE:  Pushing  auto  loans 

dubbed  the  "on-time  device." 
It  lights  up  three  days  be- 
fore payment  is  due.  If  pay- 
ment is  not  received  by  7 
p.m.  each  Friday,  customers 
won't  get  a  special  code  need- 
ed to  start  their  cars.  Says 
Farr:  "I  want  my  money." 

Farr  said  that  Jackson's  in- 
fluence was  key  to  winning 
over  conservative  bankers 
and  financiers  who  first 
balked  at  the  scheme.  "Ac- 
cess to  capital,  that's  what 
this  is  all  about,"  says 
Jackson.     Roger  O.  Crockett 


SPORTS  BIZ 

RAGE  ON  SUNDAY, 
SELL  ON  MONDAY 

THE    REVVING    ENGINES    OF 

Formula  One,  the  world's 
most-watched  motor  sport, 
have  become  music  to  car 
manufacturers'  ears.  On 
July  11,  DaimlerChrysler 
said  it  intends  to  take  a 
40%  stake  in  the 
tag  McLaren 
Group,  own- 
ers of  the 
1998  world- 
champion  team.  The  deal  is 
just  the  latest  example  of 
auto  makers'  accelerating  in- 
vestment in  the  sport. 

In  June,  Ford  bought  the 
Stewart  Racing  Team  for  $80 
million.  BMW  said  it  will  be- 
come the  major  sponsor  of 
the  famed  Williams  Fl  team 
in  2000.  And  after  an  eight- 


year  absence,  Honda  said  in 
May  that  it  would  become 
engine  sponsor  for  the  British 
American  Racing  Team,  also 
in  2000.  Even  Toyota,  never 
before  in  Formula  One,  says 
it  is  eyeing  participation. 

What's  fueling  the  action? 
Auto  makers  are  increasingly 
seeking  the  marketing  edge 
and  engineering 
knowhow  For- 
mula One 
yields.  Martin 
Beck-Burridge, 
director  of  au- 
tomotive studies  at 
Henley  Management  College, 
thinks  that  by  2004  five 
teams  will  be  controlled  by 
manufacturers,  up  from  just 
two  next  year,  Ferrari  and 
Ford.  Of  America's  Big 
Three,  only  General  Motors 
is  not  yet  in  Fl.  A  spokesman 
says  that  GM  may  rethink 
that  policy.       Heidi  Dawley 


TALK  SHOW  UThis  was  not  an  accident.  It  was  a  criml 
was  a  homicide." 

— Prosecutor  Katherine  Fernandez-Rundle,  charging  the 
maintenance  company  in  the  1996  ValuJet  crash  with  murdk 


l-WAY  PATROL 

PRIVACY  IS  IN  THE 
EYE  OF  THE  SURFER 

PRIVACY    ADVOCATES    HAVE 

misgivings  about  Net  freebie 
deals  where  users  trade  per- 
sonal data,  often  about  buy- 
ing habits,  for  the  likes  of  E- 
mail  accounts  or 
even  PCs. 

It  seems  users, 
however,  don't 
mind  the  trade-off 
as  long  as  they 
are  told  how  their 
data  will  be  used. 
Only  12%  of  457 
Net  users  sur- 
veyed by  the  non- 
profit research 
group  Privacy  &  American 
Business — funded  in  part  by 
banks  and  the  credit  indus- 
try— said  that  such  programs 
violate  their  privacy.  And 
86%    said    participating    in 


Is  accepting  free 
products  in  return  for 
personal  information  a 
violation  of  your 
privacy?  YES  12% 

Is  this  trade-off  accept- 
able if  you  are  told  how 
the  information  will  be 
used?  YES  86% 

DATA:  PRIVACY  &  AMERICAN 
BUSINESS 


them  is  O.  K.  if  comj 
disclose  how  their  ir 
be  used.  What's  morti 
don't  mind  if  personal 
used  in  statistical  studid 
59%  might  let  their 
address  be  given  to 
line  retailer. 

Outspoken  privacy  dl 
ers  "don't  have  a  ghostf 
understand! 
how  a  great! 
ber  of  AmeJ 
feel  about"! 
ing  persona 
says  survey  | 
tor  Alan 
a  professor 
tus  of  law 
lumbia.  Fori 
users,  says 
in,  the  attitu 
"Tell  me  what  you  wan^ 
me  what  you're  going 
with  it,  and  I'll  decide.'l 
sites  that  clearly  post  [ 
privacy  policies  needn't  | 
ry,  he  says.   Dennis  Be 


THE  LIST   ADAPT  OR  DIE 


What  industries  will  be 
blindsided  next  by 
"disruptive  technologies" 
like  the  Internet? 

Clayton  M.  Christensen, 
the  Harvard  associate  busi- 
ness professor  who  put  the 
theory  of  disruptive  tech- 
nologies on  the  map  with 
his  book  The  Innovator's 


AT  RISK:  Doctors,  chip- 
makers,  and  B-schools 


Dilemma,  and  tech  futuri 
George  Gilder  note  here 
some  of  the  industries  art 
companies  living  on  bor- 
rowed time.  Their  predic- 
tions, in  order  of  the  one 
most  affected: 


1.  TELECOM  New  optical  networks  will  crater  packet-switching  syj 
terns.  At  risk:  AT&T,  with  its  business  model  based  on  voice  tariffs! 


2.  FINANCIAL  SERVICES  A  stampede  of  online  brokers,  undent 
ers,  and  E-bankers  is  under  way.  Can  Merrill  Lynch  adapt? 


3.  EDUCATION  Corporate  universities  with  Internet  teaching  wil 
undercut  B-schools.  Makes  that  Harvard  MBA  awfully  expensive. 

4.  RETAILING  First,  discounters  pushed  many  big  retailers  out  of 
hard  goods.  Then  came  online  retailers.  Sears  has  nowhere  to  go. 

5.  HEALTH  CARE  Nurse  practitioners  using  lower-cost  diagnostic 
technologies  will  give  doctors  a  run  for  the  money. 

6.  MICROPROCESSORS  Low-end  chips  have  already  brought  ust 
$500  PC.  Forthcoming  systems-on-a-chip  will  put  Intel  on  the  hot  se; 
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Sensors  help  you  drive  well 


From  fuel  efficiency  to  reliable  starts, 


smooth  acceleration  to  sure  stops 


Home 


Honeywell 

www.honeywell.com 
and  Building  Control  •  Industrial  Control  ■  Space  and  Aviation  Control 


Up  Front 


PUBLISHERS'  ROW 

FROM  YACHT  RAGE  TO 
BOOK  RACE 

IN    A    RACE    WITH 

other  books  on  the 
same  subject,  a 
major  publisher 
is  making  an 
electronic  end 
run  to  rush  a 
sea-adventure 
book  to  readers. 
Martin  Dugard's 
Knockdown:  A 
True  Story  of 
Sailors  and  the 
Sea,  won't  be  in 
bookstores  unti 
mid-September  because  of 
delays  in  securing  rights  to 
photos.  But  on  July  19,  Simon 
&  Schuster's  Pocket  Books 
will  bring  out  a  photoless 
electronic  version. 

Readers  can  download  it 
on  Rocket  eBook,  SoftBook, 
or  3Com's  PalmPilot  handheld 
devices.  Knockdown,  about 


six  competitors  killed  in  a 
1998  Australian  yacht  race, 
can  also  be  instantly  printed 
and  bound  by  outfits 
like  Ingram  Books 
Group's  Lightning 
Print;  these  special 
orders  are  made 
through  book- 
stores. Both 
modes  will  cost 
$24.95,  which 
is  the  price  of 
the  eventual 
hardback. 
Pocket  Books  Presi- 
dent Judith  Curr  figures  E- 
Books  and  instant  printing 
will  help  create  buzz.  It's 
needed,  because  a  competing 
book  on  the  tragedy  came  out 
June  28,  Rob  Mundle's  Fatal 
Storm:  Tlie  Inside  Story  of 
tlt£  Syduey-Hobati  Race,  pub- 
lished by  McGraw-Hill,  owner 
of     BUSINESS     WEEK.      Still, 

Knockdown's  E-publication 
will  give  it  a  jump  on  two 
other  coming  books  on  the 
disaster.  Larry  Light 


PRODUCT  PEEK 

KILLING  £.  COLI  WITH 
WATER  POWER 


THERE  ARE  SEVERAL  WAYS  TO 

kill  E.  coli  bacteria,  one  of 
the  most  common  causes  of 
food  poisoning.  You  can  boil 
them  to  death,  zap  them 
with  radiation,  or  treat  them 
with  chemicals.  A  small  com- 
pany in  Kent,  Wash.,  howev- 
er, has  developed  an  alterna- 
tive: squeeze  them  to  death. 
Flow  International,  which 


makes  most  of  its  money  sell- 
ing water-pressure  cutting 
tools  for  the  paper  and  min- 
ing industries,  is  selling  a  sys- 
tem that  sterilizes  food  by 
subjecting  it  to  water  pres- 
sure of  up  to  100,000  pounds 
per  square  inch.  Normal  at- 
mospheric   pressure    is    15 
pounds  per  square  inch,  so 
almost  nothing  can  survive 
such  a  sustained  high-pres- 
sure blast  of  H20.  Revenues 
from    Flow's    system    are 
about  $10  million  and  pro- 
jected to  double  annually  un- 
til 2002,  says  the  company. 
Pressurizing    costs 
',*  about  30%  more  than  heat 
■    treatment.  But  it  doesn't 
affect  food's  taste,  a  big 
plus  for  companies  such  as 
Coca-Cola's  Minute  Maid  unit, 
which  has  a  deal  with  Flow. 
There  are  other  benefits:  Mo- 
tivate Seafoods,  a  Louisiana 
seafood  processor,  uses  the 
system  to  rid  oysters  of  the 
nasty  Vibrio  vulnificus  ma- 
rine bacteria.  The  bonus?  The 
pressure    also    shucks    the 
shellfish.      Andrew  Osterland 


l.l.M'Vfl.llM.MTTI 


UNCOMMON  MARKET 

NOW  THE  FETA'S 
IN  THE  FIRE 

GREEKS    ARE    IN    A    LATHER 

over  the  proper  constitution 
of  their  tangy  delicacy,  feta 
cheese.  The  European  Court 
of  Justice  has  refused 
to  ban  other  Euro-  ^^ 
pean  cheese  mak- 
ers from  using  the 
feta  name,  even  if  it  is 
made  with  cow's  milk. 
That's  anathema 
to  Greeks, 
who  say  only 
sheep's  milk  can 
make  real  feta. 
Nevertheless, 
the  European 
Court  ruled  early  this  year 
that  Greece  has  no  right  to 
monopolize  the  name,  since 
other  nations,  including  Bul- 
garia and  Macedonia,  also 
claim  feta  as  part  of  their  her- 


itage. The  ruling  could  I 
larger  implications.   F| 
wants  to  bring  the  U. 
fore  the  World  Trade  Oi 
zation  to  stop  the  Ame)| 
from  calling  their  fizzy 
wine  champagne,  a  nan 
French  want  to  keep  or 
bubbly  made  in  and 
Reims.  "The  U.S. 
in  recognizing  our  la| 
says  Sylvie  Serra 
Institut  Nationa 
Appellatl 
d'Origin^ 
But 
that  Gi| 
don't  o\ 
rights  to  ftf 
may  be 
to  argue 
the  French 
champagne.  Meanwhile, 
Greek  Mission  to  the  eu 
it  will  appeal  the  court  n  i 
and  ask  for  legislation  de  J 
ing  that  feta  is   "uniq 
Greek."      William  Echi 


THE  BIG  PICTURE 


WORK  'TIL  YOU  DROP  Forget  the  golf-and-granc 
image  of  retirement.  Most  recent  retirees  say  they 
expect  to  draw  a  paycheck.  Only  11%  of  those 
with  investable  assets  of  $50,000  or  more 
worry  about  outliving  their  resources. 

PERCENT  OF    .WILL  WORK  FULL-TIME 

RETIREES 
WHO  EXPECT 

TO  WORK 


DATA-  FORUM  FOR 
INVESTOR  ADVICE 


Survey  of  500  people  who  retired  in  the  past  two  ye 
and  200  who  plan  to  retire  in  the  next  two  years.  / 
have  at  least  $50,000  in  investable  assets. 


FOOTNOTES  Where  Americans  turn  for  spiritual  guidance  on  financial  decisions:  prayer,  61  %;  talks  with  clergy,  24% 
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DATA:  LUTHERAN  BROTHERF 


I  t/s    Some  time  back,  a  major  telecommunications  provider  was  confronted  with  a  serious  problem. 

They  desperately  needed  the  flexibility  of  a  SONET  but  couldn't  afford  the  wait  its  installation 
is    typically  requires.  Being  familiar  with  the  quality  and  reliability  of  GTE  products,  they  turned 
our  Wholesale  Markets  organization  for  help. 

Quickly  assembling  a  team  comprised  of  both  GTE  and  client  employees,  we  laid  out  a  three-step 
an  for  meeting  the  customer's  needs.  In  short  order,  we  assessed  their  network  requirements,  identified 
e  markets  in  which  services  would  be  needed,  and  began  developing  the  appropriate  products.  Using 
simplified  approach  to  reconfiguring  SONET  tariffs,  we  were  able  to  give  the  customer  a  flexible, 
)mpetitively  priced,  state-of-the-art  network  that  met  their  needs  to  a  T  What's  more,  we  set  a  GTE 
eed  record  in  the  process.  Does  a  telecommunications  problem  have  you  grounded?  GTE  can  deliver 
movative  solutions  that  provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful. 
Jid  we  can  do  it  in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-9594,  or  visit  us  on  the  Internet 
www.gte.com  Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  do  whatever  it  takes 
>  help  your  ideas  take  flight. 
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Readers  Report 


COMPUWARE  WOMEN 

SET  THE  RECORD  STRAIGHT' 

'As  women  in  senior  management  at 
Compuware  Corp.,  we  were  distressed 
and  disturbed  by  your  recent  articles 
on  Compuware  and  Pete  Karmanos 
("No  way  to  treat  a  crisis"  and  "Keep- 
ing an  investigation  on  the  right  track," 
People,  July  5).  While  it  would  be  inap- 
propriate for  us  to  address  the  specifics 
you  cited,  suffice  it  to  say  that  your  de- 
scription of  the  situation  was  incom- 
plete, at  best. 

What  is  most  important  to  us,  how- 
ever, is  to  set  the  record  straight  as  to 
the  reality  of  being  female  at  Com- 
puware Corp.  As  one  example,  there 
are  currently  four  women  on  Com- 
puware's  executive  committee,  and  two 
on  the  board  of  directors.  We  challenge 
you  to  find  another  top  software  com- 
pany that  can  match  these  percentages 
in  top  management.  Of  those  four 
women  on  the  executive  committee,  all 
were  promoted  from  within  the  compa- 
ny. If  there's  a  glass  ceiling  at  Com- 
puware, we've  yet  to  encounter  it. 

We  have  all  worked  with  Pete  Kar- 
manos on  a  near  daily  basis.  Can  he  be 
demanding  at  times?  Certainly.  There 
isn't  a  successful  business  leader  alive 
who  isn't.  But  we  can  say  two  things 
with  absolute  certainty:  First,  we  have 
not  witnessed  or  personally  experienced 
anything  that  could  be  viewed  as  sexist 
behavior,  let  alone  sexual  harassment,  in 
our  dealings  with  Pete.  And  second,  all 
of  us  are  smarter,  better  businesspeople 
because  of  the  experience  of  working 
with  him. 

Compuware  is  an  outstanding  com- 
pany, in  large  part  because  of  Pete  and 
the  people  he  has  hired,  encouraged, 
and  promoted.  Both  the  company  and 
Pete  deserve  more  balanced,  informed 
treatment  than  what  your  publication 
has  portrayed. 

Patricia  Bennett,  Sales  Director 

Donna  Debrodt,  Vice-President, 

Corporate  Marketing 

Laura  Fournier,  Chief  Financial 

Officer 
Chris  Galloway,  Vice-President, 


Testing  and  Impleme 

Mary  Hepler,  Vice-Pn 

Professional  Si 

Denise  Knol 

Executive  Vice-Prei 

Human  Resourc 

Administ 

Barbara  K 

Deputy  General  C 

Phyllis 

Senior  Vice-Pres 

Professional  Se 

Karen  Sosnick,  General  Ma 

Fault  Management  Pr< 

Jennie  Zamberlan,  Vice-Pres 

Compuware  Sol 

Compuware 

Farmington  Hills, 

BAN  ALL  GUNS 
FOR  ALL  KIDS 


Thank  you  for  your  article  desc 
the  gun  industry's  disturbing  pr  *" 
of  marketing  guns  to  young  p 
("Sonny  get  your  gun,"  Up  Front  "' 
5).  If  we  are  serious  about  keeping  K' 
out  of  the  hands  of  children,  we 
find  out  how  gunmakers  are  mark  W 
to  kids  and  eventually  put  a  stop 
That  is  why  I  authored  legislati  f 
require  such  a  study. 

The  article  contained  one  inaccv  lt 
which  I  must  correct.  Although  fe  ss 
law  does  prohibit  individuals  undi  __ 
from  buying  guns  and  those  und< 
from  buying  handguns,  this  law  ap  «y, 
only  to  purchases  from  gun  dea 
which  primarily  occur  in  gun  st  ™ 
For  all  other  purchases — from    $\\ 
censed  vendors  in  gun  shows,  at,ry 
markets,  and  in  private  sales — indi  ^ 
als  under  18  can  buy  anything  e)  M 
handguns. 

This  means  that  someone  unde  L 

can  walk  into  a  gun  show  or  a  flea  ^ 

ket  and  buy  a  semi-automatic  asie^ 

weapon,  a  shotgun,  or  a  rifle.  Th;  h 

why  I  am  also  sponsoring  legisls  f, 

that  would  prohibit  anyone  under  ag  s 

from  buying  any  gun.  4l)' 

Barbara  Boxer  (D-C  r 

U.  S.  Se  [j 

Washin  ^ 
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ECTIONS  &  CLARIFICATIONS 

;ons  Bulk  Up"  (Information  Tech- 
,  some  editions,  July  19)  should  have 
lat  NEC  Corp.  was  the  world's  No.  2 
ry-device  maker  in  1997,  not  the 

>  No.  2  chipmaker. 

ling  the  Secrets  of  the  CPI"  (Business 
nvestor,  July  12)  erroneously  assert- 
t  the  consumer  price  index  does  not 
for  consumers'  substitution  of  one 
or  another  in  the  same  category.  In 
■y,  1999,  the  CPI  was  modified  to  cap- 
uch  substitutions. 

BUSINESS  WEEK  Global  1000  Country- 
jntry  tables  for  the  United  States  (July 
ie  sales  figure  for  Delphi  Automotive 
ns  should  have  been  $28,479  billion, 
he  correct  asset  figure  should  have 
$18,668  billion.  Also,  the  average 
price  (in  U.  S.  dollars)  for  the  com- 

>  in  the  Italy  table  rose  by  5%.  And  the 
ge  share  price  (in  U.S.  dollars)  for 
anies  in  The  Netherlands  rose  4%. 

uilding  the  best  retirement  plan" 
ness  Week  Investor,  July  19),  a  chart 
id  "Lowering  risk  via  asset  allocation" 
he  wrong  distribution  of  assets  for  the 
Drtfolios  presented.  The  balanced  plan 
lposed  of  45%  large-cap  stocks,  22% 
-cap  stocks,  and  33%  bonds.  The 
r  plan  is  composed  of  75%  large-cap 
s  and  25%  bonds. 


I  SHOULD  BOTTLE 

I STUFF 

fe  Warren  Buffett  you  don't  know" 
■r  Story,  July  5)  was  able  to  pin- 
t  the  man — his  down-to-earth  hu- 
I  combined  with  his  basic  business 
.  An  executive  can  learn  more 
business  from  Buffett  than  from 
ling  any  business  school. 
i  biggest  contribution  Buffett  can 
is  to  ensure  that  his  knowledge  is 
for  all  to  benefit  from.  This  de- 
s   a  book   from  Warren,   which 
1  be  made  compulsory  reading  for 
business  executive,  student,  or  in- 
"s|r.  My  salute  to  Wan-en  for  show- 
he  world  that  values-based  busi- 
can  be  financially  rewarding  as 


i 


Hemant  Amin 
Singapore 

was  interesting  to  see  that  Warren 
tt,  a  "genius'1  value  investor,  now 
;s  to  leave  a  legacy  as  a  captain  of 
try.  I  am  in  awe  of  his  skill  with 
s,  but  if  I  were  running  his  show,  I 
hut  change  horses  in  mid-stream. 
kc  watching  Mozart  change  his  style 
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in  emulate  hi   contemporary  SaHeri.  Sail. 

Robert  Hively 
Tokyo 

STRAIGHT  TALK 

ABOUT  ONLINE  INSURANCE 


I  was  dismayed  that  "Term  life  bar- 
gain days"  (Business  Week  Investor, 
July  5)  suggested  that  readers  consult 
an  agent  to  get  educated,  then  buy  in- 
surance online.  I  would  like  to  believe 
that    most    people    would    value    the 


agent'i  advice  and  would  buy  from  Mm. 

The  article  al  ii     aid   onl  ar.'e 

policie    are  cheaper.  In  urance  compi 
pricing  if  ie!  by  'in 

part,  and  cannot   I,.-  amended  unl- 

arate  rate-  are  Bled  The  agenfi  conn 
-n.n  is  built  into  the  premium  The  online 
buyer  ii  paying  a  comrni  omeone. 

Richard  H.  Pelkoftky 

Pelkofsky  Insurance 
Poughkeep-ie,  \'.  Y. 

Yes,  term  life  rates  may  go  up  Jan.  1, 


"I  have  this  sense  of  betrayal,  Ray.  We  need  to  find  our  lost 
innocence  with  a  provider  we  can  trust.  Like  Williams. " 


Unwind  with  Williams.  We're  the  one  to  trust,  whether  you  need 
powerful  energy  solutions  or  innovative  communications  strategies. 
What's  more,  our  Midwestern  sensibilities  and  round-the-clock 
work  ethic  mean  we'll  never  leave  you  ...  you  know  ...  twisted. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 


expense  management  solutions- 
rporate  purchasing  card 
corporate  card 
business  travel 
consulting 
global  information 
electronic  commerce 
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Are  everyday  business  costs  bigger  than  they  need  to  be? 

Introducing  American  Express  @  Work  expense  management 
solutions.  From  our  Corporate  Purchasing  Card  and  Consulting 
Services  to  our  preferred  suppliers  who  provide  superior  data 
capture,  we  offer  products  and  expertise  to  help  business 
shrink  costs.  And  since  U.S.  companies  spend  $1.3  trillion 
on  indirect  expenses  annually,  the  potential  for  savings  is 
bigger  than  you  might  think.  You  know  us  as  the  leader  in  T&E 
management.  Now  let  us  work  with  your  company  to  save  you 
money  in  ways  you  never  thought  possible. 


do  more 


Corporate 
Senices 


Call  1  800  AXP-1200,  ext.  15,  or  visit  www.americanexpress.com 


Readers  Report 


2000,  because  of  state  requirements,  but 
let's  stop  confusing  the  public  about 
where  to  buy  their  coverage.  Buying 
insurance  on  the  Web  is  no  less  costly 
than  buying  from  a  broker  or  an  agent 
who  has  access  to  the  same  carriers. 

As  a  founding  principal  of  First  Fi- 
nancial Resources,  I  would  like  to  say 
that  we  pride  ourselves  in  being  carrier- 
neutral  and  product-neutral.  We  sell  the 
same  products  as  the  Internet  compa- 
nies at  the  same  price.  The  difference  is 
that  we  follow  through,  and  the  cus- 
tomer can  rest  knowing  that  ownership, 
premium  payment,  and  beneficiary  are 
properly  coordinated  with  their  wills 
and  estate  plans. 

Michael  P.  Hanley 

First  Financial  Resources 

Walnut  Creek,  Calif. 

THIS  TECHNOCRAT 

IS  NO  TECHNOPHILE 

In  "Bush  sends  Gore  a  message:  You 
don't  own  Silicon  Valley"  (Washington 
Outlook,  July  5),  George  W  Bush  is  de- 
scribed as  moderate  and  tech-friendly. 

Moderate?  Maybe.  Tech-friendly?  Not 
in  Texas.  Among  the  bills  he  vetoed  af- 
ter the  session  ended  in  June  was  one 
that  would  have  required  the  Secretary 
of  State's  office  to  post  information 
about  judicial  candidates  on  the  Inter- 
net. Another  bill  he  vetoed  would  have 
required  the  Texas  State  Board  of  Pro- 
fessional Engineers  to  publish  a  roster 
of  its  licensees  on  the  Internet. 

Texas  chooses  judges,  all  judges,  in 
partisan  elections.  It's  darned  difficult  to 
get  info  on  these  candidates,  so  unin- 
formed Texans  have  been  known  to 
elect  candidates  with  catchy  names  and 
checkered  pasts. 

Al  Gore  may  not  have  invented  the 
Internet,  but  I'm  sure  he  knows  what 
it's  good  for — information.  Perhaps  some 
of  the  techie  advisers  on  the  Bush  band- 
wagon can  clue  the  governor  in.  Surely 
a  social  moderate  wouldn't  want  to  keep 
people  in  the  dark  on  purpose. 

Claudia  Wilson 
Fort  Worth 

THEY'RE  MY  WIRES 

AND  I'LL  SURF  IF  I  WANT  TO 

Debate  over  open  access  should  fo- 
cus on  one  key  point:  Since  deregula- 
tion of  the  cable  industry,  consumers 
have  been  hit  with  one  rate  increase 
after  another  ("Whose  cables  are  they?" 
News:  Analysis  &  Commentary,  July 
5).  The  companies  have  justified  these 
increases  as  necessary  to  enable  them 
to  build  up  a  modern  cable  network  to 


better  serve  their  customers.  Local 
governments  have  bought  these  argu- 
ments and  granted  steep  increases  in 
the  name  of  the  public  good.  The  bot- 
tom line  is  that  subscribers  have  paid 
for  these  networks — they  should  now 
get  to  use  them.  If  I  am  paying  for 
cable  access  in  the  first  place,  why 
should  I  pay  a  premium  to  let  me  use 
my  own  Internet  service  provider  over 
that  cable? 

Frank  M.  Tims 
St.  Petersburg 

THE  U.S.  IS  READY  TO  FIGHT, 
BUT  NOT  READY  TO  WIN 

Do  we  need  to  spend  more  on  the 
Pentagon?  No — we  now  outspend  all  of 
nato  and  Russia  and  Japan  together 
("The  Pentagon's  badly  aimed  billions," 
Editorials,  June  28).  We  sell  all  kinds  of 
military  hardware  all  over  the  planet. 
We  don't  care  where  it  goes.  Often  this 
hardware  is  used  by  repressive  regimes 
to  subjugate  and  suppress  their  people. 

The  military  has  claimed  in  Congress 
that  it  lacks  readiness.  The  real  lack 
of  readiness  is  in  the  use  of  diplomatic 
activity  to  prevent  conflict  and 
engagements. 

R.  G.  Wells 
Taos,  N.  M. 

ARE  THEY  LOOKING  AFTER 
GRANDMA  OR  SHAREHOLDERS? 

Baby  boomers  should  rejoice  that 
nursing  homes  are,  as  your  headline 
says,  "On  the  sick  list"  (Finance,  July 
5).  For  more  than  30  years,  since  the 
advent  of  Medicaid  and  Medicare,  for- 
profit  nursing  homes — which  control 
80%  of  nursing  home  beds  in  our  coun- 
try— have  focused  on  how  to  squeeze 
money  from  the  government  and  pri- 
vate payers  to  benefit  shareholders. 
For-profit  nursing  homes  are  little  dif- 
ferent today  than  they  were  35  years 
ago. 

Your  article  makes  only  passing  ref- 
erence to  not-for-profit  organizations. 
Maintaining  a  nonprofit  mission,  with 
oversight  from  a  voluntary  board  of  di- 
rectors, insures  a  long-term  vision.  Care 
for  the  aged  should  not  be  driven  by 
short-term  grabs  at  Medicare  funding. 
If  nursing  home  chains  are  on  the  "sick 
list,"  that  is  a  symptom  of  a  more  seri- 
ous disease.  Our  society  has  abdicated 
the  care  of  the  aged  to  a  profit-driven 
sector  where  traditional  rules  of  sup- 
ply and  demand  do  not  exist. 

You  should  focus  on  new  models  of 
care  for  the  elderly,  where  leadership  is 
coming  from  nonprofit  organizations  that 


measure  quality  of  life,  rathe/' 

shareholder  profit.  Which  woui 

rather  choose  for  your  grandmot 

Daniel  A.  Re 

Hebrew  Home  for  the  Aj 

Ri\ 

New 

NOW  THE  SATURN 
IS  JUST  ANOTHER  CAR' 


At  first  I  was  pleased  to  se< 
Saturn  would  be  offering  a  larger 
compete  with  Honda  Accord  and  '. 
Camry  ("A  different  kind  of  Sa 
News:  Analysis  &  Commentary 
5).  But  then  I  read  that  Saturn  d 
design,  engineer,  or  manufactur 
car,  and  that  it  will  have  only  "c 
elements  of  the  Saturn  character, 
as  "no-haggle  pricing,  friendly  sale1 
service,"  and  "dent-resistant  plasti' 
els"  on  the  doors. 

The  reason  people  bought  th< 
urn  was  because  of  its  quality  an 
ability,  not  friendly  salespeople  oi 
tic  doors.  Now  the  Saturn  i 
another  car. 

Steve 
San  Jose, 
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he  power  of  blue. 

the  power  of  a  company  that  uses  its  strength  and  resources 

keep  up  with  the  ever-changing  world  of  healthcare.  And  it's  the  power 

help  you  benefit  from  those  changes  with  innovative 

0  products  and  plans.  But  most  importantly,  the  power  of  blue 

wns  you'll  get  the  health  coverage  you  need. 


nseeof  the  Blue  Cross  Association  (BCA).  <&  Registered  Mark  and  SM  Service  Mark  of  the  BCA.  C  1999  BCC. 
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It's  never  too  early  to  teach  our  kids  about  economics. 

Chances  are  you,  children  are  net  familiar  with  40100  plans.  They  are.  after  all.  children.  As  they 
grow  otoer  meyCgoing  to  be  faced  with  a  dizzying  array  a,  economic  optton,  whether  4s  savrng 
m^a  I—  "saving  ,„,  mei,  re«rement.  we  need  to  prepare  them  to  make  the  right  choice, 
^tZ  .he  McGralHii,  Companies,  alongside  me  National  Counc«  on  Economic  Educahon. 
is  %ZZ  o  oampaign  to,  economic  iiteracy.  M  our  expense  *«££££££$, 
ness  we  can  help  students  become  more  responsible  citizens.  As  part  of  Amenca  s  from.se.  we 
committed  $2.5  million  to  bunging  our  resources  and  volunteers  into  the  *"• 

We're  proud  to  provide  our  nations  children  with  the  resources  they  need  to  succeed.  We  re  proud 
£  be  a  part  of  America's  Promise.  For  more  information,  visit  ou,  Web  site  a,  www.mcgraw-hSI.com. 
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The  McGraw-Hill  Companies 

Keeping  the  world  up  to  speed. 
The  McGraw-Hill  Companies  is  keeping  America's  Promise. 
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SHARP  ADVANCE 
DIGITAL  PHOTOS 


(I 


llm's  new  camera 
ers  50%  clearer 
ires-but  it's 
smory  hog 

I  never  been  a  big  fan 
digital  cameras.  Confi- 
xed with  old-fashioned 
ased  cameras,  they're 
relatively  pricey  and 
produce  comparably 
and  detailed  pictures. 
in  using  the  Web  more, 
ny  friends  and  family 
ring  online,  too.  So  I've 
shopping  for  a  camera 
>roduces  images  ready 
put  onto  a  Web  site  or 
led  to  an  E-mail. 

I  started  looking 
d,  size  was  an  issue, 
I  plan  to  take  many 
luring  the  summer.  But 
)  didn't  want  to  give 
ality  for  portability  or 
oience. 

I  digital   camera 
:  my  eye  is  the 

iMX-2700    from 
Im      (800-800-  ' 
or   www.fuji- 
>m).  It  weighs 
slightly    more 
half  a   pound 
1 1  not  much  larg- 
ji  a  thick  stack 
ving  cards.  The 
a,  with  a  hand- 
brushed-alu- 
n  body,  easily 
into    a    shirt 


that 


at  a 


mx-2700  captures  50%  more  of 
the  pixels,  or  dots,  used  to 
make  up  a  digital  image. 
What  does  that  mean?  Larg- 
er, more  detailed  pictures. 
People  using  their  computers 
to  view  vacation  pictures  I 
send  them  by  E-mail  will 
notice  that  their  clarity  is 
exceptional. 

This  clarity  comes 
price.  Each  picture 
takes  up  nearly  a 
megabyte  of  memo- 
ry at  the  camera's 
highest-quality  set- 
ting. That  means  you 
can  quickly  fill  up 
the  camera's  remov- 
able, two-inch  square, 
wafer-thin  8MB 
SmartMedia  flash 
memory  cards,  which 
function  much  like 
floppy  disks.  An  ad- 
ditional 8MB  card 
costs  $54.  Fuji  offers 
higher-capacity  cards, 


Tin  lasl  feature  If  important 
far  digital  cameras,  since  vax 

ions    lighting    BOUTCes,    -ay, 

flourescenl  or  incandescent 

bulbs,  produce  colors  that 
don't  register  to  your  eye  but 
can  leave  pictures  with  an 
odd  tinge. 

The  MX-27DO  also  <>(i'w> 
shutterbugs  a  flexible  manual 
mode,  allowing  them  to  over- 
ride the  camera's  decisions 
and  settings.  I  found  the 
manual  setting  quite  handy, 
since  I  thought  the  camera 
fired  its  built-in  flash  way  too 
often.  Pictures  wound  up 
overexposed,  especially  in 
close-ups.  Using  manual  set- 
tings, I  was  even  able  to  add 
special  effects.  One  is  a  sepia 


THE  PROMISING 
MX-2700 


UMP.  The  MX- 

epresents  a  significant 
ice  in  digital-camera 
jlogy — specifically,  cir- 
called  a  charge-coupled 
',  or  CCD.  The  device 
rts  what  the  camera 
through  the  lens  into 
I  data.  ( 'onipared  with 
■edecessor   model,   the 


SIZE  3.1  inches  wide, 
4  inches  high,  1.2  inches 
deep;  9.3  ounces 

PRICE  $699 

DISTINGUISHING  FEATURE  Clearer  pictures 
than  previous  model 

PLUSES  Point-and-shoot  or  useful  manual 
adjustments 

MINUSES  Pricey,  given  picture  quality. 
Lengthy  recharging  time 


with  16MB  for  $90  and  32MB 
for  $128. 

The  MX-2700  digital  camera 
works  like  many  point-and- 
shoot  film-based  cameras.  If 
you  want,  the  camera  will  do 
all  the  work,  figuring  out  the 
correct  focus,  light  levels,  and 
so-called    white    balancing. 


tone  that  produces 
a  faded  Old  West- 
style  picture.  Anoth- 
er lets  you  add  ei- 
ther silver-cross  or 
rainbow  star-like 
bursts  to  bright  points  in  a 
picture,  such  as  Christmas- 
tree  lights. 

A  particularly  useful  fea- 
ture is  the  two-inch  liquid- 
crystal  display  screen  built 
into  the  back  of  the  camera. 
It  lets  you  see  your  shots  be- 
fore  snapping  the   shutter. 


The    creen  can  also  lo- 
in place  of  ' 

viewflnder,  but   I  would  ad 
using  it  sparingly,    ince 

i   power  hog.   According 
to  the  MX-2700'fl  !«'<  page  man 

ual,  using  the  i.<  i<  to  frame 

pictures  will  reduce  the 
rechargeable  lithium-ion  hat 
tery's  life  cycle  from  250  pic- 
tures to  a  mere  80.  Recharg- 
ing the  battery  takes  nearly 
eight  hours,  though  an  op- 
tional $70  fast  charger  takes 
just  an  hour. 

JUICY  FREEBIE.  The  camera 
comes  with  Adobe  Photoshop 
software  and  cables  to  con- 
nect it  a  computer's  serial 
port  or  to  a  TV  video  jack, 
allowing  for  impromptu  video 
slide  shows.  But  to  get  pic- 
tures into  a  PC 
without  cumber- 
some cables,  you 
might  wTant  to  con- 
sider Fujifilm's  op- 
tional floppy-disk 
I  adapter.  The  periph- 
eral, which  looks  like 
a  standard  3.5-inch 
floppy-disk  drive,  has 
a  slot  to  accept  the 
SmartMedia  memory 
card.  Using  Windows 
Explorer,  a  few 
clicks  transfer  the 
digital  photos  to  the 
PC  from  the  memoiy 
card.  The  list  price 
on  the  adapter  is 
$99,  but  until  Au- 
gust, Fuji  offers  a 
rebate  that  lets  MX- 
2700  buyers  get  a 
floppy  disk-adapter 
for  free. 

The  free  peripher- 
al is  a  good  thing, 
since  the  camera  has  a 
fairly  high  retail  sticker 
price.  Some  online  retailers 
and  auction  sites  have  been 
offering  the  mx-2700  for 
around  $600,  but  that's  still  a 
bit  north  of  the  magical  sub- 
$500  that  seem  to  spark 
most  digital  purchases.  At 
the  current  price  tag,  the 
MX-2700  hasn't  howled  me 
over.  But  I'll  concede  it  has 
made  me  less  of  a  humbug 
when  it  comes  to  digital 
cameras. 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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in  .he  United  States  and/or  other  countries. 


Mtuawft.  MIciomA   _ 

Exchange  SQLServer 


tow  far  away  are  you 

from  finding  the  best  ideas  in  your  company? 

Ideas  are  everywhere.  When  you  empower  people  with  the  ability  to  quickly  find, 
share  and  contribute  to  these  ideas,  they'll  create  even  better  ones.  The  easiest 
way  to  get  information  to  flow  this  freely  is  to  evolve  your  existing  systems  using 
tools  you  already  know.  Software  like  Microsoft*  Office  can  help  your  employees 
become  knowledge  workers  by  providing  a  consolidated,  customized  view  of  all  the 
sources  of  data  and  expertise  in  and  outside  your  company,  empowering  them 
with  the  information  they  need  to  make  better  decisions. 

And  when  you  build  on  software  you  already  know  from  Microsoft,  it  makes 
evolving  your  company  into  the  digital  economy  that  much  easier.  And  your 
company's  best  ideas  closer  than  you  think.  For  complete  details,  and  helpful 
case  studies,  visit  www.microsoft.com/dns 

Microsoft 

Where  do  you  want  to  go  today?' 


Books 


BUILDING  WEALTH 

The  New  Rules  for  Individuals,  Companies,  and  Nations  in  a  Knowledge-Based  Economy 

By  Lester  C.  Thurow 
HarperCollins  •  301pp  •  $27.50 

WHY  AMERICA 

HAD  BETTER  WISE  UP 


Empires  fall.  This  usually  happens 
as  civilizations  lose  touch  with 
what  made  them  great.  Think  of 
a  Europe  that  grew  dumber  and  dumb- 
er over  the  five  centuries  following  the 
fall  of  Rome.  Along  the  way,  literate 
parents  failed  to  teach  their  children  to 
read,  and  the  region  marched  backward 
into  ignorance  and  poverty.  In  his  latest 
book,  Building  Wealth,  economist  Lester 
C.  Thurow  imagines  medieval  men  and 
women  fetching  water  from  magnificent 
aqueducts  and  wondering  how  their  en- 
gineer ancestors  ever  got  so  smart. 

Are  we  losing  our  way  as  well? 
Thurow,  the  well-known  author  and 
longtime  Massachusetts  Institute  of 
Technology  professor,  has  always  insist- 
ed that  societies  need  to  invest  in 


schools  and  tools  to  thrive.  Those  that 
substitute  shopping  for  investing,  he 
warns,  are  heading  the  way  of  the  late 
Romans.  This  is  hardly  a  new  line  for 
Thurow.  But  in  Building  Wealth,  he  up- 
dates his  thinking  for  the  Information 
Age.  And  he  makes  a  strong  case  that 
America  will  be  hard-pressed  to  sus- 
tain the  early  lead  it  now  enjoys  over 
Europe  and  Japan. 

Don't  be  fooled  by  the  subtitle:  The 
New  Rules  for  Individuals,  Coynpanies, 
and  Nations  in  a  Knowledge-Based 
Economy.  That's  a  marketing  tag. 
Browsers  who  pick  it  up  hoping  to  find 
out  whether  Internet  stocks  have  peaked 
will  be  cruelly  disappointed.  Thurow,  a 
big-picture  economist  if  there  ever  was 
one,  focuses  on  nations  and  regions  in 


the  sweep  of  history.  In  doing  I 
puts  together  a  recipe  for  na 
wealth.  Not  surprisingly,  this  on 
champion  of  European-style  indu 
policy  stakes  out  a  big  role  for  go 
ment  in  education  and  infrastructu 
well  as  in  research  and  developme 

With  Europe  slumping  through 
of  the  decade  while  America  rac 
may  seem  a  strange  time  to  que 
the  American  model.  Indeed,  these 
years  of  the  digital  revolution  have 
a  showcase  for  America's  stren 
When  it  comes  to  tearing  down 
building  up  companies,  no  one  n 
faster.  Laggards  such  as  Westing 
succumb,  freeing  up  brains  and  c; 
for  newcomers,  such  as  Yahoo!  By  '- 
trast,  Europe  and  Japan  struggle 
cast  the  likes  of  Siemens  and  Mitsi 
Motors  and  fail  to  produce  new  co 
nies.  All  25  of  Europe's  largest  comp 
already  were  big  in  1960;  back  th 
third  of  today's  U.  S.  top  25,  inch 
Microsoft  and  Intel,  didn't  even  exi 

But  Thurow  sees  the  cracks  i 
economy  that's  the  envy  of  the  w  ;i 
He  argues  that  America's  power  i 
novation  and  enterprise  is  blinding 
world  to  its  severe  shortcomings,  p 
pally  its  lack  of  schooling.  For  par; 


i 


tai 


■.■:  I 


¥)ucall 
the  shots. 


NO  NATION  CAN  STAY  ON  TOP,  SAYS  THURf ) W, 
WITH  A  FAILING  EDUCATION  SYSTEM 


Lester 


I  v  takes  us  hack  to  the  first  indus- 
(Volution.  It  was  the  British  who 
lied  in  the  steam  age,  nearly  200 

They  had  a  brilliant  technolo 

•,  leadership  in  steel  and  textiles, 
lunteous  capital  markets.  Yet  in 
lowing  decades,  while 
is  underclasses  re- 
i  poor  and  ignorant, 
:&  was  undertaking  a 
experiment  in  uni- 
education.  By  the  end 
century,  he  writes, 
S.  was  outproducing 
itish  by  employing  lit- 
workers  to  run  the 
echnology. 

has   read 

his  argu- 

He  main- 
than 


o  country  can  stay  on  top  with  an 
ion  system  that,  as  he  would  have 
ually  abandons  the  two-thirds  of 
mlation  that  don't  graduate  from 
i.  He  recites  familiar  studies 
lg  that  the  U.  S.  has  tumbled  to 
jj  »ttom  of  the  heap  among  indus- 


'one  who 
w  can  see 
closing  in. 
;hat  now  more 


WE  A  LIU 

The  NeW  Rules  for — ^"^ 
Individuals,  Companies,  and 
Nations  in  a  Knowledge- 
Based  Economy 


trialized  countries  in  basic  education. 
And  why  does  America  put  up  with 
this?  The  elite  trusts  that  its  kids  will 
catch  up  in  college  and  cruise  to  the 
summit  via  America's  peerless  gradu- 
ate schools.  Meanwhile,  voters  in  gen- 
eral, driven  more  by  fear 
than  hope,  are  inclined  to 
spend  tax  dollars  on  jails 
before  schools. 

Such  generalizations 
grate  a  bit,  and  Thurow 
fires  them  off  at  a  dizzying 
rate.  He  sums  up  nations 
and  civilizations  in  one  or 
two  words.  Israel:  brilliant, 
disorganized.  Singapore:  reg- 
imented. The  Middle  Ages: 
dark.  Reading  this  book  is 
like  roller-skating  with  a 
brainy  guide  through  a  his- 
tory museum.  But  he  repeats  enough  so 
that  you  pick  up  his  formula  for  wealth. 
It  boils  down  to  a  mix  of  freedom,  order, 
education,  and  investment,  along  with  a 
healthy  tolerance  for  risk. 

And  the  winners?  Each  region,  it 
turns  out,  is  missing  something.  The 


Japanese  shun  risk  and  lark  innovation; 
the  Europeans  hobble  startup 
Japan  and  Europe  boasl  better-schooled 
workforces  than  the  U.S.  Tin 
Thurow,  should  permit  them  to  hone 
the  technologies  now  pouring  out  of 
U.S.  labs.  In  time,  these  rivals  could 
improve  upon  America's  crashing  com- 
puters and  buggy  software,  much  as 
they  bested  the  Ford  Pinto. 

Of  course,  there's  a  big  difference 
this  time  around.  The  very  stuff  of  this 
industrial  revolution — information — 
travels  everywhere  almost  instanta- 
neously. Innovators  at  computers  can 
cash  in  from  practically  any  point  on 
the  globe.  The  trick  for  governments  is 
to  prepare  more  of  their  people  for  the 
information  economy — and  then  to  get 
out  of  their  way  as  they  coalesce  into 
companies.  Thurow  makes  it  sound  sim- 
ple. But  don't  count  on  Americans  tun- 
ing in  to  his  message  until  the  digital 
economy  starts  sputtering. 

BY  STEPHEN  BAKER 

Paris-based  Baker  covers  the  latest 
revolution  from  an  office  near  the 
Bastille. 


@1W/  \mcriun  Honda  Motor  Co..  Inc. 


he  upshot?  Your  chance  to  get  the  air  you  want  at  a  price  you  never  expected.  Take  your  fuck  from  Accords, 
Passports,  Civics,  CR-Vs  and  more.  The  '99  Honda  Clearance.  Don't  vou  just  love  it  when  you  win? 

The  '99  Honda  Clearance.  You  win. 
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Economic  Viewpoint 


BY  ROBERT  KUTTNER 


LET  THE  GREAT 
SURPLUS  DEBATE  BEGIN 


CHOICES: 

Tax  cuts  or 
restored 
spending  in 
areas  the 
public  wants? 
The  nation 
deserves  a  real 
dialogue-and 
isn't  getting  it 


Robert  Kuttner  is  co-editor  of  The 
American  Prospect  and  author  of 
Everything  for  Sale 


Should  we  pay  off  the  national  debt  with 
part  of  the  budget  surplus,  as  President 
Clinton  proposed?  The  conventional  an- 
swer is  "of  course."  Retiring  the  debt  would  in- 
crease the  national  savings  rate  and  spare  the 
government  the  expense  of  paying  interest. 
But  there  is  a  reason  why  we  should  not: 
Without  debt,  the  Federal  Reserve  would  have 
a  trickier  time  conducting  monetary  policy. 

Ever  since  the  Fed  became  a  true  central 
bank,  its  most  important  monetary  level*  has 
been  "open  market  operations" — buying  or 
selling  Treasury  securities  to  expand  or  con- 
tract the  money  supply.  (The  Fed  also  raises 
or  lowers  the  discount  rate,  but  it  fine-tunes 
its  monetary  targets  in  the  open  market.) 
Obviously,  once  the  national  debt  is  retired, 
there  are  no  more  Treasury  securities  to 
buy  or  sell. 

In  principle,  the  Fed  doesn't  need  Trea- 
sury securities  for  its  open  market  opera- 
tions. It  could  use  a  basket  of  state  and  mu- 
nicipal bonds,  AAA  corporates,  and  other 
federal  instruments,  like  Freddie  Mac  bonds. 
But  these  are  not  backed  by  the  full  faith 
and  credit  of  the  United  States.  They  are 
not  nearly  as  safe.  What  would  take  the  place 
of  Treasuries  as  a  benchmark9  Would  financial 
markets  become  more  volatile?  The  answer  is: 
No  one  really  knows. 

Economists  on  both  the  supply-side  right 
and  the  Keynesian  left  have  expressed  alarm. 
For  example,  Bruce  Bartlett  of  the  National 
Center  for  Policy  Analysis  recently  warned 
that  without  Treasuries,  bond  dealers  would 
have  a  harder  time  pricing  corporate  and  mu- 
nicipal bonds  and  that  savers  would  be  de- 
prived of  government  savings  bonds.  James 
K.  Galbraith  of  the  University  of  Texas,  who 
agrees  with  Bartlett  on  little  else,  observes  in 
the  same  spirit  that  "we  run  the  most  liquid 
debt  market  in  the  world,  which  is  why  the 
dollar  is  the  reserve  currency  and  why  flights 
to  quality  don't  fly  from  us. . ."  Moreover,  Gal- 
braith worries  that  if  the  Fed  starts  buying 
and  selling  private  corporate  and  municipal  se- 
curities, it  would  soon  begin  to  affect  their 
prices — something  Alan  Greenspan  seemed  so 
concerned  about  when  he  warned  against  a 
federal  mutual  fund  for  Social  Security. 

The  way  retiring  the  debt  would  affect 
monetary  policy  is  an  intriguing  teaser  and 
perhaps  a  potential  problem.  But  the  deeper 
issue  is  what  this  country  should  do  with  its 
new  windfall — a  15-year  government  surplus 


now  projected  at  nearly  $6  trillion,  mon 
a  trillion  dollars  above  earlier  estimates 
ing  off  the  debt,  as  Clinton  proposes 
eludes  using  most  of  the  money  for  tax 
or  for  public  spending.  Bartlett  is  sou 
the  alarms  about  paying  off  the  debt  n 
because  he  would  rather  have  a  tax  cut 
braith,  in  contrast,  wants  the  govemm 
use  deficits  some  of  the  time  for  eco: 
stimulus  and  to  underwrite  public  purp 

Clinton  initially  succeeded  in  block 
national  debate  over  what  to  do  with  th 
plus  by  pledging  that  it  would  be  locked 
to  shore  up  Social  Security.  When  the  si 
turned  out  to  be  enough  to  accomplish 
goal  and  more,  White  House  budgeter 
mentarily  panicked  and  Republican  tax-ci 
broke  out  the  champagne.  But  Clinton 
ly  stepped  forward  with  an  ill-defined 
fund"  for  children's  needs,  Medicare  dru 
efrts,  and  a  plan  to  pay  off  the  national 
These  initiatives  had  three  things  in 
mon.  They  were  thought  up  almost  o 
spot  rather  than  being  carefully  consider 
policy  initiatives,  they  passed  the  test  of 
public  opinion  polling,  and  they  soake 
money  Republicans  wanted  for  tax  cuts 
MEAGER  WAGES.  The  country  deserves 
debate  over  the  surplus,  and  it  isn't  getti 
Should  we  cut  taxes — and  if  so,  how 
should  we  restore  government  spendii 
areas  that  the  public  seems  to  want  am 
economy  seems  to  need?  The  enlarged  su 
reflects  two  factors — a  higher-than-antici 
growth  rate  and  the  effect  of  the  budget 
that  are  the  enforcement  mechanism  o: 
1997  Balanced  Budget  Act.  Because  o: 
caps,  public  spending  will  fall  from  19.7 
the  gross  domestic  product  to  16.6%  i 
years,  crowding  out  most  spending  other 
social  security,  Medicare,  and  defense. 

I  have  argued  in  this  space  that  ce: 
public  outlays  complement  the  New  E< 
my — outlays  for  education  and  training 
housing  that  will  keep  full  employment 
being  inflationary.   Many  in  both  pa 
would  rather  return  part  of  the  windfi 
the  taxpayers  or  use  it  to  supplemen 
meager  wages  of  workers  too  poor  to 
taxes,  via  an  enlarged  earned  income 
credit.  Paying  off  the  debt  introduces  a 
ly  extraneous  complication,  which  might 
compromise  monetary  policy.  Instead, 
have  a  real  debate  between  tax  cutting! 
public  investment. 
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Economic  Trends 


BY  GENE  KORETZ 

CUT  WORKING 
SENIORS'  TAXES 

It  would  spur  them  to  earn  more 

With  big  budget  surpluses  looming, 
a  hot  tax-cut  battle  is  shaping  up 
on  Capitol  Hill.  On  one  side,  the  Re- 
publicans have  resurrected  plans  for  a 
hefty,  broad-based  cut;  on  the  other, 
Democrats  are  calling  for  less  massive 
tax  relief  and  more  stress  on  paying 
down  the  federal  debt  and  investing  in 
education  and  health  care. 

What  could  be  lost  in  the  shuffle, 
however,  is  a  modest  tax  cut  that  has 

THE  HEFTY  TAX  ON 
SOCIAL  SECURITY  EARNINGS 


MARGINAL  TAX  RATE  ON 
OLDER  WORKERS' EARNINGS- 


AGED  62-64 


AGED  65-69 


▲  PERCENT  '1999  TAX  APPLIES  TO  EARNINGS  ABOVE  $15500  FOR 
THOSE  AGED  65-69  (RISING  TO  $30,000  IN  2002)  AND 
$9,600  FOR  THOSE  AGED  62-64  MARGINAL  RATE  DOES 

DATA:  BW  NOT  INCLUDE  INCOME  TAXES 

drawn  support  from  experts  and  legis- 
lators across  the  political  spectrum:  do- 
ing away  with  penalties  that  reduce  So- 
cial Security  benefits  for  recipients 
earning  more  than  prescribed  limits.  In- 
triguingly,  a  recent  economic  study  in- 
dicates that  such  a  change  would  not 
only  induce  seniors  to  work  more  but 
also,  in  the  long  run,  do  so  at  little  if 
any  cost  to  the  government. 

Today,  Social  Security  pensioners  lose 
$1  for  every  $2  they  earn  over  $9,600  if 
they  are  under  65  and  $1  for  every  $3 
they  earn  over  $15,500  if  they  are  65  to 
69 — with  the  limit  for  the  latter  group 
rising  to  $30,000  in  2002.  When  they 
hit  70,  of  course,  people  can  earn  as 
much  as  they  want  with  no  penalty.  But 
till  that  age  they  face  marginal  tax  rates 
of  at  least  40.95%  to  57.65%  (counting 
payroll  taxes) — and  as  high  as  80%  for 
some  seniors  who  also  pay  income  taxes. 

Does  the  earnings  penalty  make  any 
sense?  One  motive  of  its  Depression- 
era  designers  was  to  induce  old  people 
to  retire  and  make  way  for  younger 
workers,  and  its  defenders  still  argue 
that  Social  Security  is  mainly  a  social-in- 
surance scheme  for  seniors  with  reduced 
earnings  capabilities.  Junking  the  limit, 


they  say,  would  simply  put  cash  in  the 
pockets  of  affluent  working  seniors,  re- 
duce trust-fund  assets,  and  might  even 
induce  some  folks  to  work  less. 

Most  economists  today  are  uncon- 
vinced. For  one  thing,  the  combined 
prospect  of  a  surging  elderly  popula- 
tion, longer  and  healthier  life  spans,  and 
slowing  labor-force  growth  have  shifted 
economic-policy  imperatives  toward  en- 
couraging seniors  to  work  longer  and 
save  more.  For  another,  new  economic 
research  suggests  that  eliminating  the 
earnings  test  would  accomplish  this  goal 
at  little  cost. 

In  a  recent  National  Bureau  of  Eco- 
nomic Research  study,  Leora  Friedberg 
of  the  University  of  California  at  San 
Diego  found  big  shifts  in  older  work- 
ers' earnings  patterns  each  time  the 
earnings  limit  has  been  raised  in  the 
past  20  years.  Specifically,  a  large  num- 
ber of  men  appeared  to  increase  their 
work  efforts  so  that  their  earnings  rose 
until  they  hit  the  new  limits. 

Using  an  econometric  model  drawn 
from  these  data,  Friedberg  predicts  that 
many  such  workers  will  boost  their 
work  efforts  in  2002,  when  the  limit  will 
rise  to  $30,000  for  workers  65  to  69. 
But  she  also  finds  that  some  high-wage 
earners  who  lost  benefits  in  the  past 
will  now  choose  leisure  over  work  and 
actually  work  a  bit  less — offsetting  the 
increased  hours  put  in  by  the  first 
group.  If  the  earnings  test  were  elimi- 
nated entirely,  on  the  other  hand,  she 
finds  that  total  labor  supply  by  affected 
seniors  would  rise  by  a  healthy  5.3%. 

As  for  the  cost,  Friedberg  notes  that 
under  current  law,  those  who  lose  Social 
Security  benefits  today  because  of  the 
earnings  penalty  receive  compensating 
increases  in  future  benefits.  Thus,  while 
the  immediate  cost  to  the  system  of 
getting  rid  of  the  limits  could  run  as 
high  as  $5  billion  a  year  or  more,  the 
long-run  cost  would  be  minimal. 


HOW  HIGHER  FEES 
HURT  RANKS 

Customers  react  by  going  elsewhere 

Anyone  who  has  maintained  a  check- 
ing account  over  the  past  decade 
knows  that  the  rules  of  the  game  have 
been  dramatically  changing.  Specifically, 
your  once  friendly  bank  or  thrift  insti- 
tution has  probably  been  imposing  a  lot 
more  fees  and  restrictions  on  your  ac- 
count— in  an  understandable  effort  to 
save  money  and  wring  even  more  prof- 
its from  your  need  for  its  services. 


Among  other  things,  many  banl 
try  to  save  money  on  handling  ca: 
checks — either  by  not  returning 
at  all  or,  more  likely,  charging  ei 
set  monthly  amount  for  all  ret 
checks  or  a  per-check  fee.  Som 
charge  customers  for  using  live 
instead  of  ATMs.  And  many  have 
raising  their  fees  considerably  fo: 
dling  bounced  checks  and  for  usin 
er  banks'  atms. 

Ironically,  reports  economist  J 
Stavins  in  a  recent  issue  of  the  F 
Reserve  Bank  of  Boston's  New  Em 
Economic  Review,  most  of  these 
don't  seem  to  be  paying  off.  In  a 
of  checking  accounts  at  some  250 
around  the  nation  in  1997,  she' 
that  only  two  of  the  features  des 
above  appeared  to  be  producing  h 
revenues:  increased  charges  for  boi 
checks  and  higher  fixed  monthly 
for  returning  canceled  checks. 

In  all  the  other  cases,  raising 
or  tightening  restrictions  tended 
duce  depositors  to  switch  to  oth( 
stitutions — thus  lowering  the  b 
take.  Consumers,  it  seems,  are 
more  sensitive  to  such  practices 
banks  realize. 
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EUROPEANS  LOA 
UP  ON  U.S.  ST0C 

But  Yanks  don't  return  the  favo 
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Wall  Street  hasn't  lost  its  charr 
overseas  investors.  Treasury 
data  indicate  that  foreigners  had  be  in 
some  $28.5  billion  of  U.  S.  stocks 
net  basis  through  April  of  this 
while  the  U.  S.  disgorged  $13.9  b 
worth  of  foreign  equities. 

Economist  Joseph  P.  Quinlan  of 
gan  Stanley  Dean  Witter  points  out 
Europe  is  still  the   m-m^—m-m 
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THE  MARKET'S 
FOREIGN  C0NNEC 

30 


biggest  buyer  by 
far.  After  pouring 
some  $72  billion 
into  U.  S.  stocks 
last  year,  it  has  al- 
ready purchased 
an  additional  $30.5 
billion,  with  eight 
months  still  to  go. 
Meanwhile,  U.S. 
investors  have  un- 
loaded $25.2  billion 
worth  of  Euro- 
pean stocks  (al- 
most as  much  as 
they  sold  in  all  of 
1998),  even  as  they  have  snappec " 
$12.1  billion  worth  of  Japanese  equi 
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)  MUCH  WEALTH, 
)  LITTLE  RESTRAINT 

ck  market  gains  are  fueling  demand  and  complicating  the  Fed's  job 


S.  ECONOMY 


■WEALTH  GAINS 
IE  ACCELERATING 


How  do  you  stop  a  runaway 

train?  That's  the  problem  fac- 

he  Federal  Reserve  right  now.  The  Consumer 

_>ss  is  barreling  down  the  tracks,  pulled  ahead  by 

powerful  locomotives:  solid  job  and  income 

th,  easy  credit,  and  soaring  capital  gains.  The 

would  like  to  see  the  express  downshift  to  the 

I  of  a  local,  and  a  consumer  slowdown  is  impera- 

;o  head  off  inflation  worries  that  could  lead  to 

severe  hikes  in  interest  rates. 

However,     this     decade's 

surge  in  wealth  suggests  that 

the    Fed's    job    of    braking 

growth  may  be  more  difficult 

than  at  any  time  in  its  history. 

As     Fed     Chairman     Alan 

Greenspan  has  pointed  out, 

rising  stock  portfolios  as  well 

as  home  prices  have  accounted 

for  one  percentage  point  of 

the  4%  annual  growth  in  real 

gross  domestic  product  over 

ast  three  years.  During  that  time,  household  net 

1  has  soared  by  $9.4  trillion  (chart).  Based  on  the 

if  thumb  that  households  spend  3(2  to  50  of  every 

new  wealth,  those  gains  over  the  past  two  years 

added  1.5  percentage  points  annually  to  the 

th  in  real  consumer  spending. 

us  kind  of  stimulus  is  unprecedented  in  the  post- 

fra,  and  Greenspan  has  noted  that  even  if  stock 

I  just  hold  steady,  there  is  still  enough  wealth  in 

ipeline  to  keep  spending  zipping  along  for  months 

iu>.  Already  during  the  past  year,  consumer  buy- 

[fl|as  grown  5.5%,  the  strongest  yearly  pace  in  15 

and  it  has  accounted  for  more  than  90%  of  eco- 

growth. 
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FED'S  DILEMMA:  Although  the  wealth  windfall  is 

source  of  growth,  Greenspan  &  Co.  believe  that 
should  not  directly  target  the  stock  market. 

prices  usually  do  suffer  when  interest  rates  rise. 
,iven  the  stock  market's  double-digit  gains  so  for  in 

households  already  have  racked  up  sufficient 
h  gains  to  propel  spending  forward  into  2000. 
isequently,  to  downshift  growth  from  its  heady  4% 

to  the  .".' ,  range  that  Greenspan  has  hinted  is 
n  the  VwY*  speed  limit,  the  policymakers  may 
to  squeeze  harder  than  they  have  in  the  past  to 


achieve  the  same  result,  although  the  economy's  true 
speed  limit  is  still  a  matter  of  debate.  If  stock  prices  do 
not  stop  contributing  so  much  to  demand,  the  labor 
markets  and  credit  availability  will  have  to  bear  the 
brunt  of  that  adjustment.  But  if  stock  prices  move 
sharply  lower,  then  growth  in  2000  could  slow  more 
than  the  Fed  wants. 

Moreover,  monetary  policy  also  may  be  complicated 
by  fiscal  policy.  Republicans  in  Congress  want  to  use 
part  of  the  federal  surplus  for  tax  cuts.  But  such  cuts 
will  stimulate  demand.  In  particular,  trimming  the  cap- 
ital-gains tax  rate  will  push  the  stock  market  higher, 
contributing  even  more  to  the  wealth  effect  that  is 
motivating  households  to  spend  more  than  they  earn. 

ALTHOUGH  POLICYMAKERS  want  to  see  demand 
slow,  the  latest  data  on  the  stock  market,  bond  yields, 
and  borrowing  suggest  that  consumers  have  the  where- 
withal to  keep  their  spending  increasing  close  to  the  5% 
annual  rate  of  the  past  two  years.  Even  with  foreign 
producers  satisfying  an  increased  share  of  U.  S.  de- 
mand, the  recent  pace  in  consumer  spending  is  fast 
enough  to  keep  the  economy  growing  by  4%,  a  rate 
that  the  Fed  fears  will  breed  price  pressures. 

So  far,  the  Fed's  June  30 
rate  hike  has  only  boosted  the 
economy's  financial  stimulus, 
arguing  that  more  aggressive 
action  may  be  needed.  Since 
that  quarter-point  increase, 
the  Dow  Jones  industiial  av- 
erage has  risen  3%,  bringing 
the  year-to-date  gain  to  21%, 
and  the  yield  on  the  30-year 
Treasury  bond  has  fallen  from 
6.07%  to  5.91%.  Clearly,  the 
markets  believe  there  is  not  a  lot  of  urgency  at  the  Fed 
to  slow  the  economy.  Unless  the  Fed  changes  that 
perception,  the  markets  will  continue  to  power  the 
rapid  growth  in  demand. 

Consumers  continued  to  splurge  in  the  second  quar- 
ter. Retail  chain  stores,  by  some  surveys,  posted  sales 
gains  of  more  than  7%  from  the  year  before,  and  the 
Commerce  Dept.  reported  that  June  buying  rose  0.VX 
from  May,  on  the  heels  of  May's  1.2'v  advance  from 
April.  The  June  gain  was  held  back  by  a  drop  in  car 
buying.  Excluding  vehicle  sales,  -June  receipts  increased 
0.4%.  However,  June  auto  sales  fell  to  an  annual  rate  of 
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16.9  million,  down  from  a  13-year  high  of  17.2  million  in 
May. 

The  June  store  data  mean  inflation-adjusted  retail 
sales  grew  at  a  healthy  5%  annual  rate  in  the  second 
quarter,  and  the  market  rally  since  June  30  will  help 
fuel  spending  in  the  second  half.  Moreover,  the  wealth 
factor  influences  what  people  buy.  Over  the  past  three 
years,  overall  retail  sales  have  grown  an  average  of  6% 
per  year  before  inflation  adjustments.  But  big-ticket 
items,  such  as  motor  vehicles,  furniture,  and  building 
materials,  increased  at  faster  rates.  Staples  such  as 
food  and  gasoline  are  rising  only  modestly,  even  with 
the  recent  runup  in  gasoline  prices  (chart,  page  23). 

THERE  IS  A  DARKER  SIDE  TO  consumers'  good 

times,  however.  Households  are  boosting  their  spending 
far  above  the  3.4%  pace  of  real  spendable  income,  re- 
lying increasingly  on  wealth  gains  as  a  substitute  for 
traditional  new  savings.  That  strategy  has  resulted  in  a 
negative  savings  rate  for  the  first  time  since  the  Great 
Depression. 

The  trend  to  skimp  on  savings  could  backfire  down 
the  road.  If  the  Fed  succeeds  in  slowing  job  and  income 
growth,  consumers  may  feel  the  need  to  start  saving 
out  of  their  current  income  again.  Worse,  households 
now  have  no  readily  available  cushion  to  fall  back  on 
should  they  face  dimmer  job-market  prospects,  tighter 
borrowing  conditions,  or  a  drop  in  stock  prices. 


GERMANY 


AT  LAST,  A  FITFUL  RECOVERY 


The  boom  in  wealth  has  not  only  meant  that  h 
holds  feel  less  need  to  save.  They  are  also  taki 
more  debt.  After  slowing  their  rate  of  debt  accu 
tion  from  about  14%  per  year  in  1995  to  only  abo 
by  mid- 1998,  households  are  starting  to  add  to 
debt  burdens  at  an  accelerating  pace.  Households 
$12.1  billion  to  their  installment  debt  in  May,  bri 
the  growth  rate  from  a  year  before  to  7.2%  (chart)] 
sum  of  installment  debt,  home  equity  loans,  and 
leasing  now  equals  more  than  24%  of  aftertax  incj 
implying  that  households  today  are  more  highly 
aged  than  at  any  time  in  the  postwar  period. 

All  this  means  that  slowing 
the  economy  to  a  sustainable 
growth  rate  will  be  an  unusu- 
ally difficult  maneuver  for  the 
Fed.  Tighter  credit  conditions 
have  always  hit  certain  seg- 
ments of  the  economy,  such  as 
factory  workers  and  borrow- 
ers, harder  than  others.  But 
this  time,  without  a  slowdown 
in  wealth  gains,  which  have 
accrued  mostly  to  the  top  20% 
of  income  earners,  a  modest  hike  in  interest  rate; 
have  less  of  an  impact  on  growth  than  it  had  in 
past.  So  more  hikes  may  be  necessary.  The  Fed's 
slow  down  this  Consumer  Express  without  derailii 
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Finally,  the  euro  zone's  largest 
economy  is  picking  up,  but  not 
fast  enough  to  help  the  euro.  Ger- 
many's real  gross  domestic  prod- 
uct rose  a  larger-than-expected 
0.4%  in  the  first  quarter,  powered 
by  a  2.3%  increase  in 
consumer  spending  and 
a  3.4%  jump  in  busi- 
ness investment. 

Overall  gdp  growth 
would  have  been  high- 
er except  for  a  sharply 
slower  pace  of  invento- 
ry accumulation.  That 
drag,  coupled  with  ex- 
port weakness  from 
slower  global  growth, 
hit  manufacturing  in  1998.  But  the 
sector  is  looking  better  now. 
While  overall  industrial  produc- 
tion slipped  0.2%  in  May,  manu- 
facturing output  alone  rose  0.4%, 
after  a  0.5%  gain  in  April.  Facto- 
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ries  are  lifting  production  in  re- 
sponse to  increased  domestic  and 
foreign  orders  (chart).  But  output 
remains  below  its  year-ago  level. 

Capital-goods  orders  are  leading 
the  demand  pickup.  Consumers, 
on  the  other  hand, 
have  scaled  back  their 
spending.  Retail  sales 
in  April  and  May 
were  3.6%  below  their 
first-quarter  average. 
And  consumer  confi- 
dence fell  in  May  to 
its  lowest  reading 
since  January.  With 
demand  sluggish, 
price  pressures  are 
nil.  Consumer  prices  in  June  were 
up  only  0.4%  from  a  year  ago. 

The  spending  slowdown  can  be 
traced  to  weak  labor  markets.  Al- 
though Germany's  jobless  rate,  as 
measured  by  the  Bundesbank,  fell 


in  June,  it  was  still  a  high  10.5*2 
And  a  recent  survey  of  consurn 
showed  that  unemployment  re- 
mained their  biggest  concern. 

The  outlook  does  not  offer 
much  hope  for  job  growth.  Rect 
forecasts  made  by  the  major  Ge 
man  economic  consulting  firms 
forecast  real  gdp  growth  of  1.5^ 
to  1.7%  for  1999,  with  growth 
above  2%  in  2000.  The  pickup, 
however,  will  not  lead  to  strong 
employment  growth,  so  the  job 
less  rate  will  likely  remain  at  or 
near  double  digits. 

Germany's  gradual  recovery 
duces  the  chance  of  an  interest 
rate  hike  by  the  European  Cen- 
tral Bank.  But  with  the  U.  S. 
Federal  Reserve  hiking  rates,  tl 
euro  remains  under  intense  dow 
ward  pressure — and  it's  likely  tl 
currency  will  soon  trade  at  par 
with  the  U.  S.  dollar. 
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e-business. 


Lots  of  customers. 


Lots  of  partners. 
Room  for  error?  Zilch 
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Sold  /The  sales  director  is  flooded  with  online  customer 
orders.  Overseas  suppliers  instantly  gear  up  production. 
Shippers  are  alerted.  It's  all  connected,  via  the  Web.  And 
IT  has  to  keep  it  running.  Not  to  worry.Tivoli  management 
software  automatically  manages  the  systems,  networks 
and  apps  that  keep  the  supply  chain  moving.  End-to- 
end.  Firewall-through-firewall.  So  customers  can  place 
orders.  Suppliers  can  fill  orders.  While  IT  keeps  order.  And 
e-business  marches  on.  Good  thing  IT  chose  a  reliable 
management  solution  from  Tivoli  Systems  Inc.,  an  IBM 
company.  1 888  TIVOLI-1.  www.tivoli.com/e-business 


itmn 


Manage.  Anything.  Anywhere. 
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News:  Analysis  &  Commentary 


ASIA 


DIRE  STRAITS 
AGAIN 

Taiwan  baits  Beijing-and  rattles 
Washington-with  a  two-China  stance 


which  has  been  trying  to  find  ways  to 
repair  strained  relations  with  Beijing 
since  the  Belgrade  embassy  bombing. 

Lee's  posturing  may  indeed  be  aimed 
in  part  at  taking  advantage  of  rising 
anti-China  sentiment  in  the  U.  S.  A  Re- 
publican Congress  angry  over  Chinese 


Summer  is  in  full  swing.  So  is  it 
time  for  a  new  crisis  in  Asia? 
That  has  been  the  pattern  for 
two  years  running.  Until  now,  it 
seemed,  1999  might  be  differ- 
ent. Many  of  the  Asian  economies  that 
were  so  troubling  in  1997  and  1998  now 
seem  to  be  on  the  mend. 
There  are  even  positive 
vibes  out  of  Japan. 

But  then  there's  China. 
Suddenly,  the  Taiwan  Strait 
looks  like  a  dangerous  place 
again.  Just  days  after  Taipei 
and  Beijing  scheduled  a 
new  round  of  talks,  Taiwan 
President  Lee  Teng-hui  on 
July  9  shocked  Beijing  by 
telling  an  interviewer  that 
negotiations  should  proceed 
on  a  "state-to-state"  basis, 
with  China  and  Taiwan  as- 
suming equal  status.  Lee 
stopped  short  of  announc- 
ing full  independence.  But 
his  evident  repudiation  of 
the  one-China  policy,  cre- 
ates the  potential  for  a  dan- 
gerous confrontation  be- 
tween an  intractable  Taipei 
and  an  outraged  Beijing. 
The  move  may  also  compli- 
cate matters  for  China's 
would-be  reformers,  such  as 

zhu  Rongji,  who  is  under  sentiment  in  the  U.S. 

pressure  from  hard-liners  at 
home  after  failing  to  win  a  commitment 
by  the  U.S.  to  help  get  it  into  the 
World  Trade  Organization. 

Whether  Lee's  remarks  lead  to  a  real 
confrontation,  they  have  already  made 
America's  China  policy  more  dicey.  Lee's 
provocative  statement  bewildered  and 
angered  the  Clinton  Administration, 


President  Lee  may  well  be 
playing  to  rising  anti-China 


nuclear  espionage  could  conceivably  defy 
the  White  House  and  back  Taiwan  in  a 
new  war  of  nerves  with  Beijing.  Thus, 
playing  Washington  off  Beijing  could 
help  Lee. 

Lee  also  has  a  simpler  agenda.  With 
Washington  and  Beijing  pushing  Taiwan 
toward  political  talks  in  October,  he 
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feels  he  must  set  up  some  way  fo:  j^ 
wan  to  deal  with  China  as  an  equ; 
fore  then.  Taiwan's  de  facto  ind 
dence  would  be  jeopardized  if 
Beijing  set  all  the  definitions  and  < 
tions  for  negotiations.  "There  has 
growing  disappointment  and  resent!  Hj]| 
in  our  society  that  Beijing  has  use 
one-China  idea  to  denigrate  Tai\ 
says  Lin  Chong-pin,  deputy  chai 
of  Taiwan's  Mainland  Affairs  Cour 
BIG  GAMBLE.  Lee  also  seems  to 
as  his  historical  mission  to  prepare 
wan  for  independence.  If  his  ga  L 
works,  and  Beijing  does  little  more 
bluster,  then  Lee  can  claim  to  hav 
Taiwan  in  a  strong  bargaining  po; 
for  any  further  talks  with  Beijing  i  ^ 
the  road.  That  would  be  the  sup 
political    achievement    for    Lee, 
leaves  office  next  May. 

But  the  move  could  also  backfire 
jing,  which  has  consistently  warnec 
wan  that  it  risks  military  invasion  ^ 
pursues  a  formal  split,  sees  Lee's  l 
as  just  short  of  a  declaration  of 
pendence.  Lee  is  "playing  with 
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f<>  iwan  would  suffer  "monumental 
[U  r"  as  a  result,  the  Chinese  gov- 
id  it  warned.  Far  from  taking  up 
f    's  new  cause,  the  White  House 
1     restated  its  one-China  policy 
is  Taiwan's  Republican  friends  on 
4    Hill  quietly  fretted. 
se  now,  China's  strategy  will  be  to 
i  up  its  denunciations  with  an  fai- 
ls onal  diplomacy  campaign  to  get 
4'  to  reverse  course.  If  Taiwan 
:  budge,  though,   Beijing  will 
o  sterner  measures.  "The  Chi- 
overnment  will  take  firm  action 
r  it  will  undermine  the  U.  S.- 
relationship  or  not.  Military  ac- 
quite  possible,"  says  Van  Xue- 
Brector  of  foreign-policy  studies 
ing's  China  Institute  of  Contem- 
International   Relations.   If  it 
that  point,  Bering  may  respond 
massive  show  of  military  force 
shores  facing  Taiwan,  including 

linos. 

ill-blown  military  crisis — Wash- 
's worst  nightmare — can't  be 
»Ut.  The  U.S.  has  built  its  Tai 


wan  policy  around  getting  the  two 
sides  back  to  the  table,  and  if  the  Oc- 
tober talks  are  scuttled,  it  would  be  a 
major  setback.  Lee's  policy  switch  de- 
fies President  Clinton's  clear  opposi- 
tion to  a  two-China  policy.  The  last 
time  Beijing  and  Taipei  tangled  and 
Beijing  lobbed  missiles  into  the  Tai- 
wan Strait  in  1996,  Clinton  sent  two 
aircraft  carriers  to  cool  things  down. 
This  time,  the  U.  S.  is  warning  Taiwan 
that  it  will  go  it  alone  if  it  insists  on  a 
provocative  two-China  policy. 
ENDGAME.  All  this  makes  Lee's  stand 
seem  very  risky— outside  of  Taiwan. 
But  it  plays  well  at  home,  where  many 
people  resent  being  regarded  as  sec- 
ond-class citizens  of  China.  "Taiwan  is 
nally  afraid  that  if  it  negotiates  with 
China  as  a  local  government,  then  we 
will  be  defeated  as  soon  as  we  sit  down 
at  the  table,"  says  Joseph  Wu,  a  re- 
search fellow  at  National  Chengchi  Uni- 
versity. Lee,  76,  has  been  President 
since  1988  and  hopes  to  he  succeeded 
next  March  by  his  unpopular  Vice-Pres- 
ident, Lien  Chan,  who  would  presum- 


Beijing  has 
warned 
Taiwan  time 
and  again 
that  it  risks 
invasion  if  it 

pursues  a  formal  split. 

Lee's  words  are  seen  as 

a  virtual  declaration  of 

independence 

ably  continue  his  policies.  Lee  may 
hope  that  looking  tough  with  China 
will  win  voters,  as  it  did  in  1996.  And 
he  may  hope  to  portray  rival  James 
Soong,  a  mainlander  who  leads  in 
the  polls,  as  an  untrustworthy  China 
sympathizer. 

Beijing  has  long  suspected  Lee,  a  na- 
tive-bom Taiwanese  who  was  educated 
in  Japan,  of  secretly  favoring  indepen- 
dence. Indeed,  now  in  his  political 
endgame,  he  may  feel  it's  his  last 
chance.  "President  Lee's  thinking  is  very 
close  to  the  idea  of  Taiwan  indepen- 
dence, and  he 'wants  to  see  that  his 
ideas  can  still  be  effective  after  he  steps 
down,"  says  Yeh  Ming-teh,  a  political 
scientist  at  Taiwan's  National  Chi-Nan 
University. 

But  Beijing's  leaders  have  their  own 
reasons  to  get  tough  now.  Externally,  it 
would  show  that  China  is  strong — even 
after  being  thwarted  is  its  WTO  ambi- 
tions and  being  excluded  from  the 
group  of  nations  intervening  in  Kosovo. 
Internally,  the  issue  of  Taiwan's  sov- 
ereignty is  emotionally  charged.  None 
of  the  leaders  can  afford  to  look  soft  on 
Taiwan. 

It's  significant  that  Lee  dropped  his 
bombshell  in  an  interview  with  the  Ger- 
man broadcasting  company  Deutsche 
Welle.  While  divided,  East  and  West 
Germany  were  able  to  coexist  and  rec- 
ognize each  other's  sovereignty — exact- 
ly the  model  Lee  would  like  Taiwan  and 
China  to  follow.  Eventually,  the  Ger- 
manys  reunified  but  only  after  the  East 
succumbed  to  capitalism.  That's  not  the 
kind  of  reunification  Beijing  has  in  mind, 
however. 

By  .Jonathan  Moor,  n.  Taipei,  with 
Dexter  Roberts   in    11,  ijing  and   Paul 

Magnuason  in  Washington 
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DETROIT 


THE  UAW'S nmin 

NEXT  BATTLEGROUND 


Ink 


I 


The  union  is  making 
recruitment  a  priority,  and 
the  first  skirmish  may  well 
be  with  DaimlerChrysler 


In  April,  the  United  Auto  Workers 
(UAW)  started  an  unusual  organizing 
drive  at  a  Mercedes-Benz  factory 
in  Vance,  Ala.  The  union  told  man- 
agement that  it  wouldn't  attack  the 
company  as  anti-union  or  even  pass  out 
pro-union  leaflets.  It  didn't  seem  like 
such  a  daring  offer.  After  all,  the  plant 
was  part  of  the  new  DaimlerChrysler 
family— one  of  two  factories  in  the 
sprawling  trans-Atlantic  auto  empire 
where  blue-collar  workers  were  not  in  a 
union.  And  uaw  President  Stephen  P. 
Yokich  was  a  member  of  the  new  Daim- 
lerChrysler board  of  directors. 

The  uaw  expected  a  peaceful  recruit- 
ment drive  that  would  set  a  congenial 
tone  for  this  summer's  talks  between 
the  union  and  Detroit's  Big  Three.  The 
uaw  says  that  both  DaimlerChrysler  co- 
chairmen,  Jurgen  E.   Schrempp  and 
Robert  J.  Eaton,  assured  the  union  that 
Mercedes  would  not  interfere. 
COVERT  AID.  But  now  what  seemed  like 
a  minor  issue  over  organizing  1,200  Mer- 
cedes workers  is  threatening  to  erupt 
into  a  full-scale  war  between  the  uaw 
and  DaimlerChrysler.  On  July  8,  Yokich 
flew  to  Stuttgart  for  a  DaimlerChrysler 
board  meeting  and  blasted  Schrempp 
for  allowing  Mercedes  to  provide  covert 
aid  to  a  group  of  anti-union  workers  at 
the  plant.  He  is  even  considering  use  of 
what  uaw  officials  call  their  "nuclear 
bomb":  a  nationwide  strike  by  Daimler- 
Chrysler's  76,000  workers  when  labor 
pacts  with  the  Big  Three  expire  on 
Sept.  14.  Schrempp  and  Eaton  decline  to 
comment,  but  a  DaimlerChrysler  offi- 
cial says  that  its  bargainers  are  taking 
the  issue  "very,  very  seriously."  Says 
Jack  Laskowski,  head  of  the  uaws 


K 


PRO-UNION  WORKERS:  At  a  Vance,  Ala.,  Mercedes  plant,  about 


Chrysler  unit:  "We  have  a  great  rela- 
tionship with  Chrysler,  but  the  way 
Mercedes  is  acting  in  Alabama  jeopar- 
dizes everything  we  have  worked  so 

hard  for." 

The  dustup  with  DaimlerChrysler 
affects  General  Motors  Corp.  and  Ford 
Motor  Co.,  too.  The  Mercedes  drive  is 


part  of  a  larger  uaw  campaign  |r 
elude  the  right  to  organize  as  p|( 
its  bargaining  agenda  in  this  yea 
talks.  The  target:  the  auto-parts 
try's  400,000  workers.  The  de 
that  carmakers  tell  their  supph 
remain  neutral  when  the  union 
to  recruit. 


The  "nuclear  bomb"  in  UAW's  arsenal:  A  nation 
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I   ii  now,  auto  execs  doubted  Y<> 
}  ould  make  such  a  risky  strategy  a 
>  iority.  It's  one  tiling  to  ask  com 
(l  .  to  stop  anti-union   behavior  in- 
k's far  trickier — and  maybe  legal- 
•stionable — to  ask  a  company  to 
e  what  its  suppliers  can  do. 
t  DaimlerChrysler  could  turn  out 
the  Big  Three  problem  child  is  a 
prising.  Up  until  bargaining  began 
ne  14,  observers  had  expected  cm 
the  focus  of  uaw  ire.  But  union 


local  ones  pay. 
burnout;   it's 


/  signed  up  in  one  week,  the  UAW  says 


*s  and  cm  seem  to  be  patching  up 
:lifferences  over  the  spin-off  of  Del- 
utomotive  Systems  Corp.,  cms  for- 
>arts  unit.  And  cm  has  postponed 
to  switch  some  factories  to  modular 
|ibly — an  approach  that  shifts  sonic 
ibly  work  to  suppliers. 
u,  the  auto  giants  have  gotten  a 


11 


taste  of  Yokirir-  determination:  in  the 

first  round  of  talks,  with  ford,  Yokidi' 
opening  demand  was  for  neutrality   iii 
organizing  drives.  In  1997,  Ford  had  re 
\\i>c(\  to  deal  with  parts  BUpplier  .John- 
son Controls  Inc.  when  it  shut  out  the 
UAW.  Yokich  made  it  clear  that  he  want.- 
the  same  kind  of  support  in  the  future. 
At  Mercedes,  the  UAW  says  it  will  go 
to  the  mat  because  it  feels  the  workers 
would  welcome  the  union  if  manage- 
ment didn't  oppose  it.  Pro-union  workers 
say  nearly  200  joined 
the  union  committee  the 
first      week      it      was 
formed  in  April.  Then,  a 
counterattack    by    the 
anti-union  group  intimi- 
dated workers  into  quit- 
ting, the  union  says. 

Even  those  opposing 
the  union  admit  that 
workers  at  Vance  have 
reasons  to  complain. 
Chief  among  them: 
onerous  workloads  and 
widespread  repetitive- 
stress  injuries.  To  meet 
demand,  the  plant, 
which  builds  sport-utili- 
ty vehicles,  is  making 
188  suvs  a  shift  on  a 
line  designed  for  138. 
"The  company  cut  cor- 
ners when  they  built 
this  plant,  so  there  are 
dozens  of  carpal  tunnel 
injuries,  which  is  a  le- 
gitimate issue  for  the 
union,"  concedes  Ollie 
Cox,  a  member  of  the 
anti-union  group.  Mer- 
cedes claims  the  injury 
rate  isn't  high  but  won't 
give  figures.  It  also  says 
it  hired  300  workers 
and  put  in  automation 
when  output  expanded. 
Union  supporters 
say  turnover  hits  10% 
a  year  in  some  depart- 
ments, surprising  at 
jobs  that  pay  $20  an 
hour,  twice  what  many 
"People  leave  because  of 
great  pay,  but  no  one 
thinks  they  can  last  here  five  years," 
says  pro-union  worker  Randy  Prescott. 
Again,  Mercedes  contradicts  the  union, 
putting  the  turnover  rate  at  about  l'i 
a  year. 

Ik  the  company  helping  the  anti- 


union campaign,  a 

William  Taylor,  the  plant  pn 

that    he  and  othei    man  'N't 

t  r.  to  influence  emplo  I 

and  another  ant  i  union  committee  nil 

ber,  Wade  a.  Smith,  Bay  manag<  ■ 

finely  have  told  worker-  that  tl 
don't  need  a  third  party  in  their  r< 
tionship.   And   wori  .    it's   <iear 

where  management  stands.  When  zi 
Industries  Inc.,  a  local  Mercedes  sup- 
plier, defeated  the  law  in  an  election, 
Mercedes  put  the  news  up  on  its  in- 
ternal TV  and  called  employee  meet- 
ings to  repeat  the  news. 
CONTROVERSIAL  VIDEO.  Employees  also 
say  that  when  they  were  hired,  Mer- 
cedes showed  them  a  45-minute  orien- 
tation video  in  which  actors  portrayed 
union  members  harassing  workers.  It 
shows  a  man  jumping  on  an  older 
women's  car  in  a  factory  parking  lot  to 
prevent  her  from  leaving  until  she  signs 
up  to  join  the  union.  Mercedes  says  it 
stopped  showing  the  video  in  late  April. 
But  one  new  hire  says  Mercedes 
showed  him  a  similar  video  during  his 
May  6  orientation. 

The  anti-union  committee  has  re- 
ceived financing  from  both  local  busi- 
ness owners  and  the  Tuscaloosa  County 
Industrial  Development  Authority,  wThich 
helped  Mercedes  win  tax  breaks  for  the 
plant.  Committee  members  say  they 
show  the  same  anti-union  video  as  Mer- 
cedes has  used  in  its  orientations.  Cox 
and  Smith  say  they  got  it,  plus  anti- 
UAW  literature,  from  authority  officials 
who  have  addressed  their  meetings  and 
paid  for  the  hotel  rooms  where  they're 
held,  they  said. 

The  uaw  charges  that  this  has  all 
been  done  with  Mercedes'  blessing.  But 
J.  Dara  Longgrear,  head  of  the  authori- 
ty, and  Taylor  deny  this  is  the  case. 
"The  union  effort  appears  to  us  as  out- 
siders coming  in  and  dictating  how  our 
people  will  be." 

DaimlerChrysler  may  find  it  difficult 
to  resolve  the  Mercedes  mess.  The  only 
way  to  prove  it  is  neutral,  says  union 
committee  member  Robert  Busch, 
would  be  for  Schrempp  to  go  to  Alaba- 
ma to  counter  the  anti-union  message. 
That  seems  unlikely.  But  if  Tti.OOO 
DaimlerChrysler  workers  demand  ac- 
tion, Schrempp  will  have  to  think  of 
something — or  face  the  consequences 
in  September. 

By  Aaron  lUn  Vance,  .  \ 

abama,  with  Joann  Midler  and  K> 
Naughton  in  l)<  troii 


e  by  DaimlerChrysler's  76,000  workers 
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COMMENTARY 


.    By  Howard  Gleckman 

GOT  A  SURPLUS?  SIMPLIFY  TAXES 


Just  call  me  John  Beresford  Tip-       knock  two  percentage  points  off  the 
ton  Jr.  If  you  don't  recall,  Mr.  T.      28%  and  31%  brackets,  too.  At  the 
was  The  Millionaire  of  the  pop-      same  time,  give  everyone  earning 
ular  1950s  TV  drama — a  reclusive  less  than  the  annual  Social  Security 

philanthropist  who  stunned  average      payroll  limit — currently  $72,600 — a 
Joes  and  Janes  with  gifts  of  $1  mil-        credit  equal  to  one  percentage  point 
lion.  The  black-and-white  small  of  the  15.3%  tax. 

screen  has  given  way  to  the  Inter-  And  one  more  thing:  Raise  the 

net.  And  there  has  been  a  lot  of  standard  deduction — now  $7,200  for 

inflation  since  1955.  So  I  have  a  married  couples — by,  say,  a  thousand 

slightly  grander  assignment:  Give         bucks.  That  would  not  only  cut  taxes, 
away  $1  trillion.  it  would  simplify  life  for  millions  who 

That's  the  size  of  the  projected  could  then  take  the  standard 

federal  surplus  over  the  coming  write-off  rather  than  hav- 

decade.  Of  course,  the  trillion  may  ing  to  itemize, 

never  materialize.  But  since  Con-         %     \  Today,  a  couple 

gress  seems  hell-bent  on  turning  it         \^\^^^V  ^h  $60,000  in 

into  a  massive  tax  cut — including  K  \         ^         wages  and  two 

measures  that  will  make  the  code  as       f  \  \  kids  Pavs  $10,860 

complex  and  illogical  as  ever — I've  ^  \  /x  in  federal 

got  an  alternative. 

How  about  using  the  money  to 
shift  to  a  simpler,  more  economical-  _^^ 
ly  neutral  tax  scheme?  Dump  a         ^\     * 
bunch  of  special-interest  breaks, 
but  cut  overall  tax  rates.  And  trim 
Social  Security  and  Medicare 
levies,  which  at  15.3%  of  payroll 
are  a  huge  burden  on  low-  and 
moderate-income  workers  as  well 
as  small  businesses.  There  are 
plenty  of  loopholes  on  the  corpo- 
rate side,  too.  But  for  now,  let's  just 
focus  on  individuals. 
START  CLEAN.  Bills  now  working 
their  way  through  congressional  tax- 
writing  committees  would  gradually 
cut  rates — which  can  be  a  good  idea 
if  done  right.  But  they  would  also 
add  a  host  of  new,  targeted  tax 
breaks — for  education,  child  care, 
health  care,  investors,  oil  drillers, 
and  heirs  to  huge  estates.  Instead  of  A  recipe  Tor  tax  ^Sktimates 

adding  more  junk  to  the  code,  how  billions 

about  getting  rid  of  about  $350  bil-           Cut  tax  rates                              $800 
lion  worth  of  special  provisions  by  •- ;■• -•■ ■■"••• 

dumping  all  credits  for  individual  Pr0V1?eo  a  Pa*ial  CT.\d. lt}0T 

.  o  tt.        i  ,-v,        _  a  Social  Security  and  Medicare 

taxpayers?  Except  one-the  earned-  „  ^  450 

income  credit  for  the  working  poor. 

Why  start  a  huge  tax  cut  with  a  |Jaise  *e  standard  deduction 

tax  hike?  Because  it  makes  the  code  bL$.l>00.0 7X.. 

simpler  and  fairer  by  funding  a  big-  Scale  back  the  alternative 

ger  gift  to  folks  losing  those  credits.  minimum  tax '30 

Now  for  the  fun  part.  Let's  trim  Eliminate  tax  credits  for  child 

the  15%  rate  to  13%.  That's  as  low  care,  education,  and  the  like, 

as  I  can  go  on  my  limited  budget —  Retain  the  earned-income  credit  -350 

even  a  trillion  dollars  ain't  what  it  TOTAL  TAX  CUT  BY  2009  970 

used  to  be.  And,  while  we're  at  it, 


taxes  ($6,270  in  income  taxes  and 
$4,590  in  payroll  levies  — and  then] 
employer  pays  $4,590  more).  My  p| 
slashes  that  by  nearly  $1,600,  to 
$9,294.  For  low-bracket  taxpayers,! 
that  should  more  than  make  up  foi 
the  loss  of  credits  for  education,  elf 
care,  and  the  like.  It  would  also  he 
get  them  out  from  under  the  alter 
tive  minimum  tax,  which  uses  an, 
add-on  levy  to  penalize  families  wr 
take  advantage  of  those  breaks, 
be  certain  they  don't  get  caught  hi 
the  amt,  couples  earning  less  than,| 
say,  $150,000  should  be  exempt. 
EVERYONE  WINS.  What  about  weald 
ier  taxpayers?  They  would  also  bed 
fit  from  lower  bottom  rates — since  I 
they  would  pay  less  tax  on 
their  first  $158,550  in  tax- 
able income.  And  I'd  give 


them 
another 
sweetener: 
Over  the  past 
decade,  in  an  effort  to  raise  t 
rates  without  admitting  it,  Con- 
gress has  quietly  cut  the  value  c 
both  the  personal  exemption  and 
itemized  deductions  for  high-incom 
taxpayers.  Let's  ditch  both  gimmick 
which  start  to  bite  at  about  $124,00 
and  can  equal  nearly  two  percentag 
points  of  hidden  tax  for  top-bracket 
payers. 

What  else?  How  about  replacing 
the  dozen  or  more  tax-advantaged 
savings  accounts,  such  as  individual 
retirement  accounts  and  401(k)s,  wi 
a  single  plan  with  one  set  of  contri 
bution  and  withdrawal  rules. 

What  do  all  of  these  ideas  have  in 
common,  aside  from  a  certain  hubris 
on  my  part?  They  lower  rates  for 
everyone — especially  the  middle  clas: 
They  give  taxpayers  more  freedom  t 
spend  their  tax  dollars  as  they  see 
and  they  dramatically  ease  the  agonj 
of  filing  a  tax  return.  It's  a  gift. 

Gleckman  covers  tax  policy  for 
business  week  in  Washington. 
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Was  it  crazy  for  us  to  take  on  the  challenge  of  producing  a  26-foot,  monoli 
glass-ceramic  mirror  substrate  for  a  telescope  and  making  it  real?  In  pure 
economic  terms,  probably.  But  to  our  way  of  thinking,  it  would  have  been  sheer 
madness  to  turn  down  such  an  exciting  opportunity.  Schott  Corporation,  3  Odell  Plaza, 
Yonkers,  NY  10701  e-mail:  stay@schottglass.com   visit  us  at  www.schottglass.com 

The  largest  piece  of  single-cast  glass-ceramic  in  the  world  -  ZERODUR1  by  SCHOTT. 
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FINANCE 


CAN  CORPORATE  BONDS 
REPLACE  TREASURIES? 

A  few  companies  might  have  the  issuing  clout  to  match  T-bills 

When  Ford  Mo- 
tor Co.  floated 
an  $8.6  billion 
bond  package  on  July 
9,  the  auto  maker 
made  headlines  every- 
where. The  biggest 
private  issue  ever,  it 
eclipsed  the  previous 
record  set  by  at&t, 
which  sold  $8  billion 
in  bonds  on  Mar.  23. 
In  the  past,  such 
huge  issues  were  at- 
tempted only  by  gov- 
ernments— which  is 
precisely  the  point. 
The  No.  2  carmaker 
decided  to  lump  to- 
gether the  borrowing 
that  it  would  have 
done  throughout  the 
year  into  a  jumbo 
issue  that  would 
provide  the  liquidity 
normally  associated 
with  the  stuff  that 
Uncle  Sam  puts  out. 
Indeed,  says  David 
Moore,  senior  North 
American  funding  an- 
alyst at  Ford  Motor 
Credit  Co.:  "We're  be- 
coming a  more  competitive  alternative 
to  Treasuries." 

Does  the  world  really  need  such  an 
alternative?  Well,  yes,  because  the 
Treasury  market  is  shrinking.  With  the 
government  rolling  in  cash,  borrowing 
has  already  fallen,  cutting  the  invento- 
ry of  U.  S.  Treasury  bonds.  Treasury  is- 
suance has  dropped  from  $546  billion  in 
1995  to  $486  billion  in  1998,  and  only 
$191  billion  has  been  issued  so  far  this 
year.  And  if  the  Clinton  Administra- 
tion prevails  in  its  plan  to  pay  down 
the  national  debt,  the  instruments  that 
have  become  the  benchmark  for  all  oth- 
er lending — and  a  core  asset  in  many 
portfolios — could  disappear  by  2015. 
"People  have  to  start  thinking  of  sub- 
stitutes," says  Fares  Noujaim,  co-head 
of  global  capital  markets  at  Bear, 
Stearns  &  Co.  and  global  coordinator  of 
the  Ford  deal. 

To  be  sure,  budget  projections 


«£ 


are 


precarious  at  best,  and  few  people 
think  there  will  ever  be  zero  Treasury 
debt.  But  still,  declining  liquidity  in 
Treasuries  is  a  concern,  since  one  of 
the  main  virtues  of  the  bonds  for  indi- 
viduals, funds  and  corporate  holders  is 
their  liquidity,  which 
reduces  risk. 

The  Administration 
seems  to  be  blessing 
the  notion  of  Treasury 
surrogates.  "As  the  sup- 
ply of  Treasuries  dwin- 
dles in  the  future . . . 
there  would  be  a  ready 
supply  of  securities  of 
other  issuers,  including 
high-quality  corpora- 
tions and  government- 
sponsored  enterprises," 
Stuart  Eizenstat,  the 
nominee  for  Deputy 
Treasury  Secretary  as- 


C0RP0RATES  ON  THE  RISE 

■  GROSS  U.S.  TREASURY  ISSUANCE 

■  investment-grade  CORPORATE 

BOND  ISSUANCE 
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sured  Senate  Finance  Committee 
man  William  V.  Roth  Jr.  (R-D 
written  testimony  in  early  July. 

Ford's  issue  seems  to  fit  the  bi 
company  had  $24  billion  in  cash 
its  latest  bond  issue  and  earned  a 
$2.5  billion  in  the  second  quarter, 
typically  issues  $12  billion  a  y 
debt,  mostly  to  finance  dealer  in 
ries,  leases,  and  auto  loans.  This 
no  different,  except  for  the  size 
quency  of  the  bond  sales.  Fo: 
proach  is  patterned  after  the 
mark  bonds  that  Fannie  Ma 
Freddie  Mac  started  last  year, 
are  also  aimed  at  providing  a  hig] 
uid  T-bond-like  investment.  Inv 
were  so  hungry  for  the  Ford 
the  offering  grew  from  $6.5  billi 
$8.6  billion,  and  even  then,  the  $ 
lion  demand  couldn't  be  met. 

"We  hit  a  home  run  with  this 
says  David  R  Cosper,  treasurer  of 
Credit.  In  addition  to  gaining  the 
tige  of  creating  a  near-benchmai 
curity,  Ford  saved  money.  By 
what  might  have  been  four  issue 
one,  Ford  cut  cost  by  some  $20 
A  SELECT  GROUP.  Still,  there  are 
to  how  well  even  the  best  corpor; 
sues  can  substitute  for  Treasuries, 
a  handful  of  companies,  such  as 
General  Motors  Acceptance,  and 
eral  Electric  Capital,  have  the 
rating  and  financial  strength  to 
large,  global,  and  regularly  sche 
bonds.  And  even  with  these  issi 
there  is  still  greater  credit  risk  thi 
Treasuries.  "What  happens  to  a  o 
rate  benchmark  if  there  is  an  eco: 
crisis?"  asks  Marilyn  Cohen,  presid 
Envision  Capital  Management  I 
fixed-income  firm  in  Los  Angeles. 

Top-rated  corporate  debt  has 
proved  resilient.  Like  Treasuries,  I 
"weather  blips  in  the  marketplace," 
Mark  DeVito,  managing  director  of 
capital  markets  at  Merrill  Lynch  & 
He  notes  that  Ford  issued  a  $1.5  b 
batch  of  30-year  b 
last    fall,    when 
market    jitters 
highest  and  other 
panies     couldn't 
deals  done.  "Invej 
are   willing  to   p 
premium  for  liquic 
says  DeVito.  With 
government  runnii 
surplus,  they're  li 
to  be  paying  a  pr 
um  for  some  tim 
come. 

By  Toddi  Gutne 
New  York,  with  R 
Naughton  in  Detro 
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FINANCE 


ARE  T-BILLS 
Y2K  INSURANCE? 

Investors  brace  for  the  bug  by 
buying  short-term  Treasuries 

Forget  about  stockpiling  batteries  in 
the  basement.  Now  there's  another 
commodity  to  stow  away  to  get  you 
through  the  turn  of  the  millennium: 
short-term  Treasury  bills.  Investors  who 
want  some  extra  protection — even  if  the 
global  financial  system  doesn't  melt 
down  at  the  stroke  of  midnight  on  Dec. 
31,  1999,  as  some  Cassandras  predict — 
are  stockpiling  T-bills  just  in  case. 
"There's  a  basic  presumption  in  the  mar- 
ket that  if  the  U.S.  government  isn't 
Y2K  compliant,  no  one  will  be,"  says 
Neal  M.  Soss,  an  economist  at  Credit 
Suisse  First  Boston  in  New  York. 

Demand  for  the  six-month  T-bill  is 
so  heavy,  it's  pushing  up  prices.  Yields, 
which  move  in  the  opposite  direction  of 

Y2K  EFFECT  IN  BONDS 

Investors  looking  to  stay  liquid  in  January  are 

snapping  up  6-month  Treasury  bills,  pushing  down 

yields  relative  to  T-bills  with  longer  maturities. 
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price,  fell  44  basis  points,  to  4.70%  dur- 
ing the  first  two  weeks  of  July— taking 
a  bigger  plunge  than  other  bonds,  in- 
cluding one-year  Treasuries  (chart).  Such 
a  large  move  in  a  short  period  of  time 
demonstrates  that  Y2K  concerns  are 
growing,  says  John  E.  Silvia,  chief  econ- 
omist at  Kemper  Funds  in  Chicago. 

Investor  worries  may  be  misplaced. 
U.  S.  regulators  are  optimistic  that  banks 
and  other  financial  institutions  will  have 
their  systems  ready  to  usher  in  the  New 
Year.  Fed  Governor  Edward  W.  Kelley 
insists  that  the  U.  S.  banking  industry 
is  "overwhelmingly  ready."  If  he's  wrong, 
investors  who  sought  safety  in  Treasury 
bills  will  be  prepared.  Plus,  the  Fed  has 
an  extra  $50  billion  in  cash  ready  to  pro- 
vide liquidity,  just  in  case.  No  matter, 
investors  will  sleep  better  between  now 
and  Jan.  2,  2000. 

By  Laura  Cohn  in  Washington 


GREENSPAN 
WILLINGLY 
SHARES  INFC 
—BUT  WOULt 
FUTURE  FED 
CHAIRMEN? 


COMMENTARY 


By  Laura  Cohn 

SOME  RED  TAPE  IS  WORTH  KEEPING 


When  Alan  Greenspan  appears 
before  the  House  Banking 
Committee  on  July  22,  it  could 
be  a  swan  song  of  sorts  for  the  73- 
year-old  Federal  Reserve  chairman. 
No,  not  that  kind  of  swan  song — 
friends  say  he  relishes  the  idea  of  a 
possible  reappointment  next  June. 

Rather,  July  22  could  mark  the 
last  appearance  by  a  Fed  chairman 
as  mandated  by  the  Humphrey- 
Hawkins  Act.  That  1978  statute, 
which  requires  Fed  chiefs  to  trudge 
up  to  the  Hill  to  testify  twice  a  year, 
is  about  to  expire.  That  doesn't  both- 
er Senate  Banking  Committee  Chair- 
man Phil  Gramm  (R-Tex.)  and  other 
conservatives,  who  never  liked  the 
law's  mandate  that  the  Fed  must 
make  policy  aimed  at  producing  full 
employment. 

If  Congress  fails  to  renew,  the 
earth  in  Washington  won't  tremble. 
Greenspan  has  been  one  of  the  most 
open  central  bankers  ever  and  would 
still  heed  requests  for  his  testimony. 
But  future  Fed  chiefs  may  not  be  so 
cooperative.  That's  why  Congress 
should  think  twice  before  snuffing 
out  the  law. 

MONETARY  MANDARINS.  To  under- 
stand why  Congress  mandated  ap- 
pearances in  the  first  place,  recall  the 
old  Imperial  Fed:  a  club  of  monetary 
mandarins  that,  liberals  feared,  was 
becoming  a  government  unto  itself. 
Nobody  was  more  a  target  of  the  act 
than  the  late  Arthur  F.  Burns,  Fed 
chief  from  1970  to  1978,  who  bristled 
at  lawmakers'  questions.  He  was  fol- 


lowed in  August,  1979,  by  Paul  A. 
Volcker,  another  prickly  banker  wlij 
believed  that  disclosure  limited  poli 
cy  options. 

Compared  to  them,  Greenspan  isl 
model  citizen,  speaking  his  mind  anj 
pursuing  pro-growth  strategies.  Bulj 
he's  the  exception.  Without 
Humphrey-Hawkins,  there  would  b^ 
no  regular  forum  for  the  world  "to 
see  that  the  Fed  is  thinking  through 
what  it's  doing,"  warns  University 
Texas  Professor  James  K.  Galbraithl 
who  helped  draft  the  act. 

The  thought  of  losing  the 
Humphrey-Hawkins  ritual  has  Wallj 
Streeters  aghast.  "People  plan  thei 
vacations  around  it,"  says  Richard  ^.i 
Yamarone,  an  economist  at  Argus    ||j 
Research  Corp.,  a  New  York-based  [ 
concern.  "Taking  away  Humphrey- 
Hawkins  would  be  like  taking  away| 
the  game  plan." 

Indeed,  the  Fed's  report,  released  | 
in  February  and  July,  gives  every- 
body simultaneously  a  handy  set  of 
data  on  the  economy  and  forecasts  foj 
growth,  prices,  unemployment,  and 
money  supply.  That  data,  always  pre 
sented  in  a  consistent  format,  pro- 
vides a  clear  view  into  what  shaped 
the  governors'  thinking.  Renewing 
law  in  some  form  would  ensure  that  i 
key  part  of  Greenspan's  legacy — 
greater  openness — will  continue.  Hov 
about  the  Alan  Greenspan  Truth  in 
Monetary  Policy  Act? 

Cohn  covers  the  Federal  Reserve 
for  business  WEEK  in  Washington.  { 
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from  Motorola 
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OFSMART.  create  car  transmissions  that  automatically  adjust  to  the  way  people  drive, 
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C  itact  us  at  www.digitaldna.com. 
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ENERGY 


READY  FOR 

A  PROFIT  GUSHER 

Production  cutbacks  and  rising 
demand  may  send  oil  prices  soaring 


F1 
; 


Irom  oil  glut  to  oil  shortage?  Not 
I  yet.  But  it  seems  clear  that  the  suc- 
cess of  the  production  cutbacks  by 
the  Organization  of  Petroleum  Export- 
ing Countries  (opec)  and  the  rebound  in 
Asia's  economies  are  likely  to  create  a 
reversal  of  fortune  for  major  oil  pro- 
ducers in  the  coming  months. 

After  watching  earnings  collapse  in 
1998  and  the  first  two  quarters  of  this 
year,  Big  Oil  seems  poised  for  a  big 
comeback  in  the  second  half.  Frederick 
P.  Leuffer,  an  analyst  at  Bear,  Stearns  & 
Co.  in  New  York,  estimates  that  there 
will  be  an  overall  jump  in  profits  of  85% 
in  the  third  quarter  for  the  top  16  com- 
panies and  as  much  as  100%  in  the 
fourth.  According  to  First  Call  Corp.,  a 
consensus  of  analysts'  estimates  puts 
earnings  for  the  majors  up  5%  for  1999 
and  up  27%  for  2000  (chart).  "But  I  be- 
lieve the  analysts  are  being  very  con- 
servative still,"  says  Charles  L.  Hill,  di- 
rector of  research  for  First  Call.  "They 
are  basing  these  numbers  on  what  I 
think  may  be  lowball  oil  prices." 

Oil's  comeback  has  been  primarily 
driven  by  improved  supply  and  demand. 
On  the  supply  side,  there  is  a  combina- 
tion of  production  cutbacks  by  OPEC  and 
Western  companies.  On  the  demand 


side,  there  is  increased  consumption  of 
petroleum  products  by  Asia  and  the 
gas-guzzling  U.  S.  economy.  With  de- 
mand currently  outstripping  supply  by  1 
million  to  1.5  million  barrels  a  day, 
stockpiles  are  likely  to  fall  rapidly  in 
the  coming  months,  according  to  oil-in- 
dustry estimates.  "The  industry's  over- 
hang in  inventories  is  being  worked  off 
faster  than  a  lot  of  people  would  have 
thought,"  says  Kenneth  Haley,  manager 
of  energy  forecasting  for  Chevron  Corp. 
That,  some  analysts  predict,  could 
keep  oil  prices  soaring.  Already,  the 
benchmark  price  of  West  Texas  Inter- 
mediate has  roared  back  from  just  un- 
der $11  a  barrel  in  De- 
cember to  break  $20  a 
barrel  for  the  first  time 
since  late  1997.  Robert 
L.  Christensen  Jr.  of 
FAC/Equities,  a  division 
of  First  Albany  Corp., 
is  expecting  prices  for 
West  Texas  Intermedi- 
ate to  hit  $22  to  $23  a 
barrel  in  the  second 
half  of  the  year.  But 
"There  is  a  case  for 
$27-a-barrel  oil,"  says 
Bear  Stearns'  Leuffer. 


OIL  EARNINGS  HEAT  UP 


MAJOR  OIL  PRODUCERS  INDUSTRY 
INDEX  OF  EARNINGS 
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Such  heady  expectations  have  I 
fuel  a  comeback  for  oil  stocks 
Amex  index  of  the  16  leading  com 
is  up  almost  23%  since  the  begi 
of  the  year. 

But  will  these  stronger  prices 
the  opec  members  to  increase  thei 
put — as  they  have  done  in  the  p 
capitalize  on  price  spikes?  Man 
servers  believe  they  won't.  This 
opec  nations  seem  more  united  in 
priorities.  In  May  and  June,  "opec 
pliance  was  awfully  strong — in  th< 
to  94%  area,"  Christensen  notes, 
have  a  powerful  policing  force  i 
Persian  Gulf." 
MASSIVE  COST-CUTTING.  Who?  Th( 
top  cops  are  erstwhile  antagonists 
di  Arabia  and  Iran — brought  tog 
by  Iran's  reformist  President 
hammed  Khatami  and  Saudi  Ar 
Crown  Prince  Abdullah,  who  is 
ning  the  Kingdom  for  his  brother 
Fahd.  At  the  same  time,  Venez 
new  President,  Hugo  Chavez,  s 
to  be  supporting  opec's  efforts  to 
oil  prices,  reversing  his  country's 
vious  policy  of  setting  its  own  pr 
tion  limits. 

Meanwhile,  major  oil  producers 
seem  to  be  showing  restraint  by  ke 
a  lid  on  exploration  and  developi 
And  massive  cost-cutting  progran 
the  majors  should  help  keep  profits 
even  if  $27-a-barrel  oil  doesn't  a; 
The  recent  round  of  megamerg 
driven  in  large  part  by  efforts 
operating  costs,  bp  Amoco,  for  ins 
is  pledging  to  take  out  some  $3  b: 
year  in  costs  by  2001,  and  it  will 
working  on  an  additional  $1.5  billi 
annual  cuts  once  its  takeover  of  AR 
approved      by      regulators.      1 
Dutch/Shell  Group,  which  came  u 
heavy  fire  earlier  this  year  from  tl 
nancial  markets,  is  working  to  c 
away  $2.5  billion  in  annual  costs  by 
It's  a  tricky  balancing  act  for  oil 
ducers,  who  can  do  nicely  if  p 
remain  stable,  at  around  $20  a  bs 
But  to  keep  prices  at  that  level  wi 
quire  OPEC  to  ti 
with  current  pro 
tion  quotas — a  n 
sure   to  create  i 
dissension  in  the  n 
Then  again,  stabili 
commodity  prices 
be  even  more  o 
impossible  dream 
long-term  opec  ui 
By  Stanley  Ree 
London,  with  Wt 
Zellner  in  Dallas 
Louise    Lee    in 
Mateo,  Calif. 
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problem 


Compaq  and  Windows  NT  Workstation. 

A  Better  Business  Solution. 


The  Compaq  Deskpro  EN  Series  running  Microsoft"  Windows  NT"  Workstation  is 
the  solution  that  addresses  the  changing  needs  of  your  business.  Windows  NT  has 
increased  reliability',  performancet,  and  the  familiar  Microsoft  Windows  interface, 
all  of  which  help  you  save  time  and  money.  Windows  NT  services  and  advanced 
management  features  from  Compaq  ensure  that  industry-leading  Compaq 
Deskpro  products  integrate  seamlessly  into  your  organization.  Windows  NT 
Workstation  on  Compaq  Deskpro  -  it's  the  solution  that's  all  business. 
For  more  information  or  to  get  Windows  NT  Workstation  on  a  Compaq 
Deskpro,  consult  your  Compaq  Authorized  Reseller  or  go  to  Compaq's  Web  site: 

www.compaq.com 
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CEO  HALLA:  "In  two  years,  you'll 
see  these  appliances  everywhere" 


SEMICONDUCTORS 


FINALLY,  THE  PC-ON-A-CHIP 
-FOR  LESS  THAN  $100 

But  as  National  Semi  launches  its  Geode,  some  wonder  if  it  will  fly 


Since  he  took  over  National  Semi- 
conductor Corp.  in  1996,  CEO  Brian 
L.  Halla  has  waged  a  sometimes 
lonely  crusade  to  create  a  "system  on  a 
chip" — cramming  most  of  the  functions 
of  a  PC  onto  one  thumbnail-size  sliver  of 
silicon.  Intel  Corp.  Chairman  Andrew 
S.  Grove  dismissed  it  as  a  "fantasy,"  as 
did  Wall  Street.  Even  Halla  wondered 
whether  National  could  pull  it  off. 

Now,  perhaps,  comes  sweet  vindica- 
tion. Three  years  after  Halla  was  re- 
cruited from  LSI  Logic  Corp.  to  rescue 
ailing  National  Semiconductor,  his  pc- 
on-a-chip  is  finally  real.  On  July  15,  Na- 
tional plans  to  unveil  the  first  member 
of  its  new  Geode  family,  a  chip  with  7 
million  transistors  that  handle  comput- 
ing, graphics,  audio,  and  even  digital 
video.  Halla  hasn't  revealed  a  price  yet 
but  says  the  chip  will  cost  less  than 
$100,  below  the  cost  of  all  the  parts  it 
replaces.  More  important,  it's  far  small- 
er and  gobbles  less  electricity,  which 
means  it  can  be  used  to  power  all  sorts 
of  so-called  "information  appliances," 
from  TV  set-top  boxes  and  wireless 
Web-cruisers  to  belt-buckle  PCs. 


Halla's  timing  is  impeccable.  With  PC 
growth  slowing,  outfits  ranging  from 
Compaq  Computer  Corp.  to  Sony  Corp. 
are  scrambling  to  reach  new  customers, 
especially  those  who  find  conventional 
PCs  too  complex.  Indeed,  researcher  In- 
ternational Data  Corp.  expects  sales  of 
info  appliances  to  surge  59%  per  year 
for  the  next  four  years,  hitting  56  mil- 
lion units  worldwide  in  2002.  "In  two 
years,  you'll  see  these  appliances  every- 
where," gushes  Halla. 

Some  manufacturers  are  already  on 
board.  Thirty  companies,  including  Acer, 
Grundig,  and  Chinese  PC  giant  Legend 
have  committed  to  build  info  appliances 


PROCESS 
THIS 

Wall  Street 
applauds  National 
Semiconductor's 
retreat  from  the 
processor  business 
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with  National  chips,  and  a  furth 
are  near  signing  up;  most  are  plai 
set-top  boxes.  The  biggest  win  s 
Philips  Electronics.  Geode  "fits  we] 
our  road  map,"  says  Philips  Vice-I 
dent  Gerrit  Niemeijer. 

Halla  has  boasted  that  info-appl 
sales  could  hit  600  million  units  a 
in  the  next  decade.  But  Wall  Stree 
alysts  aren't  so  sure.  What's  more, 
info  appliances  won't  use  the  Intel 
patible  chips  that  dominate  in  PCs 
figures  75%  of  them  will  use  ch< 
alternatives  from  other  manufactu 
"I  just  don't  buy  into  the  vision 
way  National  has  pitched  it,"  says 
lyst  Scott  Randall  of  SoundView  ' 
nology  Group.  He  figures  that  G> 
which  is  expected  to  ship  in  early 
won't  add  much  to  National's  sal 
the  current  fiscal  year  and  will  am 
to  just  $220  million,  or  less  than  10 
revenues,  in  2001.  Halla  won't  comr 
CUTTHROAT.  Since  coming  to  Nati 
Halla  has  spent  a  half-billion  do 
snapping  up  companies  whose  tech 
gy  is  now  appearing  in  Geode 
largest  deal,  the  1997  purchase  of  C 
Corp.  for  $388  million,  put  Nationa 
the  cutthroat  PC-processor  business 
its  financial  results  tell  the  tale: 
wars  with  Intel  and  Advanced  IV 
Devices  Inc.  helped  trim  'revenue 
since  1997,  and  National  has  lost  m 
in  the  past  five  quarters.  Its  stoc 
from  42%  in  October,  1997,  to  as  lo 
7%  last  fall.  Now  the  stock  is  ui 
27%, — for  one  reason:  National  is  lea  5' : 
the  PC-chip  business.  On  May  5,    l™ 
tional  said  it  would  stop  selling  ;' 
processors,  and  on  June  30,  it  annoui ,ij' 
a  deal  to  sell  Cyrix  to  Via  Technolo  i a; 
Inc.  of  Taiwan  for  an  undisclosed  s  Kai 
Now,  analysts  expect  a  return  to  p  ^ 
itability  within  two  quarters. 

Still,  the  info-appliance  strategy  w  ' 
provide  competitive  relief.  Intel  is  n  * 
ing  a  combo  chip,  code-named  Tin  k 
which  could  appear  a  year  after  Gei  «' 
And  analysts  figure  that  Geode    a* 
have  to  sell  for  less  than  $50  to  g  Hi 
market  share,  wl^1 
could  squeeze  pro  i,! 
But      the      great  (fo 
threat  might  be  t  j* 
consumers  simply  s l0> 
with     PCs — some   "^ 
which  now  come  f  a 
with  Net  service,    ^o 
Halla,  that  would   « 
final  irony. 

By  Andy  Reinhc ' }■■■■ 
in  Santa  Clara,  Ca  "s 
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LYWOOD 


UNNY  THING  HAPPENED 
THE  WAY  TO  THE  MULTIPLEX 

summer,  studios  are  discovering  that  less  is  more 


Hollywood  execs  prepared  for  the 
ummer  of  '!»!),  they  kept  in  mind 
■lis  simple  rule:  [f  you  still  want  to 
oovie  mogul  in  2000,  get  out  of  the 
of  George  Lucas'  Star  Wins:  The 
torn  Menace.  Even  Stanley 
ick,  who  died  in  March,  had  the 
?ht  to  insist  that  his  last  film.  Eyes 
Shut,  open  well  after  the  Star 
prequel's  June  release. 
Tinseltown's  delight,  the  strategy 
aid  off  in  spades — 
for  movies  with  ter- 
reviews.  While  The 
torn  Menace  is 
>d  for  the  outer 
ss  nf  $400  million  at 
'X  office,  other  films 
etting  a  good  share 
hat  could  be  a 
1  box-office  summer. 
ray  through  July, 
other  films  have 
ed  more  than  $100 
n.  New  Line  Cine- 
las  a  surprisingly 
hit  on  its  hands 
the  Austin  Powers 
•1.  The  Spy  Who 
/eil  Me,  which  has 
rht  in  close  to  $200 
n.  Walt  Disney  Co.'s 
y  acclaimed  animat- 
^ature,  Tarzan,  is  al- 
:  at  $130  million. 
syen  the  universally 
)d  Wild  Wild  West 
»ing  fast  on  $100 
■n. 

THING  ROOM.  All  in 
he  take  is  up  28$ 
last  year,  says  Paul 
Brabedian,  president 
x-office  analyst  Kx- 
>r  Relations  Co.  And 
.  on  far  fewer  films: 
e  first  10  weeks  of 

bason,  the  larger 

D8     released      18 
—  10  fewer  than 
•ear,  according  to 
bitor  Relations. 

at    may    be   the 

Important  Bta- 

behind  Holly- 

i's  Summer  of 


Success.  Rather  than  squaring  off 
against  hig-hudget  blockbusters  coming 
out  on  each  others'  heels  over  just  a 
few  weekends,  the  studios  were  able  to 
stay  out  of  one  another's  way.  "If  you 
want  to  get  noticed,  it's  always  easier  if 
you're  the  only  one  out  there,"  says  Jeff 
Blake,  who  heads  Sony  Corp.'s  film-dis- 
tribution unit.  Sony's  Adam  Sandler  hit, 
Big  Daddy — again,  with 
less-than-mediocre     re- 


Tickets,  Please 


PHANTOM  MENACE  The  big  winner  so  far: 
On  its  way  past  $400  million. 

AUSTIN  POWERS: 

THE  SPY  WHO  SHAGGED  ME  New  Line  Cine- 
ma is  close  to  snagging  $200  million  for 
the  Mike  Meyers  romp. 

TARZAN  Disney's  animated  hit  has 
passed  $130  million. 

BIG  DADDY  Sony's  Adam  Sandler 
comedy  has  broken  $100  million. 

SOUTH  PARK  Paramount  and 
Warner  Bros,  share  profits  on 
this  low-budget  winner. 

WILD  WILD  WEST 

Warner  is  about  to 
break  $100  million 
on  this  critically 
panned  action 
flick. 


INSPECTOR  6ADGET 

To  tap  the  kiddie  market 
Disney  is  offering  this 
special-effects-laden 
adventure,  starring  Matthew 
Broderick.  Opens  July  23. 

EYES  WIDE  SHUT  Massive  hype, 
plus  stars  Tom  Cruise  and  Nicole 
Kidman,  should  propel  Warner's 
$65  million  film,  director  Stanley 
Kubrick's  last.  Opens  July  16. 

RUNAWAY  BRIDE  Pretty  Woman  costars 
Julia  Roberts  and  Richard  Gere  team  up 
again  in  this  romantic  comedy  from 
Paramount.  Opens  July  30. 


the  only  one  io  open  on 

June  25  and  wa-  aide  to  pa  MM) 

million  mark  in  a  men-   M)  da 

It  mighl  be  too  much  to  expeel  Hoi 
lywood  to  show  this  much  Belf-restrainl 

in  moviemaking  for  long  -although  rij 
now,  Btudio  chiefs  are  looking  downright 

cheap.  A  wave  of  cost-cutting  has  swept 
the  industry  of  late,  with  major  studioe 
like  Disney  and  Warner  Bros.  Inc.  cut- 
ting hack  on  production  or  seeking  part- 
ners  to  share  the  financial  risk  of  mak- 
ing bigger-budget  flicks.  In  the  past 
several  days,  Arnold  Schwarzenegger 
signed  to  make  a  film  that  will  be  joint- 
ly financed  by  Warner  and  Universal 
Studios  Inc.  "All  of  this  has  to  help  stu- 
dios' cash  flow,  and  it  will,"  says  John 
Tinker,  a  media  analyst  at  Banc  of 
America  Securities. 
Not  only  did 
Hollywood  make 
fewer  films  in  to- 
tal, it  scaled  back 
dramatically  on 
big-budget  action 
movies — once  the 
staple  of  summer 
moviegoing.  That 
gave  those  movies 
that  got  made  a  bet- 
ter chance  against 
The  Phantom  Menace. 
One  big  winner  Univer- 
sal's  The  Mummy,  re- 
leased three  weeks  be- 
fore Lucas'  film,  has 
already  grossed  more 
than  $150  million. 
CLASH  OF  TITANS.  Still, 
there  could  be  a  few 
head-on  collisions  before 
Labor  Day — 23  films  are 
still  set  to  open.  One  to 
watch  for:  Nicole  Kidman 
and  hubby  Tom  Cruise 
in  Warner's  much-antici- 
pated Eyes  Wide  Shut, 
vs.  Julia  Roberts  and  her 
Pretty  Woman  co-star. 
Richard  Gere,  in  Para- 
mount Pictures  Inc.'s 
Runaway  Bride. 

So  the  new  Hollywood 
doesn't  sound  all  that  dif- 
ferent from  the  old  one. 
Rut  if  the  major  studios 
heed  the  lesson  that  you 
can  make  more  money 
by  making  fewer  films, 
the  industry  just  might 
discover  a  new  motto 
live  by:  Less  is  more. 
What  a  concept. 

By  Ronald  Gro  ■ 
Los  Ana, 
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INTEL  NOT  JUST 
A  BAG  OF  CHIPS 

SO  WHAT  IF  PRICE  WARS  IN  PC 

chips  limited  Intel's  second- 
quarter  profit  growth  to  a 
mere  49%?  The  chip  giant  is 
looking  to  the  future,  assur- 
ing Wall  Street  that  it  will 
do  better  in  the  second  half 
and  moving  further  into  non- 
PC  lines.  On  July  15,  the  com- 
pany planned  to  unveil  a  new 
unit  that  will  sell  high-speed 
consumer  modems.  Intel  will 
license  digital  subscriber  line 
(dsl)  technology  from  Cisco 
Systems  and  sell  co-branded 
DSL  modems,  mostly  through 
Internet  service  providers. 
That's  good  news  for  in- 
vestors concerned  about  In- 
tel's near-total  dependence  on 
PC  processors — cited  as  one 
reason  its  profits  came  in  be- 


CLOSING    BELL 


PRINTING  MONEY 

Stop  the  presses:  Montreal's 
Quebecor  Printing  agreed  to 
acquire  World  Color  Press  of 
Greenwich,  Conn.,  on  July  12 
for  $2.7  billion  in  cash  and 
debt  assumption.  Quebecor 
World  will  be  the  world's 
largest  commercial  printer, 
with  revenues  of  $6.2  billion. 
Operationally,  it's  a  "very 
good  deal,"  says  Blaise  Gan- 
guin  of  Standard  &  Poor's. 
But,  citing  Quebecor's  $3.2 
billion  debt  load,  S&P  low- 
ered the  printer's  debt  rating. 
World  Color's  stock  rose  20% 
after  the  deal  was  unveiled; 
it  closed  at  35%  on  July  14. 


40- 


WORLD  COLOR  PRESS 
STOCK  PRICE 

DAILY  CLOSE 
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low  expectations,  even  though 
they  looked  healthy  compared 
to  last  year's  depressed  June 
quarter. 

LOCKHEED  MARTINS 
ENDANGERED  SPECIES 

WILL  WASHINGTON  CLIP  THE 

wings  of  Lockheed  Martin's 
newest  bird?  On  July  12,  a 
House  appropriations  sub- 
committee voted  to  kill  pro- 
duction money  for  the  com- 
pany's F-22  Raptor,  an  Air 
Force  fighter  program  ex- 
pected to  cost  $63  billion.  But 
the  F-22  could  fly  yet.  The 
Senate  has  backed  funding 
for  the  plane,  and  a  furious 
lobbying  effort  may  save  it. 
But  the  vote  signals  growing 
Capitol  Hill  dissatisfaction 
with  Pentagon  plans  for  three 
new  tactical  aircraft  at  a  cost 
of  $350  billion.  At  least  one  of 
these  programs  may  be 
quashed. 

HOUSECLEANING  AT 
WASTE  MANAGEMENT 

ON  JULY  13,  WASTE  MANAGE- 

ment  launched  an  investiga- 
tion into  insider  selling  by 
top  executives  during  the  sec- 
ond quarter — when  the  No.  1 
trash  hauler  was  developing  a 
serious  earnings  shortfall.  The 
probe  will  be  handled  by  a 
new  executive  board  commit- 
tee chaired  by  outside  direc- 
tor Ralph  Whitworth,  who 
was  also  named  acting  chair- 
man while  ceo  John  Drury 
recovers  from  surgery.  In 
early  July,  Waste  Manage- 
ment said  second-quarter  rev- 
enue would  be  $250  million 
lower  than  anticipated.  It 
now  says  the  shortfall  was 
the  result  of  "aggressive" 
projections. 

A  MURDER  RAP  IN 
THE  VALUJET  CRASH 

MURDER  CHARGES  ARE  ALMOST 

never  brought  against  com- 
panies. But  state  and  federal 


HEADLINE!*:   HERBERT  ALLISON  J 


WARMER  AND  FUZZIER,  PLEASE 


Wanted:  executive  to  fill 
the  No.  2  slot  at  Merrill 
Lynch.  On  July  11,  in  a 
move  that  surprised  Wall 
Street,  Herbert 
Allison  Jr.,  Mer- 
rill's president 
and  chief  oper- 
ating officer, 
quit  after  28 
years.  Allison, 
55,  had  been  heir 
apparent  to  CEO 
David  Komansky 
since  1997,  when  he  became 
top  lieutenant,  but  was  told 
recently  that  he  would  not 
take  over  the  reins  when 
his  66-year-old  boss  retires. 

Some  inside  Merrill, 
known  for  its  chummy  am- 
bience, expressed  relief  that 
the  not-warm-and-fuzzy  Al- 
lison would  not  be  the  boss. 
"Allison  is  not  a  person  who 


gives  praise  easily  or  wb 

builds  up  people  around 

him,"  says  a  former  senio 

exec,  who  asked  not  to 

be  named.  Allison 

did  not  return 

calls. 

Next?  A  ni 
heir  apparent 
won't  be  nam 
soon,  Merrill  i 
siders  say.  Ko- 
mansky, a  forme 
broker,  is  expected 
tap  several  top  guns  from 
Merrill's  executive  manag 
ment  committee  and  see 
who  prevails.  Among  the 
contenders:  Jeffrey  Peek, 
head  of  Men-ill's  Asset  M: 
agement  Group,  and  cfo 
Stanley  O'Neal.  Whoever 
wins  had  better  practice 
their  back-slapping. 

By  Debra  Span 


prosecutors  on  July  13 
charged  SabreTech,  an  air- 
craft maintenance  contractor, 
with  third-degree  felony  mur- 
der and  manslaughter  in  con- 
nection with  the  May,  1996, 
crash  of  a  ValuJet  Airlines 
flight  that  killed  110  passen- 
gers and  crew.  Prosecutors 
asserted  that  the  company 
improperly  packed  oxygen 
canisters  into  the  jet's  cargo 
hold  that  caused  the  plane  to 
catch  fire.  A  SabreTech 
spokesman  said  that  the 
crash  resulted  from  "a  chain 
of  human  errors,"  and  that 
the  company  lacked  criminal 
intent. 


TIME  WARNER  ROCKS 
TO  AN  ONLINE  BEAT 

TIME  WARNtfR  CHAIRMAN  GER- 

ald  Levin  has  long  expressed 
his  certainty  that  the  Inter- 
net will  transform  the  music 
business  more  than  any  other. 
On  July  14,  with  Time 
Warner  partner  Sony,  he  put 


those  beliefs  to  the  test  w 
he    announced    an    alii 
aimed  at  turning  their 
lumbia   House   record 
into  a  hot  Web  play.  Aft 
planned  merger  with  lea 
online  music  seller  cdj> 
Time  Warner  and  Sony 
each  own  37%  of  a  new 
still-unnamed  public  con 
ny.  Sony  and  Warner,  tw 
the  top  music  producers, 
now  in  the  position  to  duk 
out  in  the  online  sales  mat 
with  Amazon.com  and  ( 
Music. 

ET  CETERA . . . 


■  Excite@Home  announ 
it  will  buy  Web  merch 
iMall  for  $415  million. 

■  Schlumberger  will  me 
offshore  drilling  operate 
with  Transocean  Offshor*  Hi 

■  The  White  House  rail 
Russia's  quota  for  launch: 
U.  S.  satellites  from  16  to 

■  Egghead.com  and  OnS 
agreed  to  merge  in  a  $^ 
million  stock  swap. 
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It  works  because 

it  was  built  from  the  Internet  up. 

Not  from  a  bureaucracy  down. 
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CDs 
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While  traditional  banks  trundle  online  with  the  same  old  thinking,  we're  harnessing  the  power  of  the 
iternet  to  give  you  new  financial  power.  Like  loan  answers  in  51  seconds.  Electronic  bill  pay.  Even  a  credit  card 
that  saves  5%  at  leading  web  merchants.  Someone  has  to  lead  banking  in  a  new  direction.  Why  not  you? 

www  WingspanBank.com  Q  1999.  Bank  products  by  FCC  National  Bank.  Member  FDIC.  Investments  through  Wingspan  Investment  Services,  Inc.  Member  NASD/SIPC. 


INVESTMENTS  NOT  FDIC  INSURED.  MAY  LOSE  VALUE.  NO  BANK  GUARANTEE. 


IMPORTANT  MESSAGES  CAN  END  UP  ANYWHERE.  SO  GET  SUREPAGE     FROM  PAGEI 
AND  GET  THE  MESSAGE,  NO  MATTER  WHAT.  You're  looking  at  a  message  that  didn't  make  it.  It  tried 
ind  you.  But  you  were  already  or.  a  plane.  Or  you  turned  off  your  pager.  Fortunately,  there's  SurePage  service 
PageNet.  It  stores  messages  when  you  can't  be  reached  and  delivers  them  automatically  when  you're  back  in  ra 
Even  e-mails.  So  get  SurePage.  And  don't  leave  your  messages  behind.  FREE  PERSONAL  TOLL-FREE  NUMBI 
WITH  SUREPAGE.  CALL  I-888-80I-SURE. 
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PageNet  SurePage  features  Motorola's  PFI500  pager  which  offers 

confirmed  message  delivery  to  ensure  you  never  miss  a  message. 
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IN  DOLLAR  BILL  GO  BEYOND 
NCY  DRIBBLING? 


can  run,  shoot,  and  handle  the  ball,  all  right.  But  can  he 
Ian  the  big  game?  Thus  far  in  his  bid  for  the  Democra- 
jc  nomination,  Bill  Bradley  has  executed  his  underdog's 
[gy  well.  The  former  New  York  Knicks  star  is  raising  big 

-$12  million  vs.  Vice-President  Al  Gore's  $18  million. 

Campaigning  on  broad  themes,  which  some  voters  seem 

bard  as  a  refreshing  counterpoint  to  Gore's  numbing 

|nt  plans.  And  by  buttonholing  Democrats  one-on-one  in 

rimary  states,  Bradley  is  beginning  to  impress  political 

•  brokers  with  his  breakaway  potential. 

uble  is,  it's  still  just  potential.  For  all  of 

■:ertions,  Bradley  still  gamers  only  26% 

Tt  in  Iowa  in  the  latest  Des  Moines 

ter  poll  and  32%  in  the  July  8-12  New 

■hire  Poll.  Not  bad,  but  to  hit  the  big 

the  former  New  Jersey  senator  has  to 

new  dimension  to  his  offense.  Here's 
political  pros  look  for: 

Gore's  Attention.  Right  now,  the  Vice- 
dent  ignores  Bradley  and  acts  as  if  he 
in  a  general  election  contest  with  gop 
runner  George  W.  Bush.  The  Veep  is 
cing  the  OOP's  "risky  tax  schemes"  and 
'  to  paint  Bush  as  beholden  to  the  gun 

and  religious  zealots. 
.  if  Bradley's  Democratic  support  edges 

the  danger  zone — say,  40% — Gore  will   BRADLEY:  Cha 
•ced  to  wage  a  two-front  war.  In  essence, 
ey  needs  those  potshots  from  Gore  to  show  activists  he's 
s  same  stage  as  the  Veep. 

iw  the  Contrast:  Bradley  dismisses  Gore  as  a  small- 
pol  and  professes  a  loftier  vision.  Yet  the  differences 

slight.  For  instance,  Bradley  has  unveiled  a  plan  to 
.er  handguns,  outlaw  cheap  pistols,  and  ban  gun  shops 
residential  neighborhoods.  Within  days,  Gore  issued  his 
.•all  for  staffer  licensing  requirements.  "Bradley  doesn't 
guish  himself  clearly  from  Gore,"  says  Drake  Univer- 


CAPITAL  WRAPUP 


sity  political  scientist  Hugh  Winebrenner.  "It's  his  biggest 
problem." 

Bradley  is  working  on  that.  On  July  22,  he'll  unveil  a  plan 
to  curb  special-interest  money  in  politics.  Bradley  refuses 
political  action  committee  cash,  wants  to  ban  unrestricted 
"soft  money"  gifts,  and  may  back  public  subsidies  in  ex- 
change for  spending  caps.  "Gore  won't  be  able  to  match 
this,"  says  an  aide.  Bradley  plans  to  follow  up  this  fall  with 
calls  for  a  new  child-care  system  and  universal  health  care — 
initiatives  unburdened  by  Gore's  need  to  ac- 
tually cost  out  his  programs. 

■  Burrow  Into  the  Base.  Bradley  is  big  with  in- 
dependents. But  most  don't  vote  in  primaries. 
That  means  he  must  cut  into  Gore's  institu- 
tional support  with  activists  such  as  teachers, 
minorities,  and  union  members. 

Bradley  is  reaching  out  to  blacks  by  vowing 
to  make  racial  reconciliation  a  top  priority. 
And  he's  wooing  labor,  especially  industrial 
unionists  who  dislike  the  Administration's 
free-trade  policy.  "We  think  labor  is  in  play," 
says  Bradley  spokesman  Eric  Hauser. 

■  Build  Infrastructure.  Bradley's  strategy  rests 
on  wounding  Gore  early  in  Iowa  or  New 
Hampshire,  then  finishing  him  off  Mar.  7  in 
NewT  York  and  California.  But  pros  can't  dis- 

mp  fund-raiser  cern  much  of  a  Bradley  campaign  outside  the 
first  two  states.  Unless  he  builds  one,  the 
compression  of  the  nominating  calendar  into  the  first  eight 
weeks  of  the  year  could  make  him  another  Gary  Hart.  In 
1984,  Hart  wounded  Walter  F.  Mondale  in  New  Hampshire 
but  lacked  the  organization  elsewhere  to  capitalize. 

Can  Bradley  do  all  these  things  while  running  an  uncon- 
ventional campaign  that,  at  times,  seems  more  like  a  Zen 
meditation  than  a  television-age  crusade?  Insiders  say  no — but 
then,  Bradley  has  proven  the  cognoscenti  wrong  so  far. 

With  Richard  S.  Dunham  and  Lorraine  Woellert 


ELTERING  THE  TAX  SHELTERS     TARGETING  AIRPORT  SLOTS 


linton  Administration  efforts  to 
k  down  on  corporate  tax  shelters 
D  doomed  for  the  year.  House 
,s  &  Means  Chairman  Bill  Archer 
Bex.)  effectively  buried  the  initia- 

by  announcing  his  panel  won't 
I)  hold  hearings  until  fall,  consid- 
I  too  late  to  include  a  broad  crack- 
rn  in  any  tax  measure  this  year. 
eed,  qop  tax  hills  include  provisions 

tax-shelter  critics  say  will  expand 
avoidance  opportunities,  especially 
multinational  corporations. 


►  First  they  went  after  Big  Tobacco, 
then  Microsoft  Corp.  Now,  state  at- 
torneys general  are  eyeing  airlines. 
Thirty-one  AGS  back  Senate  Commerce 
Chairman  John  McCain's  (R-Ariz.)  bill 
to  boost  landing  and  takeoff  slots  for 
low-cost  carriers  at  big  airports  domi- 
nated by  the  majors.  The  goal:  cheaper 
service  to  smaller  cities.  The  Acs'  deci- 
sion to  back  the  bill,  which  could  go  to 
the  Senate  floor  as  early  as  Aug.  1,  is 
pari  Of  a  larger  antitrust  review  of  air- 
line practices.  Litigation  is  possible. 


CHAMBER:  RESUME  CUBA  TRADE 

►  The  drive  to  ease  the  U.  S.  trade 
embargo  on  Cuba  could  get  a  big  boost 
from  the  July  13-15  visit  there  by  U.  S. 
Chamber  of  Commerce  President 
Thomas  J.  Donohue.  He  met  with 
Cuban  entrepreneurs  and  was  sched- 
uled to  sit  down  with  Fidel  Castro  on 
July  14.  The  Chamber  opposes  I 
sanctions  on  Cuba.  To  strengthen 
Cuban  l'.  S.  business  ties.  Donohue 
will  organize  a  uroup  of  Cuban  entre- 
preneurs and  ( Ibamber  officials,  and 
hopes  to  open  a  Havana  offi( 


. 
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He  speaks  softly  but  wields  great 
power,  a  general  whom  Indonesia's 
soldiers  follow  and  whom  civilians 
respect — and  fear.  He  is  central  to 
Indonesia's  political  drama  and  its  even- 
tual economic  recovery.  Yet  throughout 
the  tumult  of  Indonesia's  legislative  elec- 
tions in  June  and  their  aftermath,  no  one 
knew  how  Armed  Forces  Commander- 
in-Chief  Wiranto  would  act.  Would  he 
stand  aloof  from  the  post-election  jock- 
eying for  President?  Or  would  he  pre- 
serve the  Army's  traditional  support  of 
Golkar,  the  party  that  backed  Suharto, 
and  his  successor,  B.J.  Habibie? 

Well,  the  General  has  finally  inter- 


vened. On  July  7  and  8,  Wiranto  sum- 
moned top  generals  to  a  "commanders 
call,"  say  army  officers  who  attended 
and  government  officials  briefed  later. 
The  meetings  took  place  at  Indonesia's 
Armed  Forces  Headquarters,  a  sprawl 
of  barracks  and  bunkers  on  the  leafy 
outskirts  of  Jakarta.  Several  provincial 
military  commanders  were  invited,  as 
well  as  five  of  Wiranto's  top  generals 
based  in  Jakarta.  Excluded  from  the 
table  were  those  generals  who  favor  an 
Islamic  state  and  back  President  Habi- 
bie. The  agenda:  to  hammer  out  plans 
for  Indonesia's  next  government. 
Wiranto's  muscular  men  in  green  uni- 


forms deliberated  for  two  days,  t  »f. , 
granted  their  commander  full  supj    j 
to  put  together  a  coalition  govt  B 
ment — and  whatever  role  in  it  he  ch    <,, 
es.  The  most  likely  lineup  expecte(  j, 
be  announced  in  the  next  few  we  -r 
popular  opposition   leader  Megafl  it 
Sukarnoputri  as  President,  and  Wirar 
himself  as  the  truly  powerful  Vice-P)  jt , 
ident.  And  current  President  Habit  \ 
He's  out  at  the  end  of  his  term.  Wii  ,„ 
to,  according  to  the  sources,  even  p 
cured    the    blessing    of  ex-Presid  j 
Suharto.  Wiranto  and  his  aides  are  1 1,„ 
trying  to  cement  the  details  of  the  d  0I| 
which  could  still  run  into  trouble  if  v«] 
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ictious  parties    and  Habibie  him 
Inn'!  Call  into  line.  The  final  vote 
is  due  on  July  21.  At  the  mo 
Wiranto's  plan  has  the  edge, 
not  exactly  democracy.  Wiranto's 
play  is  sure  to  disgust  many  vot- 
ut  with  the  military  an  always-om- 
•nt  force  in  Indonesian  politics, 
;  tlic  most  powerful  general  in  the 
y  emerge  at  the  helm  could  result 
most  stable  government  Indone- 
uld  hope  for.  After  all,  the  econo- 
is  embarked  on  the  first  stages  of 
•very  that  needs  a  stable  environ- 
to  thrive.  And  since  none  of  the 
lajor  parties  was  on  the  way  to 
lg  a  clear  mandate,  a  shaky  coali- 
>oked  likely. 

?n  the  popular  Megawati,  whose 
esian  Democratic  Party-Struggle 
ading  all  other's  with  roughly  35% 
vote,  has  not  garnered  enough  to 
i  solid  majority.  And  a  complicated 
~al  process  threatened  to  cheat  her 
pivsidency  during  elections  in  Octo- 
f  Megawati  is  not  going  to  be  Pres- 
there's  going  to  be  chaos  in  this 
y,"  says  Jusuf  Wanandi,  director 
Center  for  Strategic  &  Interna- 
Studies  (tsis),  a  Jakarta  think  tank. 
it's  why  Wiranto  stepped  into  the 
•  vacuum,  offering  himself  as  com- 
se  candidate  and  kingmaker.  A 
concern    of    the    generals    was 
der  Megawati  would  agree  to  the 
?ement.  Yet  Megawati  knows  that 
litician  can  be  President  without 
lilitary's  backing.  And  even  stu- 
indicate  they  could  accept  the 
ranise  if  it  resulted  in  a  Megawati 
ency.  Says  Pius  Lustrilanang,  who 
radical  student  group  before  run- 
or  office  under  Megawati:  "I  don't 
t.  But  the  power  between  pro- 
Die  and  pro-Megawati  forces  is 
balanced,  so  finally  it  rests  on  who 
ilitary  wants." 

mage.  So  the  generals  decided. 

to  should  be  either  President  or 

'resident,    and    he    should    ask 

wati — as  the  biggest  vote-getter 

_i  election — to  assume  the  other 

if  Talks  with  Megawati  about  the 

i  Jement  were  still  under  way  as 

I.  y  14.  The  popular  daughter  of  In- 

ilia's  first  President  since  indepen- 

;i  | ,  Sukarno,  she  has  been  silent 

\  'the  polls  closed  on  June  7. 

.'  i-anto  has  also  sought  the  blessing  of 

$  lientor,   Suharto.   Even  after  his 

I  •  from  power,  Suharto  wields  con- 

1  ible  inlluence  among  Indonesia's 

it  <\  fomner  general,  Suharto's  word  is 

deeded  in  the  upper  reaches  of  the 

I   rv.    \ih1   under   Indonesia's  age-old 

s  n  of  patronage,  Wiranto  still  seeks 

rilto's  advice  before  making  major 

i|  ins,  according  to  his  aides.  "When 

1  held  absolute  power  for  .'!•",  years. 


you   don't    |0M   it    all   in 
just   one  year,"  says  a 

finance  Indu  try  ,  ource 

also  close  to  Suharto. 

So  at  their  meeting 

on  duly  8,  Suharto  gave 
Wiranto  his  blessing  to 
proceed.      In     return, 
Wiranto  gave  Suharto 
a  tacit  assurance  that 
he  would  be  pardoned, 
and     may     not     even 
stand  trial,  for  three 
decades  of  corruption 
under  his  rule.  Wiranto 
and  Suharto,  with  the 
studied  calm  and  low  voices  character- 
istic of  the  Javanese  elite,  also  reached 
an  understanding  that  no  vigorous  at- 
tempts to  uncover  Suharto's  billions 
would  be  made,  according  to  an  army 
officer  familiar  with  the  discussion.  And 
Suharto  quietly  indicated  that  Habibie 
should  not  stay  on  for  a  second  term, 
according  to  the  insiders. 

If  Wiranto  pulls  off  this  arrangement, 
it's  still  unclear-  whether  he  will  emerge 
as  a  strongman  in  the  mold  of  Suharto 
or  actually  solidify  Indonesia's  fledgling 


The  army  chief 
sought  his  mentor, 


the  army's  usual 
roleofbehind-the 
scenes  arbiter 


him     a       a     man     who 

i.i   card 
In-  chest  and  often  re 

Hon-  directly,  indeed, 

Suharto  s,  blessing  i*e  Suharto ..  the  be 

ginning  of  hi.-  national 
before  taking  On  career,  little  i    Iron 

about   Wiranto.  He 
not  available  for  an  in- 
terview.   Hut    he    has 
said  that  the  military 
would  not  remain  neu- 
tral   in    the    election. 
And  his  aides  say  he 
supports   a  policy   of 
gradually  separating  the  military  from 
its  traditional  "dual  function"  role  as  a 
political  and  military  one. 
NO  PROBE.  Wiranto  harbors  no  illusions 
about  the  Indonesian  military's  poor  hu- 
man-rights record.  But  his  aides  say  he 
does  not  believe  in  investigating  abuses 
by  the  military.  He  has  said  an  investi- 
gation would  only  destabilize  the  army 
at  a  time  when  he's  trying  to  hold  it  to- 
gether. But  critics  say  Wiranto  is  mere- 
ly avoiding  a  Pandora's  box  that  would 
implicate  his  loyal  generals. 

Little  is  known, 
too,  about  Wiran- 
to's economic  poli- 
cies. After  consol- 
idating power, 
economic  matters 
are  next.  Lieu- 
tenant General 
Bambang  Yudhoy- 
ono,  who  is  tipped 
as  Wiranto's  suc- 
cessor as  head  of 
the  military,  says 
Wiranto  would 
seek  to  appoint  an 
economic  council 
of  civilian  experts 
to  "find  a  compre- 
hensive solution 
for  the  Indonesian 
economy." 

Indonesia's  frag- 
ile recovery  can 
only  last  if  the 
country  avoids  the  kind  of  unrest  and 
violence  that  characterized  the  end  of 
Suharto's  reign.  If  Megawati,  Habibie — 
and  the  Indonesian  public — accept  Wir'an- 
to  as  both  kingmaker  and  compromiser, 
that  could  happen.  A  similar  deal  be- 
tween Corazon  Aquino  and  General  Fidel 
Ramos  calmed  the  Philippines  after  a 
tumultuous  period  in  the  1980s.  "People 
are  hm'king  toward  some  political  figure 
who  shows  proven  stability  and  focus," 
says  Education  Minister  Juwono  Sudar- 
sono,  a  respected  political  scientist. 
Wiranto  just  might  be  the  man. 

By  Michael  Shan  in  Jakarta,  with 
Sheri  Prasso  >n  New  York 


MEGAWATI'S  FANS  They  gave  her  a  third  of  the 
vote-  not  enough  for  a  clear  majority 


democracy.  Much  depends  on  the  acqui- 
escence of  Habibie,  who  has  indicated  he 
might  not  accept  being  left  out  of  the 
coalition.  Habibie,  like  Wiranto,  has  long 
had  a  close  relationship  with  Suharto. 

But  it  is  Wiranto  who  is  most  like 
Suharto.  Suharto  recruited  him  as  his 
aide-de-camp  in  1989  and  promoted  him 
to  armed  forces  commander-in-chief 
shortly  before  riots  forced  his  resignation. 
"This  was  not  just  a  purely  professional 
[relationship!,"  observes  Harold  Crouch, 
an  Indonesia  expert  at  Australian  Na- 
tional University  in  Canberra.  "Wiranto 
was  pail  of  the  extended  family." 

Those  who  know  Wiranto  describe 
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International  Business 


SOUTH  KOREA 

SO  MUCH 
FOR  REFORM 

Why  the  Hyundai-LG  merger 
isn't  likely  to  be  imitated 

At  10  p.m.  on  July  7,  Hyundai  Elec- 
tronics Industries  Co.  finally  got 
its  deal.  The  Korean  chipmaker 
formally  acquired  rival  LG  Semicon  for 
$5.4  billion,  after  more  than  a  year  of 
political  intrigue  and  clan  rivalry.  The 
result:  the  world's  biggest  maker  of 
memory  chips. 

It  would  be  nice  to  imagine  that  this 
acquisition  is  the  beginning  of  a  trend. 
After  all,  South  Korean  President  Kim 
Dae  Jung  has  told  chaebol  chiefs  that 
they  must  sell  off  their  less  competi- 
tive divisions  and  focus  operations.  Only 
that  way,  says  Kim,  will  Korea  Inc.  re- 
gain its  health  and  foster  new  areas  of 
growth.  But  far  from  being  the  first  of 
its  kind,  the  LG-Hyundai  deal  may  be 
the  only  one  of  its  kind.  Top  chaebol 
executives  are  balking  at  further  deals 
as  President  Kim's  political  strength 
slips.  With  industrial  pro- 
duction up  to  pre-crisis 
levels,  the  biggest  chae- 
bol see  no  need  for  more 
mergers. 

Of  course,  overcapacity 
still  plagues  the  econo- 
my, and  many  cliaebol  di- 
visions remain  in  the  red. 
But  chaebol  executives 
see  the  sale  of  any  asset 
to  a  rival  as  a  humilia- 
tion. And  they  will  fight 
to  avoid  that  dishonor,  as 
lg's  top  managers  did  in 
the  LG-Hyundai  deal.  In- 
deed, the  merger  panned 
out  only  because  of  the 
enormous  pressure  the 
chaebol  all  felt  during  the 
darkest  days  of  the  crisis. 
And  the  chip  industry, 
plagued  by  overcapacity 
and  a  price  collapse,  was 
ripe  for  a  shakeup. 
PRESIDENTIAL  SUMMONS.  So  in  Septem- 
ber, 1998,  the  Federation  of  Korean  In- 
dustries recommended  that  LG  and 
Hyundai  merge  then-  semiconductor  op- 
erations. It  brought  in  U.  S.  consulting 
firm  Arthur  D.  Little  Inc.  to  decide 
which  partner  should  be  the  dominant 
player.  But  the  day  before  the  only 
scheduled  adl  visit  to  its  semiconductor 


Even  though 
shareholders 
gain,  LG  ex« 
see  the  de 
as  a  loss 


A  NEW  CHIP  GIANT 


The  merger  between 
Hyundai  Electronics  and  LG 
Semicon  creates  the  biggest 
DRAM  chipmaker  in  the 
world,  with  combined  sales 
of  $2.8  billion  and  global 
market  share  of  23%. 

wmmnmm 

Total  employment  is  17,000. 
Hyundai  has  promised  not 
to  cut  any  LG  staff  for  two 
years. 


RESEARCH 


Combined  company  will 
have  3,600  researchers  and 
a  budget  of  $300  million. 

DATA:  COMPANY  REPORTS 


factories,  lg 
canceled  the  trip, 
says  Taesoo  Jung, 
director-in-charge  of  Ar 
thur  D.  Little's  Seou 
branch.  In  December,  an  adl 
team  found  that  Hyundai  was  the 
stronger  player  and  should  buy  lg's 
chip  assets,  lg  executives  were  furious. 
Alarmed,  Kim  Dae  Jung  summoned 
LG  Group  Chairman  Koo  Bon  Moo  and 
Hyundai  Electronics  Chairman  Chung 
Mong  Hun  to  the  presidential  Blue 
House  on  Jan.  6.  There  lg's  Koo  sur- 
prised the  President  by  agreeing  to  end 
resistance  and  give  up  the  chip  busi- 
ness. The  next  day,  lg's 
executive  in  charge  of 
restructuring,  Kang  Yu 
Sig,  and  Hyundai  Elec- 
tronics President  Kim 
Young  Hwan  signed  an 
agreement  to  wrap  up 
the  deal  by  Jan.  31. 

Yet  when  negotiations 
started  in  earnest,  lg 
asked  for  $5.63  a  share, 
more  than  six  times 
what  the  stock  was  sell- 
ing for  when  the  deal 
was  announced.  By  ask- 
ing for  such  a  high  price, 
the  company  could  stall 
for  time  and  hope  that 
the  political  pressure 
would  ease  enough  for 
LG  to  walk  away  from 
the  merger  agreement. 

So  the  January  dead- 
line came  and  went  with 
little  progress.  The  next 
target  was  Feb.  25,  the  first  anniversary 
of  Kim  Dae  Jung's  inauguration.  The 
government  turned  to  its  Corporate  Re- 
structuring Coordination  Committee  to 
mediate.  On  Feb.  20,  lg's  investment 
bankers  argued  before  the  committee 
that  the  company  was  being  forced  to 
sell  at  the  bottom  of  the  highly  cyclical 
semiconductor  business.  But  H\mndai's 


bankers  countered  that  the  busi 
would  require  much  higher  investm 
than  lg  projected.  Feb.  25  passed  \ 
out  an  agreement,  and  lg>  continue 
demand  more  than  four  times  ^ 
Hyundai  offered. 

In  stepped  the  powerful  head  ol 
Financial  Supervisory  Commission, 
Hun  Jai.  Lee  started  investigating 
ports  of  stock  manipulation  by 
Chung  family,  the  clan  that  cont 
Hyundai.  He  also  said  he  would  cu 
bank  loans  to  whichever  party  was  1 
ing  up  the  deal.  That  did  the  trick, 
[price]  gap  narrowed,"  says  an  lg  S 
conductor  board  member.  On  Apr. 
the  two  chairmen,  Koo  and  Chi 
agreed  to  a  deal,  lg  executives  1 
declined  to  comment,  but  sources 
the  sale  has  deeply  upset  their  cl 
man.  "I  feel  like  a  loser,"  an  assoc 
says  Koo  told  him. 

For  Hyundai,  the  hard  work  is 
beginning.  On  July  8,  Hyundai  E 
tronics  President  Kim  headed  for 
plants  to  shore  up  morale.  Kim 
that  he  doesn't  expect  any  lay 
among  plant  or  R&D  staff.  "I  assi 
them  that  the  jobs  were  theirs  to  lo 
says  Kim.  Perhaps.  But  Korea  Inc. 
ready  losing  something — the  momen 
for  reform. 

By  Mark  L.  Clifford,  with  Jem 
Veale,  in  Seoul 
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END.  RECEIUE.  REACT 
HIS  AIN'T  NO  BEEPER. 
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Call  1-888-290-1661  today  for  our  30-day  Satisfaction  Guaranteed  trial  offer  and  get  your  team  up  to  speed* 


[South  Interactive  Paging™  Service 


Can  you  send  a  fax  with  a  beeper?  How  about  an  e-mail?  Can  you 
respond  to  incoming  messages  on  the  spot  using  a  beeper?  Don't  think 
so.  But  then,  we're  not  talking  about  a  beeper.  We're  talking  about  the  latest  in  interactive  paging.  Using  a 
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ARGENTINA 


SWEATING  IN 
BUENOS  AIRES 

Now,  investors  are  asking 
'What  else  can  go  wrong?' 

Once  again,  the  remarks  of  a  rebel- 
lious politician  set  off  a  rout  in 
Latin  America's  financial  markets. 
On  July  12,  after  Argentine  presidential 
candidate  Eduardo  Duhalde  said  he 
would  ask  Pope  John  Paul  II  to  sup- 
port a  one-year  moratorium  on  foreign 
debt  payments,  Argentine  stocks  and 
bonds  plunged:  The  Buenos  Aires  bolsa 
fell  by  9%.  Markets  around  the  region 
quickly  followed.  The  near-panic  was 
similar  to  what  occurred  in  Brazil  in 
January,  when  a  state  governor  an- 
nounced that  he  wouldn't  pay  debt  owed 
to  the  federal  government.  A  week  lat- 
er, Brazil  was  forced  into  a  chaotic  de- 
valuation that  sent  investors  racing  for 
the  exits. 

Argentina  does  not  look  as  if  it  will 
unravel  imminently.  The  day  following 
the  sell-off,  the  stock  market  rallied 
when  investment  banks,  including  Sa- 
lomon Smith  Barney  and  Lehman 
Brothers  Inc.,  discouraged  clients  from 
pulling  out  and  after  Duhalde  appeared 
to  backtrack.  Furthermore,  Buenos 
Aires  has  $27  billion  in  currency  re- 
serves— more  than  enough  to  stave  off  a 
speculative  attack  on  the  peso.  The 
country  also  has  a  $2.8  billion  line  of 
credit  available  from  the  International 
Monetary  Fund.  "There  was  an  over- 
reaction  in  an  already  nervous  market," 


SPENT:  Worn-out 
brokers  hare 
problems  making 
sense  the  market 

explained  Econo- 
my Minister 
Roque  Fernandez. 
Perhaps.  But 
the  economy  is  in 
a  precarious  posi- 
tion, and  it  could 
worsen  in  coming 
weeks  and 

months.  The  lame- 
duck  government 
of  President  Car- 
los Saul  Menem 
must  fund  a  bud- 
get deficit  expect- 
ed to  exceed  $5 
billion  this  year — 1.7%  of  GDP.  That  will 
be  tough.  Recession-weary  Argentines 
are  fed  up  with  tax  increases  and 
spending  cuts.  Investors  are  increasing- 
ly reluctant  to  buy  Argentine  debt. 

Adding  to  the  uncertainty  is  the  cam- 
paign for  October's  presidential  election. 
Menem,  who  has  pushed  Argentina  into 
the  global  economy,  is  leaving  office  af- 
ter ten  years.  The  leading  contenders  to 
replace  him — Fernando  de  la  Rua,  the 
mayor  of  Buenos  Aires  and  candidate  of 
the  opposition  Alliance,  and  Duhalde, 
who  is  a  Peronist — have  unsettled  in- 
vestors by  wavering  in  their  commit- 
ment to  open  markets 
and  fiscal  austerity.  Un- 
der Argentina's  currency 
board  system,  in  which 
each  peso  in  circulation 
is  backed  by  reserves, 
the  government  does 
not  adjust  monetary  pol- 
icy. That  makes  fiscal 
discipline  essential  to 
market  credibility. 

Meanwhile,  Argenti- 
na's second  recession  in 
four  years  is  expected 
to  shrink  the  economy 
by  2%  to  3%  this  year. 
Unemployment  is  now 
approaching  15%.  Ex- 
ports, hurt  by  Brazil's  33%  devaluation 
and  low  commodity  prices,  will  drop 
15%  or  so,  to  $22  billion.  The  automotive 
industry,  which  accounts  for  13.5%  of 
national  output,  is  reeling.  Fears  are 
growing  that  the  country  might  be 
forced  to  devalue  the  peso.  But  Menem 
and  both  candidates  insist  that  they 
won't. 

Menem,  as  a  strategy  for  discourag- 
ing currency  speculators,  has  promoted 
adoption  of  the  U.  S.  dollar  as  the  na- 
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tion's  currency.  The  thinking  is 
speculators  would  leave  Argentina  ; 
since  there  would  in  effect  be  no 
rency  to  attack.  However,  dollariz; 
would  not  resolve  the  budget  de 
and  it  wouldn't  eliminate  the  800-] 
premium  over  U.  S.  Treasuries  inve 
now  demand  on  Argentine  bonds 

In  fact,  Argentina  already  is  s 
dollarized.  Under  the  currency  b( 
the  peso  and  dollar  are  exchanged  fi 
everywhere,  from  banks  to  restaur 
Prices  are  set  with  the  dollar  as 
erence,  and  more  than  half  of  all 
deposits    are    in    greenbacks.    I 
Duhalde  and  De  la  Rua  say  they 
the  board,  but  both  have  dodged 
question  of  dollarization  to  avoid  b 
seen  as  stealing  the  idea  from  Mei 
Talks  with  the  U.  S.  on  adopting 
dollar  will  be  stalled  at  least  until 
next  President  takes  office  in  Decen 
THE  BIG  PICTURE.  But  Duhalde's  ren 
has  raised  a  longer-term  concern: 
Argentina  pay  off  its  debt,  which 
grow  to  $140  billion  this  year,  from 
billion  two  years  ago?  At  a  July  13 
tion,  the  Treasury  gave  investors 
much  as  five  percentage  points  ir 
than  a  month  earlier.  Argentina,  w 
has  issued  $8  billion  worth  of  pa 
abroad  this  year,  is  Latin  Ameri 
leading  foreign  borrower.  Its  6-to-l  d 
to-export  ratio  is  the  region's  highes 
$500  million  debt  swap  in  Buenos  A 
was  postponed  on  July  14  because 
market  turmoil.  "Thi 
an  inopportune  tin 
says  Treasury  Secret 
Pablo  E.  Guidotti. 
market  is  expensive. 

Argentina    still 
time  to  wriggle  ou 
its  predicament.  Bu 
will  have  to  cut  spe 
ing  to  appease  the  m 
kets.  It  could  also 
the  crisis  as  a  rally 
point   to   push   stal 
measures  that  invest 
and  the  IMF  have  urj 
for  years.   One  is 
proposed  "fiscal  conv( 
ibility   law."    It   wo 
limit  public  spending  and  debt  and 
ate  a  rainy  day  fund  to  soften  the  bio 
of  future  financial  crises.  Menem  coi 
also  revive  reform  of  inflexible  lat 
laws.  "Labor  reform  is  the  big  on 
says  Abel  Viglione,  an  economist 
fiel,  a  Buenos  Aires  think  tank. 

With  the  populace  restless  and 
vestors  skeptical,  the  government  mi 
act  boldly  or  risk  handing  over  a  col 
try  in  turmoil  to  a  new  President 

By  Ian  Katz  in  Sao  Pa% 
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International  Outlook 


EDITED  BY  PAUL  MAGNUSSON 

WHY  SYRIA'S  ASSAD 
MAY  BE  READY  TO  DEAL 


Syria's  President  Hafez  al-Assad  and  recently  elected  Is- 
raeli Prime  Minister  Ehud  Barak  haven't  exactly  formed 
a  mutual  admiration  society.  But  an  exchange  of  re- 
spectful statements  between  the  two  leaders  suggests  that  a 
solution  to  the  toughest  part  of  the  Arab-Israeli  conflict 
could  be  near.  In  the  past,  Syria  resisted  Middle  East  deals 
and  blocked  wider  peace  in  the  region.  But  now,  the  Syrians 
are  publicly  calling  for  talks  to  end  50  years  of  hostilities. 

Several  currents  seem  to  be  pushing  Syria.  Assad,  68,  and 
reportedly  in  ill  health,  may  want  to  wrap  up  a 
deal  soon.  The  Syrians  see  Barak  as  a  man 
they  can  do  business  with,  in  contrast  with  his 
hard-line  predecessor,  Benjamin  Netanyahu. 
"The  Syrians  thought  all  Israeli  Piime  Ministers 
were  equally  bad,  but  Netanyahu  taught  them 
a  lesson,"  says  Rosemary  Hollis,  head  of  Middle 
East  programs  at  the  Royal  Institute  of  In- 
ternational Affairs  in  London. 
ECONOMIC  WOES.  A  likely  deal  would  see  Is- 
rael pulling  back  from  the  Golan  Heights, 
which  it  occupied  in  1967,  in  exchange  for 
peace.  Buffer  zones  and  monitoring,  possibly 
involving  the  U.  S.,  would  be  arranged.  Israel 
would  also  expect  Syria  to  use  its  influence 
with  the  Hezbollah  guerrillas  to  calm  Israel's 
border  with  Lebanon.  That  would  allow  Barak 
to  achieve  his  goal  of  pulling  Israeli  troops 
out  of  South  Lebanon,  where  ambushes  and 
bombs  have  killed  39  Israeli  soldiers  in  the  past  18  months. 
Assad  would  probably  like  to  spare  his  son  and  possible 
successor,  Beshar,  the  difficulty  of  making  such  a  peace. 
Beshar  originally  trained  to  be  an  ophthalmologist  until  Assad 
brought  him  home  from  Britain  and  pushed  him  through  a  se- 
ries of  high-profile  military  positions  following  the  death  of 
Beshar's  brother,  Basel,  in  a  car  wreck  in  1994.  Beshar,  34,  is 
undoubtedly  a  soft  peach  compared  with  his  father,  who 
deals  ruthlessly  with  any  challengers.  A  divisive  peace  ini- 


ASSAD:  Sparing  his  heir 


tiative  after  the  father's  passing  might  not  sit  well  witl 
military  and  intelligence  commanders  whose  support  Be 
would  need  to  maintain  control. 

Assad  has  other  reasons  for  wanting  to  make  peace, 
gering  military  expenditures  have  left  the  Syrian  ecoi 
among  the  most  stagnant  in  the  region,  with  annual  in( 
per  capita  only  about  $1,000.  The  government  owes' 
$20  billion — much  of  it  to  Russia,  and  a  drought  is  rui 
Syria's  grain  production.  Yet  Assad  can  expect  little  aid 
the  West  until  he  makes  peace. 

Although  settling  differences  with  Is 
may  seem  logical  for  Assad,  it  is  by  no  mea 
done  deal.  He  takes  his  role  as  defende 
Arab  lands  seriously  and  can  be  expecte 
bargain  hard.  While  Barak  seems  to  ac 
that  he  will  have  to  return  the  Golan,  mucl 
mains  to  be  decided  on  minor  territorial 
justments,  timing,  and  monitoring.  If  the  t 
which  could  start  by  late  summer,  get  st 
Assad  could  use  Lebanon's  Hezbollah  mil 
which  he  influences,  to  put  pressure  on  Is 
wide  REACH.  Yet  Syria  is  not  the  pow« 
used  to  be.  After  the  cold  war  ended  and  ! 
ia's  key  supporter,  the  Soviet  Union,  colla 
the  country's  military  strength  declined. 
Arab  nationalist  Baath  regime' has  bee 
something  of  an  anachronism. 

Still,  an  Israeli-Syria  deal  could  have 
reaching  impact.  If  Syria,  Israel's  most  implacable  foe,  di 
its  hostility,  everyone  else  in  the  region  would  have  a  gr 
light  to  do  the  same,  and  some  of  the  steam  would  be  ta  t 
out  of  hard-line  Palestinian  groups,  such  as  Hamas.  There   1 
ready  are  signs  that  Iran  would  accept  a  Syrian-Israeli  d  '  f 
The  region's  peoples,  who  have  endured  decades  of  pove 
and  dictatorship,  just  may  have  a  shot  at  something  bett 

By  Stanley  Reed  in  Lone 
with  Neal  Sandler  in  Jerusat 


GLOBAL  WRAPUP 


SETBACK  FOR  IRAN'S  KHATAMI 

►  The  violent  clashes  between  pro- 
democracy  demonstrators  and  securi- 
ty forces  in  Iran  threaten  President 
Mohammed  Khatami's  promising 
reform  effort.  Khatami,  who  was 
elected  in  1997,  has  a  long-term  strat- 
egy of  gradually  opening  up  the  politi- 
cal system  and  restoring  Iran  to  a 
more  normal  status  in  the  world.  He 
has  already  vastly  improved  relations 
with  Saudi  Arabia  and  restored  diplo- 
matic ties  with  Britain.  Cultural 
exchanges  with  the  U.  S.  are  under 


way,  and  some  observers  thought 
Iran's  relations  with  the  U.  S.  might 
be  normalized  after  the  U.  S.  Presi- 
dential election  in  2000. 

The  troubles  began  escalating  after 
security  forces  and  regime  hard-liners 
overreacted  to  student  protests  over 
the  closing  of  a  moderate  newspaper. 
Security  forces  and  regime  hard-liners 
staged  a  raid  on  the  dormitories  of  the 
University  of  Tehran  on  July  9,  beating 
up  students.  The  students  defended 
themselves,  and  the  situation  degener- 
ated into  a  pitched  battle  on  July  13. 

The  violence  has  left  the  two  sides 


polarized.  The  big  question  is  whetht 
Khatami  can  play  peacemaker. 

Khatami  also  has  to  persuade  the 
more  radical  advocates  of  reform  to 
give  him  time.  Continued  clashes  cou 
lead  to  a  brutal  crackdown  reminisce] 
of  the  Tiananmen  Square  putsch  in 
China  in  1989. 

"In  a  confrontation  between  reform 
and  repression,  the  forces  of  repressic 
have  all  the  muscle,"  says  Gary  Sick, 
an  Iran  specialist  at  Columbia  Univer 
sity  in  New  York.  The  riots  are  abat- 
ing for  now,  but  Iran's  troubles  as  it 
moves  toward  reform  have  only  be; 
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Marketing 


EXECUTIVE  SUITE 


MAD  AVE: 
A  STAR 
IS  REBORN 

But  can  Charlotte  Beers  bring  back 
the  glory  days  at  J.  Walter  Thompson? 


At  the  May  luncheon  of  the  Ad 
Club  of  New  York,  the  big  news 
didn't  have  anything  to  do  with 
the  latest  advertising  trends.  The 
real  buzz  concerned  the  return  of  one  of 
the  ad  world's  most  popular  and  influ- 
ential figures.  Seated  at  the  J.  Walter 
Thompson  Co.  table  was  Charlotte 
Beers,  the  most  powerful  woman  ever 
to  work  on  Madison  Avenue,  who  has 
recently  come  out  of  retirement  to  take 
the  chairman's  job  at  jwt.  Beers's  pres- 
ence was  a  keynote 
event.  Two  of  the  day's 
three  speakers  inter- 
rupted their  prepared 
remarks  to  welcome 
her  back.  "[She's]  one 
of  the  old  guard,"  says 


LOW  STANDING 


and  even  their  own  clients,  who  are  in- 
creasingly orchestrating  their  own 
branding  strategies,  agencies  like  jwt 
are  losing  clout  with  customers. 

That's  where  Beers  comes  in.  An  in- 
dustry veteran  known  for  her  glam- 
orous friends — Martha  Stewart  and 
Ellen  Burstyn  are  pals — and  her  ability 
to  cement  client  relationships,  Beers  has 
been  lured  back  from  emeritus  status  to 
take  the  chair  at  Thompson,  where  she 
began  her  advertising  career  30  years 
ago  as  a  lowly  assis- 
tant account  executive. 
It's  a  challenge  Beers, 
63,  didn't  need  to  take 
on.  She  retired  in  1997 
after  a  long  and  tri- 
umphant career  that 


Asked  to  rank  marketing  tac- 
tics in  order  of  importance, 
only  10%  of  senior  executives 
put  advertising  at  the  top 

Burt  Mam  ng,  68,  ex-  PR0DU.CLDEVMPMENT  29A°/o  included     the     turn- 

jwt  chairman'  and  an  STRATEGIC  PLANNING  26.8  around  of  ad  agency 

advisor      with      the  pUBLIC  RELATIONS  15.5  Ogilvy      &      Mather 

American  Association  i: Worldwide  Inc.  in  the 

ofTdvertislng  Agen-  RESEARCH  &DEVEL0PMENT M...  '80s,  the  top  slot  at 


cies,  known  as  the 
Four  As.  "Back  to  do 
what  we  do  best." 


FINANCIAL  STRATEGIES  13.6 

ADVERTISING  10.3 


Chicago-based  agency 
Euro  RCSG  Tatham, 
and  a  stint  as  the  first 
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JWT,  and  by  extension 
much  of  the  industry  as  it  scrambles  to 
remain  relevant  at  a  time  when  tradi- 
tional notions  of  how  to  market  products 
to  consumers  are  undergoing  rapid  and 
radical  change.  Nowhere  is  the  fallout 
from  that  change  more  apparent  than  at 
J.  Walter  Thompson,  a  135-year-old 
agency  that  helped  to  invent  the  veiy 
concept  of  modern  advertising.  But 
these  days,  its  influence  is  on  the  wane. 
Facing  pressure  from  upstart  Internet 
agencies,  specialized  consulting  firms, 


Four  As. 

Beers  brings  to  her  latest  job  decades 
of  experience  during  Madison  Avenue's 
glory  days  in  the  70s  and  '80s.  The  ob- 
vious question:  In  an  age  when  clients 
are  demanding  an  array  of.  marketing 
techniques  that  barely  existed  when 
Beers  entered  the  business,  is  she  the 
right  person  to  reinvent  the  traditional 
ad  agency?  To  many  in  the  industry, 
her  ascension  signals  a  return  to  the 
days  when  the  ad  agency  was  the 
guardian  and  steward  of  the  client's 


i 
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Marketin 


master  at  what 


brand.  But  some  marketing  experts  are 
less  sure.  "This  is  either  the  new  be- 
ginning or  the  last  dance  of  the  di- 
nosaurs," says  Sam  Craig,  professor  of 
marketing  and  international  business  at 
New  York  University. 

The  Queen  of  Madison  Avenue  faces 
a  twofold  task:  She  must  keep  old 
clients  satisfied  with  the  traditional  ser- 
vices at  Thompson  while  simultaneously 
inspiring  the  firm  to  rethink  its  mis- 
sion. From  her  Queen  Anne-furnished 
office  in  Thompson's  Manhattan  head- 
quarters, Beers  is  attempting  to  recast 
jwt  as  master  brand  strategist.  She's 
crafting  a  detailed  mission  statement 
for  the  firm.  To  bolster  the  new  Thomp- 
son, she's  aggressively  recruiting  talent 
in  hot  areas  such  as  Internet  and  en- 
tertainment marketing.  She  brought  in 
Mary  Baglivo,  ceo  of  a  Chicago  ad 
agency,  as  chief  marketing  officer  to 
burnish  the  Thompson  brand  and  sell 
the  new  vision  to  both  staff  and  clients. 
"We  are  being  called  upon  to  articulate 
a  vision  for  our  time.  That's  not  a  strat- 
egy, it's  a  context  for  the  future,"  Beers 
says.  "I'm  here  as  part  of  true  period  of 
reinvention." 

Thompson  is  still 
used  to  be  the 
most  prized  form 
of  advertising — the 
TV  commercial.  It 
boasts  in  its 
archives  such  clas- 
sics as  Maxwell 
House  coffee's 
"good  to  the  last 
drop"  and  Rice 
Krispies'  "snap, 
crackle,  and  pop" 
campaigns.  But 
Thompson  is  less 
well  known  for 
what  is  currently 
in  hot  demand  by 
companies:  brand 
building.  That's  the  agency  that 
broader  construe-  launched  the 
tion  of  a  product  s 
image  and  associa- 
tions. It  may  in- 
volve direct  mar- 
keting, licensing,  sponsorships,  public 
relations — whatever  it  takes  to  connect 
with  consumers. 

"MAP  CHANGE."  As  a  result,  Beers  leads 
a  company  that  is  one  of  the  biggest 
and  best  at  what  is  now  just  a  slice  of  a 
much  broader  marketing  pie.  Longtime 
agency  consultant  Alvin  Achenbaum  es- 
timates that  20  years  ago,  companies 
devoted  90%  of  their  marketing  bud- 
gets to  advertising  and  the  rest  to  oth- 
er promotional  efforts.  Today,  advertis- 


ing commands  maybe  a  third  of  the 
budget.  "That's  quite  a  map  change," 
he  says. 

Meanwhile,  even  Thompson's  vaunted 
ad  business  is  taking  some  hits.  Al- 
though jwt  gained  such  clients  as  Mer- 
rill Lynch  and  Qwest  Communications 
International  Inc.  in  the  past  year,  it 
has  also  lost  some  biggies,  such  as 
Sprint  and  Dell  Computers,  jwj  is  hold- 
ing steady  financially.  Parent  company 
wpp  Group  PLC  doesn't  break  out  re- 
sults for  the  agency,  but  revenue  last 
year  rose  8.3%,  to  $414  million,  accord- 
ing to  Advertising  Age.  Still,  the  client 
defections  are  worrisome.  "We  need  to 
send  the  clear  message  that  we  are  the 
best  caretakers  of  brands,"  Beers  says. 

Months  before  she  accepted  the  new 
job,  wpp  Group  Chief  Executive  Martin 
Sorrell  had  already  enlisted  Beers  as 

JWT's 
Bumpy  Road 

JANUARY,  1997  Chris  Jones 
becomes  CEO. 

JUNE,  1997,  TO 
DECEMBER,  1998 

Eastman  Kodak, 
Sprint,  and  Dell  pull 
accounts  worth  $290 
million*  from  JWT. 


LOST  VISION 

Kodak  defected 
in  1997,  after 
decades  with  the 


Instamatic 
camera 


OCTOBER,  1997 

New  York  CEO  Susan 
Gianinno  and  World- 
wide Creative  Director  Helene 
Spivak  resign. 

EARLY  1998  WPP  Group  CEO 
Martin  Sorrell  makes  Charlotte 
Beers  unofficial  counsel  to  Jones. 

MARCH,  1999  Beers  joins  JWT 
as  chair,  pushing  a  plan  called 
Total  Branding  to  reinvigorate 
firm.  Jones  retains  CEO  title. 

SPRING,  1999  JWT  secures  new 
accounts,  including  Kimberly- 
Clark,  Qwest,  and  Elizabeth 
Arden,  totaling  $600  million. 

*  All  numbers  in  total  billings.  Actual  revenue  to  agency  is 
approximately  15%  of  billings. 

DATA:  BW  RESEARCH 


ad  hoc  counsel  to  Thompson's 
Christopher  Jones,  43,  as  he  wrestle 
retain   the   firm's   grip   on   big-n 
clients.  But  if  Beers  sees  herself  as 
ad  world's  Michael  Jordan,  lured  oi 
retirement   to   reenergize   team 
league,  she  isn't  letting  on.  She's  q 
in  almost  every  encounter  to  bill 
efforts  as  a  duet  with  Jones.  "Wor 
together  allows  us  to  bring  our  diffe 
strengths  to  the  job,  philosophical 
operational,"  she  says.  Jones  cone 
but  adds:  "Charlotte  is  not  here  to 
jwt.  I  run  jwt."  And  until  last  wir 
Beers  was  essentially  out  of  the  b 
ness,  happily  walking  her  white  toy 
die  on  a  Florida  beach  and  contemi 
ing  a  book  project. 

It's  no  huge  surprise  that  Beers 
not  ready  to  retire.  Divorced,  wit 
grown  daughter,  she's  been  career-dri 
for  most  of  her  life.  The  grand  piano 
bought  herself  as  a  retirement  pre! 
sits  in  her  living  room  untouched 
cause  Beers  could  never  quite  squeea 
time  for  lessons,  even  after  she  supj 
edly  ratcheted  down  her  hectic  sch 
ule.  Friends  like  financier  Darla  Mo 
say  Beers  couldn't  resist  a  challenge 
the  reinvigoration  of  jwt.  "I'm  not 
prised.  It's  just  the  sort  of  thing  she'e 
attracted  to,"  says  Moore 
DRILL  TEAM.  Stories  of  Beers's  ability 
charm  clients  abound,  from  the  time  ! 
wowed  the  Sears,  Roebuck  &  Co.  te 
by  casually  assembling  a  .power  d 
during  an  account  pitch  to  her  role 
teaming  with  Ogilvy  exec  She! 
Lazarus  to  lure  the  entire  $500-mill 
IBM  account  to  Ogilvy.  A  smooth  tall 
with  a  dry  sense  of  humor  and  a  hinl 
her  native  Texas  drawl  still  intact, 
objects  to  her  reputation  as  one 
Madison  Avenue's  all-time  best  schrw 
ers.  "Makes  it  sound  like  all  the  impi 
tant  work  I  do  is  just  about  eati 
lunch  and  playing  golf,"  she  says.  Bet 
insists  it  is  her  vision  for  brand  ste 
ardship  that  makes  her  popular  wi 
clients.  Yet  her  charm  is  most  closf 
associated  with  her  success.  "People  li 
Charlotte;  clients  know  her.  It's  no  sm 
thing  in  a  business  where  relationshi 
are  so  important,"  says  Allen  Rose 
shine,  head  of  rival  agency  bbdo  Worl 
wide  in  New  York. 

Her  crowning  achievement  was  ta 
ing  beleaguered  Ogilvy  and  turning 
into  a  powerhouse.  But  more  than  ju  w 


bringing  in  new  business,  what  industi  * 
remember  about  h<|l 


watchers  most 

Ogilvy  years  was  her  introduction 
something  called  Brand  Stewardshi  f 
It's  a  map  for  turning  an  ad  agency  in 
the  total  manager  of  a  company's  brani 
Beers  has  championed  a  similar 
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YOU   RUN   AN 


USJN 


YOUR      SUCCESS      DEPENDS      ON 

•COM  MERC 


HERE'S      HOW      TO      AVOID      AN 


i  Sybase 


h  I ■■()  R  M  A  II  ON    A  V  V  IV  //  /  R  E: 


Sybase  has  the  high  availability  and  reliable  data  movement  solutions 
that  today's  e-businesses  demand.  Our  Adaptive  Server  Enterprise, 
Replication  Server,  OpenSwitch,  Enterprise  Application  Server  and  Sybase 
Financial  Server  are  helping  e-businesses  stay  open  for  business.  To  learn 
more,  get  our  white  paper  "Understanding  Continuous  Availability"  Call  us 
at  800-8-SYBASE,  or  visit  www.sybase  com. 


C1999  Sybase,  Inc  All  r 


■  the  properly  ol  their  respective  owners. 


TELECOM 


5  mill  be  the 


ost  influential 

gathering  of 
uiurld  leaders 


this  millennium 
Be  pert  nf  it. 


Telecqpi  99  -i-  InTEHHCTlUE  99  Forum. 
Geneua.  10-17  October  1999 


The  most  influential?  More  than  Versailles? 
Munich?  Yalta?  Think  about  it:  Gates. 
Gerstner.  Piatt.  Armstrong.  McNealy.  Galvin. 
Ellison.  These  are  the  real  world  leaders 
of  today,  and  they  more  profoundly  affect 
our  day-to-day  lives  than  any  general 
or  politician.  They,  plus  a  dozen  more  key 
corporate  and  ministry  heads,  will 
meet,talk  and  interact  face  to  face  at  the 


Telecom  99  +  Interactive  99  Forum  in 
Geneva  this  October.  There's  never  been 
an  event  quite  like  it.  There  may  never 
be  again.  So  send  off  for  your  Preliminary 
Forum  Programme  today.  And  be  part 
of  history  in  the  making. 

Be  there... 

and  Join  the  World! 


ITU  Telecom    Place  des  Nations    CH-1211  Geneva  20    Switzerland 
Tel.:  +41  22  730  6161     Fax:  +41  22  730  6444     Internet:  telecom99@itu.int    URL:  http://www.itu.int/TELECOM 


TELECOM 


Geneva.  10-17  October 


Inter@ctive^' 


International  Telecommunication  Uni 
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at   iwt,  called  Thompson  Total 
ing.  Her  efforts  today  arc  drawing 
e  and  skepticism.  "It's  what 
want,  for  sure,  bul  it's  no1  some 
you  can  do  quickly,"  says  Alan 
,  CEO  of  Siege!  &  Hale,  a  ennsult- 
•m  specializing  in  brand  building. 
haps  not,  but  Beers,  who  tends 
■w  the  world  in  terms  of  brand 
gies,  brings  a  passion  to  the  effort, 
ittributes  the  success  of  her  fa- 
TV  show,  Law  &  Order,  for  ex- 
,  to  good  brand  management  that's 
the  series  a  clear  identity.  "That's 
;'s  survived  so  many  cast  changes," 
ays.  Beers  wants  jwt  to  accom- 
,he  same  thing  for  clients.  "At  the 
f  the  day,  I  don't  want  them  to 
5fou  give  us  the  best  service'  or 
'You  give  us  the  most  award-win- 
advertising,'  "  she  says.  "I  want 
to  say,  'We  don't  dare  take  that 
from  Thompson.' " 
4 IONAL  link.  Plenty  of  other  ad 
I   are  fighting  the  same  battle,  as 
a  dustry  becomes  increasingly  mar- 
■«zed  in  the  marketing  universe.  At 
n  i  meeting  of  the  American  Adver- 
Federation,    major    corporate 
B  stunned  their  ad  agencies  by 
ig  advertising  sixth  out  of  seven 


CHARLOTTE  BEERS 

BORN  July  26,  1935,  in  Beau- 
mont, Tex.  Daughter  of  an  oilman 

EDUCATION  Baylor  University, 
degrees  in  physics  and  math 

FIRST  AD  GIG  Assistant  Account 
Executive,  J.  Walter  Thompson, 
1969 

LATEST  AD  GIG  Chairman,  JWT, 
1999 

BIGGEST  COUP  Snaring  the  $500 
million  IBM  account  while  Ogilvy 
&  Mather  CEO  in  1995 

WHAT  SHE  SAYS  IS  HER 
GREATEST  JOB  SKILL  Creating 
emotional  context  for  brands 

WHAT  COLLEAGUES  SAY  IS 
HER  GREATEST  JOB  SKILL 

Schmoozing  big  corporate  clients 

FAVORITE  PASTIME  Attending 
New  York  City  theater 

LAST  BOOK  READ  The  Golden 
Bowl,  by  Henry  James 


market  ing  straU  tiled  only  by  le 

gal  counsel  Sixth.  While  not  openly  I 
tile  to  their  agent  dear  thai  com 

panic-   no   longer  consider  traditional 

advertising  as  crucial. 

How  did  i he  masters  of  promotion 

fail  overwhelmingly  to  promote  them- 
selves? I'...  failing  to  change  with  their 
clients.  Over  the  past  decade,  corpora- 
tions have  taken  the  concept  of  brand 
building  to  a  new  level  that  TV  com- 
mercials only  partially  address.  Clients 
want  to  give  their  products  the  kind  of 
emotional  connection  with  consumers 
that  has  equated  Coca-Cola  with  re- 
freshment, Jaguar  with  luxury,  and  Dis- 
ney with  family  entertainment.  Ads 
helped  to  create  those  images,  but  the 
actual  consumer  experience,  the  spon- 
sorships, and  other  forms  of  marketing 
were  just  as  important.  "Ads  build 
awareness.  That's  only  part  of  the  pack- 
age today,"  says  Sergio  Zyman,  chair- 
man of  the  Z  Group,  a  consulting  firm, 
and  former  ad  chief  for  Coca-Cola  Co. 

These  days,  the  need  to  break 
through  the  clutter  and  reach  the  con- 
sumer has  spawned  the  rise  of  the  mar- 
keting consultant  as  brand  builder.  By 
offering  specialized  services  such  as 
event  marketing  or  licensing,  the  con- 
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Vr  hat  people  in  business  need 
to  run  at  their  best: 

the  right  relationship. 


The    chase    corporate    challeng 


May  5 New  York  City  #1 

May  27 Albany,  NY 

June  3 Rochester,  NY 

June  :6 Frankfurt,  Germany 

June  23 New  York  City  #2 

June  24 Buffalo,  NY 

June  29 Boston,  MA 

"Licensing  Agreement 
Dates  are  subject  to  change 


1999  Race  Schedule 

July  1.. Newark,  NJ 

July  8 Binghamton,  NY 

July  14  &  15  ..London,  England 

July  20 Stamford.  CT 

July  22 Morristown,  NJ 

July  27 Long  Island,  NY 

July  28 New  York  City  #3 


Aug.  3 Syracuse,  NY 

Aug.  5 Chicago,  IL 

Aug.  11 San  Francisco,  CA 

Aug.  17 Paramus,  NJ 

Sep.  16 Atlanta,  GA* 

Oct.  2 Championship, 

New  York  City 


Last  year  more  than  170,000  men  and  women  representing 
nearly  6,000  companies  competed  in  the  22nd  running  of  tt 
3.5  mile  Chase  Corporate  Challenge®  road  racing  series. 
This  year,  runners  from  businesses  of  every  size,  from  all  o> 
the  world,  will  again  compete  in  men's,  women's  and  coed 
divisions,  representing  their  companies  proudly. 
For  entry  information  write  or  fax:  Chase  Corporate  Challeng 
173  Speedwell  Avenue,  Suite  138,  Morristown,  N)  07960. 
Fax:  (973)  898-7305.  Website:  www.chase.com 


THE    RIGHT    RELATIONSHIP    IS    EVERYTHING 


www  nytimes  com  ^^  Expect  the  World" 
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I  industry  has  wooed  once-loyal 
}  clients.  They've  convinced  many 
pread  their  trust  and  marketing 
M  around,  leaving  agencies  in  the 
not  of  brand  steward  but  of  service 
ior.  The  consulting  firms  have  also 
a  better  job  attracting  top  talent 
leir  firms  with  higher  salaries  and 
chance  to  work  in  disciplines  that 
perceived  as  more  cutting-edge, 
s  profession  doesn't  have  the  sex 
•al  it  had  when  I  started  way  back 
n,"  says  Manning.  "All  the  kids 
■  Internet  and  management-consul- 
fever." 

rnet  newbie.  In  fact,  the  Internet 
s  a  particular  threat  to  traditional 
icies  such  as  Thompson.  In  addition 
iring  away  young,  talented  minds,  it 
Imittedly  a  mystery  to  veterans  like 
•s.  Kevin  Wassang  left  a  new-media 
uction  company  to  join  jwt  earlier 
year  as  director  of  digital  commu- 
cions.  He  points  proudly  to  the  col- 
new  iMacs  and  other  Internet  tools 
le  agency's  offices.  "Six  months  ago, 
asn't  anything  like  this,"  he  says. 
ther  of  Thompson's  newly  hired  In- 
et  experts  recently  gave  Beers  a 
fing  on  the  digital  advertising  the 
icy  designed  for  Merrill  Lynch.  "It's 


TEAM  EFFORT 

British-horn  JWT  CKO 
Christopher  Jones  says  his 

international  experience 

complements  Beers's 
bulging  Rolodex  of  top- 
level  American  contacts 


a  totally  new  vocabulary  for  me,"  says 
Beers.  But  while  Beers  is  on  the  learn- 
ing curve,  upstart  Internet  firms  are 
sprinting  ahead  to  carve  yet  another 
slice  from  the  marketing  communica- 
tions pie  (page  64). 

Beers  faces  another  threat  from  an 
unlikely  source:  her  own  clients.  Adver- 
tisers have  increasingly  come  to  believe 
that  brand  management  is  too  crucial 
to  entrust  to  an  outsider.  At  a  recent 


presentation  to  Kellogg  Co.  for 
the  relaunch  of  breakfast  cere- 
al Smart  Start,  Thompson 
Group  Creative  Director  Alan 
Plantt  made  a  pitch  steeped  in 
Beers's  concept  of  Total  Brand- 
ing. The  campaign,  including 
striking  photography,  direct  marketing, 
even  giant  billboards,  went  over  beau- 
tifully. But  as  the  meeting  broke  up, 
Fred  Jacques,  Kellogg  Co.'s  ad  chief, 
made  it  clear  that  he  sees  the  agency's 
job  as  buttressing  a  strategy  that  he 
and  his  team  control.  "Brand  strategy  is 
my  job,"  says  Jacques.  "We  get  to 
90% — we  look  to  our  agency  to  get  us 
over  the  line." 

Even  at  Ogilvy,  wrhere  Beers  was 
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Coming  soon.  The  next  big  thing  from  Saturn. 


Marketing 


hailed  for  creating  a  brand-strategy 
blueprint,  few  clients  look  to  the  agency 
to  be  the  primary  brand  steward.  Long- 
time Ogilvy  client  American  Express, 
for  example,  turns  to  Ogilvy  for  TV  com- 
mercials and  print  ads,  including  its  pop- 
ular Jerry  Seinfeld  campaign.  But  re- 
sponsibility for  the  overall  AmEx  brand 
is  handled  in-house,  says  John  D.  Hayes, 
executive  vice-president  for  global  ad- 
vertising and  brand  management  at 
AmEx.  "Your  brand  has  to  live  inside 
your  company,"  he  says.  "We  hire  part- 
ners who  best  suit  our  needs,  not  ones 
to  do  everything." 

Even  jwt's  happiest  clients  are  eat- 
ing into  the  agency's  pie.  Merrill  Lynch's 
Charles  V.  Mangano,  head  of  brand  man- 
agement, says  his  firm  is  thrilled  with 
the  ad  work  jwt  has  produced  this  year. 
But  who  is  the  brand  strategist?  "That 
aspect  is  developed  in-house,"  he  says. 
"We  were  impressed  at  how  well  J.  Wal- 
ter came  in  and  picked  up  on  the  strate- 
gy we  have  for  our  brand." 


That  doesn't  faze  Beers,  who's  moving 
quickly  on  all  fronts  to  revamp  Thomp- 
son. 'By  the  end  of  the  year,  Beers's  vi- 
sion statement  will  be  translated  to 
video  and  shown  to  jwt's  entire  world- 
wide staff  of  more  than  8,000.  She's  also 
working  to  attract  new  expertise.  Mari- 
na Hahn,  an  expert  in  entertainment 
marketing,  was  recently  lured  from  the 
talent  firm  William  Morris  Agency  Inc., 
where  she  crafted  movie  tie-ins  for 
clients  such  as  Tommy  Hilfiger  Corp. 
Now  she'll  develop  similar  programs  for 
clients  such  as  Unilever  PLC.  'We  are  all 
about  transforming  the  ad  agency  busi- 
ness," she  says.  "I'm  not  here  to  worry 
about  30-second  commercials." 

Neither  is  Beers,  who  leaves  much 
of  the  day-to-day  client  meetings  and 
projects  to  the  vast  jwt  staff,  putting 
her  time  into  big-picture  efforts  such 
as  last  month's  retreat  for  high-level 
staffers  and  broad  strategy  discussions 
with  clients.  Already,  things  are  looking 
up.  Even  if  clients  aren't  ready  to  hand 


over  brand  strategy  to  the  agency, 
are  ready  to  give  it  some  of  their 
ness.  So  far  this  year,  Thompson  I 
attracted  $645  million  in  new  billinj 
roughly  $90  million  in  revenues — i 
accounts  from  Ragu,  Kimberly-Clf 
and  others. 

Despite  those  gains,  however,  Bel 
broader  goal  of  repositioning  the  agij 
as  overall  brand  strategist  remaiif 
long  shot.  It's  clear  that  Beers  can 
billings  for  her  firm,  thanks  to 
bulging  Rolodex  and  unparalleled  at 
to  woo  business,  but  even  her  supp 
ers  wonder  if  she  can  fundamentallj 
pand  the  role  of  the  ad  agency.  "Bij 
building  is  bigger  now  than  the  indu 
that  invented  it,"  says  Achenbaur 
may  well  be  that  despite  their  bes^ 
forts,  ad  agencies  will  never  agair 
the  sole  guardians  of  brand  imag 
but  simply  part  of  a  larger  markel 
army.  And  that  will  be  a  hard  rolJ 
play  for  the  members  of  the  old  gu| 
By  Ellen  Neuborne  in  New 


THE  SHAPE  OF  THINGS  TO  C0ME.COM? 


Chan  Suh,  a  37-year-old  Korean 
native  raised  in  New  York  and 
Paris,  heads  a  Manhattan-based 
ad  agency,  but  he  couldn't  be  further 
from  Madison  Avenue.  He  has  never 
shot  a  TV  commercial  or  created  a 
glossy  magazine  ad.  Instead,  the  firm 
he  founded,  Agency.com,  specializes 
in  the  new — and  fast-growing — world 
of  online  marketing. 

At  the  ripe  age  of  4,  Agency, 
com  is  the  biggest  and  one  of  the 
oldest  of  the  online  agencies.  It  had 
revenues  of  about  $80  million  last 
year,  up  from  $15  million  in  1997. 
Started  in  1995  with  two  employees, 
it  now  boasts  a  staff  of  750 — with  a 
median  age  of  28.  Ranked  No.  47  on 
Advertising  Age's  list  of  U.  S.  agen- 
cies, its  client  roster  includes  Lipton, 
British  Airways,  and  Texaco. 
ZEN  RETREAT.  With  a  mix  of  market- 
ing and  technology  services,  Agency, 
com  offers  a  decidedly  '90s  spin  on 
advertising.  About  one-third  of  the 
firm's  work  is  purely  technical,  such 
as  coordinating  a  company's  various 
computer  functions  and  creating 
databases.  On  the  marketing  side, 
Agency.com  has  handled  everything 
from  creating  a  corporate  Web  site 
for  Metropolitan  Life  Insurance  Co. 
to  creating  online  promotions  for  the 
Almond  Board  of  California  to  elec- 


"  To  see  the  emergence  of 
companies  like  ours  is  not 
to  see  the  death  of  JWT" 

CHAN  SUH 

Agency.com  CEO 


tronic  media  buying  and  planning  for 
Bank  of  America. 

To  make  that  combination  work, 
Chan  insists  that  technologists, 
strategists,  and  marketers  work  side 
by  side — though  they  can  retreat  to 
private  "zen"  rooms  for  solitude. 
Teams  collaborate  throughout  the 
process,  from  pitch  to  production  to 


launch.  "When  they  have  to  live  to- 
gether like  that,  they're  more  likely 
to  come  up  with  solutions  that  work 
in  concert,"  he  says. 

Chan's  is  a  tough  program  for  the 
big  Madison  Avenue  types  to  knock 
off,  he  boasts.  For  one,  change  at 
Agency.com  is  a  way  of  life.  The 
shared  work  spaces  arrived  just  last 
year.  Later  this  summer,  the  offices 
will  move  to  a  new  space,  complete 
with  doors  made  of  chalkboard  for 
on-the-spot  brainstorming  and  idea 
jotting.  "When  I  don't  change  things 
people  say,  'Hey,  what's  going  on 
around  here?'"  he  says. 

But  Chan  is  not  about  to  declare 
his  type  of  agency  the  victor  over 
the  traditional  shops.  He  does  not 
envision  the  eclipse  of  Madison  Av- 
enue. "To  see  the  emergence  of  com- 
panies like  ours  is  not  to  see  the 
death  of  a  company  like  jwt.  It 
doesn't  work  that  way,"  he  says.  At 
the  same  time  that  the  Internet  has 
been  on  the  rise,  other  mediums  sue! 
as  newspapers  and  magazines  have 
also  shown  great  gains.  "It  does  pre- 
cipitate challenge  for  the  previous 
generation.  In  100  years,  we'll  run 
into  the  same  issues."  Until  then,  it's 
Chan's  turn  to  be  the  brash  young 
upstart. 

By  Ellen  Neuborne  in  New  York 
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I  believe  in  mastering  the  task. 


Not  i he 


I  believe  shortcuts  boomerang. 


I  believe  a  company  should  be  about  character. 
Not  characters. 


I  believe  in  hack  hone. 


(lien!    i' 


deal  is  different. 


I  believe  that's  what  makes  it  interesting 


I  work  for  J. P.  Morgan. 


JPMorgan 
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EMPIRE  BUILDERS 


AN  AMBITION  AS  BIG 
AS  TEXAS 

Tom  Hicks  is  molding  a  media  dynasty  the  hard  way 


After  his  Dallas  Stars  won  the  Na- 
tional Hockey  League  champi- 
onship last  month,  buyout  king 
Thomas  0.  Hicks  donned  a  fine 
pair  of  custom  cowboy  boots  featuring  a 
shiny  silver  Stanley  Cup  embroidered 
on  each  shin.  As  sweet  a  victory  as  that 
might  have  been  for  Hicks,  who  also 
owns  the  Texas  Rangers  baseball  club, 
you'd  think  it  would  pale  next  to  the  re- 
lief he  felt  on  July  13. 

On  that  day,  shareholders  of  Chan- 
cellor Media  Corp.,  the  Dallas-based  ra- 
dio giant  backed  by  his  Hicks,  Muse, 
Tate  &  Furst  Inc.,  approved  the  $4.1 
billion  buyout  of  sister  company  Cap- 
star  Broadcasting  Corp.  The  last  time 
Hicks  had  tried  to  fold  a  related  com- 
pany, lin  Television  Corp.,  into  Chan- 
cellor, shareholders  balked  at  the  terms 
of  the  deal,  and  it  was  called  off  in 
March.  In  fact,  that  was  just  one  of 
several  costly  about-faces  Hicks  led 
Chancellor  through  over  the  past  year. 


But  now,  renamed  AMFM  Inc.,  the 
company  boasts  $2  billion  in  revenues 
and  465  stations,  making  it  the  coun- 
try's largest  radio  operator.  And  Hicks, 
chairman  and  chief  executive  at  both 
amfm  and  Hicks  Muse,  seems  unfazed 
by  all  the  upheaval.  "We're  the  biggest, 
the  baddest,  and  the  best,"  he  crows. 

Hicks  will  need  his  Texas  moxie  to 
fulfill  his  vision  of  building  a  multi- 
tentacled  media  and  sports  empire.  Hav- 
ing raised  $10.5  billion  from  investors  in 
the  past  decade,  Hicks  Muse  has  made 
its  backers  plenty  of  money  by  following 
a  "buy-and-build"  strategy  of  assembling 
undervalued  companies,  bulking  them 
up,  and  then  selling  them.  The  fund  has 
taken  stakes  in  everything  from  Chef 
Boyardee  canned  pastas  to  printed  cir- 
cuit boards.  But  media  is  where  the  firm 
is  placing  its  biggest  bets — $4.2  billion 
worth  in  all.  "The  common  thread  about 
all  media  assets  is  that  they  have  strong, 
inherent  top-line  growth,  very  little 


capital  expenditures,  CHAMP:  Hici 
and  lots  of  free  cash  has  winning 
flow,"  says  Hicks.  hockey  and 

Beyond         amfm,   ball  clubs 
through    a    range    of 
companies  (table,  page  68),  Hicks  is 
ploring   everything   from   a   regio 
sports  network  airing  games  of  t 
teams  he  personally  owns  to  increasi 
Hicks  Muse's  ownership  of  TV  static 
and  extending  the  firm's  reach  in  La 
America.  But  if  it's  all  going  to  wo 
Hicks  is  going  to  have  to  manage 
fast-growing  web  of  investments 
partnerships  better. 
FALSE  STARTS.  If  there  are  traits  emei 
ing  in  the  tall,  53-year-old  Texas  nativ 
dealings,  one  is  financial  savvy.  But  2 
other  is  a  cowboy's  penchant  for  di 
tups.  In  several  instances,  Hicks  Mu 
has  launched  major  deals  and  then  aba 
doned  them,  such  as  its  planned  acqui 
tion  of  book-publishing  assets  from  Pea 
son  PLC.  These  turnabouts    have  le 
fuming  partners  and  two  lawsuits  in  th( 
wake.  (Hicks  says  the  suits  are  withoi 
merit.)  He's  now  dealing  with  scand 
and  feuding  at  his  biggest  Latin  Amei 
can  investment.  And  some  of  his  mov< 
at  amfm,  including  putting  the  compai 
up  for  sale  in  January,  only  to  chanj 
his  mind  in  March,  have  spooked  Wa 
Street  and  clouded  amfm's  prospects 

Although  it  has  risen  of  late,  AMF 
stock,  at  54%,  is  trading  at  the  sani 
level  as  a  year  ago,  compared  with 
20%  rise  at  rival  Clear  Channel  Con 
munications  Inc.  Shares  of  Infinit 
Broadcasting  Corp.,  the  radio  giant  coi 
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The  virtual 
office  is  a  reality 

e  question  is, 

who's  going  to 
help  you  manage 
it? 


* 


Introducing  the  Sprint  PCS  Clear  Wireless  Workplace: 


Unfortunately,  fewer  wires  doesn't  always  mean 
fewer  problems.  That's  why  Sprint  PCS  has 
made  it  simpler  than  ever  for  everyone  in  your 
office  to  work  wireless.  We  built  the  only 
all-digital,  all-PCS  nationwide  network  from 
the  ground  up,  so  you  can  communicate 
more  clearly  when  you  use  it.  Clear  calls. 
Our  advanced  CDMA  technology  means 
unsurpassed  voice  clarity.  Clear  features. 

1-888-214-1559  or  www. 


And  features  like  Voicemail  and  Caller  ID  work 
the  same  wherever  you  are  on  our  network. 
Clear  pricing.  Predictable  nationwide  pricing 
makes  it  easy  to  keep  costs  under  control. 
Clear  vision.  With  our  expandable  platform, 
you  can  adapt  to  future  technology  with 
fewer  problems.  Because,  we  figure,  every- 
one in  the  wireless  workplace  should  enjoy 
more  freedom,  including  those  who  manage  it. 

sprintpcs.com/clear 


Sprint 


The  clear  alternative  to  cellular. 


Sprint  PCS 


© 1999  Sprint  Spectrum]  P.  All  rights  reserved  Sprint.  Sprint  W  S  and  the  vli.itn.uul  logo  tee  regisn  red  trademarks  oi  Sprint  Communicai  nj  I.  P., 
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Media 


trolled  by  cbs  Corp.,  have  climbed  42% 
since  Infinity  went  public  in  October. 

A  year  ago,  the  former  Chancellor  was 
on  an  $8  billion  buying  binge  in  pursuit  of 
a  multimedia  strategy  featuring  radio, 
television,  and  outdoor  advertising.  But 
as  Chancellor's  stock  began  to  sink  under 
the  weight  of  its  debt  load,  Hicks  re- 
placed cable-TV'  veteran  Jeffrey  A.  Mar- 
cus as  ceo  in  what  one  insider  describes 
as  a  "palace  revolt."  (Marcus  remains  an 
amfm  director.)  At  the  same  time,  share- 
holder bristled  at  Hicks  Muse's  tenden- 
cy to  pay  itself  merchant  banking  fees 
when  combining  assets  it  owns.  That  led 
to  the  LIN  deal  being  called  off. 

The  plan  to  fold  Capstar  into 
Chancellor  was  similarly  imper- 
iled until  early  July,  when  Hicks 
Muse  scaled  back  its  demand 
for  a  $31.7  million  cash  fee.  In- 
stead, Hicks  Muse  received  $10 
million  in  cash  and  a  five-year 
option  to  buy  shares  at  $52 — 


heading  to  Argentina  to  try  andl 
out  fires  at  cei  Citicorp  Holdings.  l\ 
Muse  plunked  down  $590  million  to  I 
trol  the  holding  company  with  pay- 
vision,  cable,  and  telecommunicate 
interests.     Now,     he     finds     hiiij 
wrestling  with  a  company  whose  I 
mer  chairman  and  ceo  has  a  war| 
outstanding  for  his  arrest  on  cha 
related  to  a  bank's  collapse.  And 
and  Telefonica  de  Espana — cei's  pa 
in  Argentina's  largest  phone  compail 
are  openly  sparring  over  the  direcf 
of  the  phone  company. 

Less  contentious  is  Hicks's  newesl 
fatuation:  regional  sports 
works,  both  in  North  and  S<| 
America.  In  the  coming  wq 
sources  say,  look  for  Hicks 
vest  more  than  $300  milliol 
new   Spanish-language   spl 
networks  with  an  emphasia 
soccer  rights.  The  interesj 
sports  has  grown  since  l| 
but  only  if  the  stock  trades  at     ^°71o_owneaL;t>_ijf5_DMMOn_invesi_ea_,  when  Hicks  personally  she 


as  nbc.  Not  surprisingly,  Tom  Hicks 
doesn't  see  it  that  way.  "We  have  no 
plans  of  merging  [amfm]  with  anyone 
in  the  next  six  months  or  the  next  six 
years,"  he  says. 

For  the  time  being,  Hicks  might  have 
his  hands  full  in  Latin  America.  In  a 
market  seen  as  risky  but  ripe  for  de- 
velopment by  savvy  investors,  Hicks 
Muse  plans  to  invest  up  to  $1.5  billion  in 
television,  radio,  and  cable  companies. 
"Latin  America  is  one  of  the  most  dy- 
namic media  opportunities  I've  ever 
seen,"  gushes  Hicks. 

But  on  the  eve  of  July  13,  Hicks  was 


HICKS  MUSES  GROWING  EMPIRE 

Media  and  sports  holdings  of  the  buyout 
firm  and  its  boss 


U.S.  HOLDINGS 


AMFM  INC.  465  radio  stations 
26%  owned;  $1.3  billion  invested 


$100  or  higher  for  30  straight 
days.  "Everybody's  on  the  same 
page  now,"  says  Storm  Boswick, 
a  managing  director  at  J&w 
Seligman  &  Co.,  which  owns 
about  5  million  amfm  shares  and 
was  one  of  the  leading  block- 
ers of  the  lin  deal. 

Despite  amfm's  recent  fum- 
bles, Hicks  boldly  predicts  he 
will  double  that  company's  size 
and  nearly  quadruple  its  stock 
price  to  "at  least  $200"  a  share, 
in  five  years.  Backed  by  strong 
radio  industry  and  economic  fun- 
damentals, Hicks  figures  he  can 
attract  more  advertising  by  cap- 
italizing on  amfm's  base  of  66 
million  listeners  and  by  launching 
Internet  broadcasting  ventures, 
including  a  prospective  partner- 
ship with  America  Online  Inc. 

After  unloading  its  billboard 
assets  and  putting  in  place  man- 
agement led  by  Vice-Chairman 
James  E.  de  Castro,  a  well-re- 
garded industry  veteran,  in- 
vestors feel  confident  about 
amfm's  direction.  "I  think  they 
finally  have  the  right  assets  and 
the  right  management  team  to 
start  creating  some  real  value 
for  investors,"  says  Ron  Sachs, 
a  portfolio  manager  with  Janus 
Capital  Corp.,  one  of  amfm's 
largest  shareholders. 
ARREST  WARRANT.  If  not,  some 
investors  say  they  expect  the 
company  could  soon  be  merged 
with  a  rival,  such  as  Clear 
Channel,  or  a  broadcaster,  such 


LIN  HOLDINGS  TV  stations,  including  13  network  affili- 
ates in  major  markets 
69%  owned;  $409  million  invested 

SUNRISE  TELEVISION  16  network-affiliated  TV  stations 

in  midsize  markets 

87%  owned;  $110  million  invested 


MAJOR  LATIN  AMERICAN  HOLDINGS 


CEI  CITICORP  HOLDINGS  Argentina's  leading 
telecommunications,  pay-TV,  and  media  company 
40%  owned;  $590  million  invested 

GRUP0MVS  Mexico  City-based  diversified  media  firm 
with  assets  in  pay-TV,  TV,  and  radio 
23%  owned;  $120  million  invested 

IBERO-AMERICAN  MEDIA  PARTNERS  Fund  formed  in 
1998  with  Venezuela's  Cisneros  Group  to  buy 
content  and  broadcast  properties  in  Spanish-  and 
Portuguese-speaking  countries 
50%  owned;  $250  million  committed 

PAN-AMERICAN  SPORTS  NETWORK  Regional  cable  sports 
network  with  emphasis  on  soccer  teams  and  rights 
80%  owned;  $420  million  committed 

INTERNATIONAL  OUTDOOR  ADVERTISING  Formed  in  1998, 
now  the  largest  billboard  company  in  Argentina, 
Chile,  and  Uruguay 
97%  owned;  $100  million  committed 


TOM  HICKS'S  PERSONAL  HOLDINGS 


SOUTHWEST  SPORTS  GROUP  INC.  Owns  NHL's  Dallas  Stars, 

MLB's  Texas  Rangers,  Mesquite  Rodeo,  Channel  39 

in  Dallas,  and  soon-to-be-created  regional  sports 

network 

70%  owned  by  Tom  Hicks,  the  rest  owned  by  private 

investors,  including  several  Hicks  Muse  partners; 

$344  million  invested 

DATA:  HICKS,  MUSE.  TATE  &  FURST,  BUSINESS  WEEK 


out  $84  million  to  buy  the 
luckless  and  money-losing 
las  Stars. 
"CANT  HELP  MYSELF."  Two  yi 

later,  he  paid  down  $250 
to  acquire  the  Texas  Ran 
baseball  team.  The  teams 
a  rodeo  company  he  acq 
were  recently  rolled  up  into 
newly  formed  Southwest  S] 
Group  Inc.,  which  'also  incl 
the  television  station  in  the 
las  area  that  holds  Ran 
broadcast  rights  and  the  s 
to-be-created  regional  sp 
network.  That  ownership,  in 
dition  to  a  partnership  in  a 
sports  arena  under  develop 
in  Dallas,  could  give  Hickj 
lock  on  valuable  rights  to  p 
local  sports  programming, 

Hicks  says  that  he's  negj 
ating  with  Fox  Sports  and  El 
to  develop  the  network  and 
pects  to  have  the  project 
the  ground  within  a 
months.  "Everything  I've  e 
done  in  private  equity  invi 
ments  has  been  according 
buy  and  build.  That's 
strength.  I  can't  help  myse 
says  Hicks.  Nor,  apparently, 
he  help  avoiding  controvei 
However,  anyone  who 
make  Dallas  into  the  continei 
hockey  capital  is  not  to 
underestimated. 

By  Stephanie  Anderson  F 
est  in  Dallas,  with  Richi 
Siklos  in  New  York  and  buv 
reports 
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GET  A  XEROX  DOCUPRINT  NC60 
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SHARE  THE  KNOWLEDGE. 
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Binky  made  a  mental  note  of  the  Herculean  tasks  at  hand  today. 
Eat.  Retrieve  things.  Facilitate  work  on  chew  toy. 


"If  only  there  was  software  that  could  help/' 


So  many  things  to  do.  So  little  time.  In  IT,  there's  always  a  list  to  complete. 
That's  why  we  developed  Seagate  Info'".  It  helps  everyone  in  your  organization 
access,  analyze,  report  and  share  information.  It's  web  ready  and  easy  to     / 
manage  from  10  to  100,000  users.  And  we're  giving  your  company  a  50  user 
copy  of  Seagate  Info  7  free  -  no  catch,  the  real  thing.  When  it  proves  what  it    \ 
can  do,  we'll  happily  sell  you  more.  It'll  keep  your  list  down.  That's  down,  boy. 

Access.  Analyze.  Report.  Share.  www.fetchseagate.com 
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"Retrieve?!" 

I'm  a  retrieving  machine. 

Sticks.  Balls.  Small  cats 

(just  kidding). 


<SP  Seagate  software 
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THE  INNOVATIVE   POWER 


Think  without  boundaries. 


company  to   E-Business,   and   we'll   make 


There's  a  renaissance,  a  revolution,  taking  place  sure    that    "acting    without    boundaries" 

in  business  today,  and  it's  called  E-Business.  doesn't  become  "moving  without  direction." 

It's  restructuring  products,  reshaping  industries,  Succeed  without  boundaries. 

redefining  cultures  and  creating  opportunities  Industries     that     make     the     move     to 


never  considered  possible. 
Act  without  boundaries. 

E-Business    is    innovation.    It    will    enable 

i 

seamless  interaction,  help  your  business 
create    new    communities    of    customers, 


E-Business    will    be    transformed,    and 

rewarded    with    new    information-rich 

< 

transactions     between     customers     and 
suppliers,    tangible    reductions    in    cost, 
enhanced    customer    loyalty    and    new 


openly  connect  suppliers  with  distributors  marketing  channels.  Working  as  part  of 

with  consumers,  empower  your  employees  your  business   team,   we   can    help   you 

<mi\   create   profit    potential    never   before  sort  through  the  options  and  opportunities 

possible.  The  biggest  challenge  is  getting  and  recommend  strategies  that  allow  you 

started:  7r> ",,  oi  CEOs  say  they  are  unsure  to  sharpen  your  competitive  position  — 

where  to  begin.  We  can  help  guide  your  something  we  call  the  E-Business  Edge. 
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OF  E-BUSINESS,  THERE  ARE  NO  BOUNDARIES. 


THE  E-BUSINESS  EDGE 


Building  Customer  Loyalty: 

Identify,  satisfy  and  retain 
your  best  customers. 

Achieve  Market  Leadership: 

Outpace  the  competition 
and  your  category. 

Optimize  Business  Processes: 

Reduce  operational 

costs  and  improve  your 

overall  efficiency. 

Create  New 
Products  &  Services: 

Identify  new 
products  and  sources 

of  value  to  meet 
customer  demands. 


Reach  New  Markets: 

Extend  your 

marketing  potential  using 

new  techniques 

and  delivery  channels. 

Enhance  Human  Capital: 

Empower  your  employees 

by  sharing 
resources  and  knowledge. 

Harness  Technology: 

Leverage  existing 

investments  and  realize  the 

potential  of  new  ones. 

Manage  Risk  &  Compliance: 

Protect  the  integrity 
of  your  information. 


PricewaTerhouseQopers  § 

Join  us.  Together  we  can  change  the  worldT 


www.e-business.pwcglobal.com 


THE  E-BUSINESS  EDGE. 


We    know   a    service    provider 


that   delivers    global   financial    news 


to    16,000   places   every   minute 


In   the    New   World, 


information    never   sleeps. 


(□Cisco 

^  Powered  Network™ 


The  sun  never  sets  on  the  global  marketplace.  Espec  Eyboar 

for  a  major  business  news  wire  that  reports  the  latest  bra 

PERSP! 

financial  news  to  business  leaders  in  24  countries.  S(  )ata /\ 
no  accident  that  it  relies  on  a  Cisco  Powered  Netw< 
service  provider. 

Welcome  to  the  New  World  -  where  Cisco  Powe 
Network  service  providers  are  changing  the  way  people! 

ideas  and  information  in  extraordinary  ways.  Impressil0'1*  I 

Je 
but  not  surprising  when  you  consider  that  virtually  all 

■u :: 

traffic  in  the  world  travels  across  the  systems  of  one  compjmliic, 
Cisco  Systems.  We  can  help  you  achieve  the  same  exce~* 
results  for  your  business.  Look  for  the  Cisco  Powered  Nettt 
mark  or  visit  us  at  www.cisco.com/cpn. 

We'll  match  you  with  a  Cisco 
Powered  Network  service  provider  who 
can  help  take  your  business  network 

.  \  I    1  I  F.MPOWERIW 

into  the  21st  century.  And  beyond.  internet geni 


gWory 


BusinessWeek 


>ntents 


July  26, 1999 


MO     COVER  STORY 

The  Information  Gold  Mine 

Whether  they're  online  upstarts  or  old-school 
behemoths,  companies  are  scrambling  to  cull  moun- 
tains of  data  on  purchasing  and  window-shopping 
patterns.  It's  about  getting  customers  to  buy  more, 
reveal  more,  and  to  come  back  later — willing  to  pay  a 
premium  for  the  tailored  products  and  services  that 
result.  This  ultrapersonal  closeness  is  a  dream 
come  true  for  companies — but  will  it 
be  a  nightmare  for  consumers? 


\ 


iditoT's  Memo 

HOME  PACE 

Tie  cyber  wedding  invitation;  an  auto 
nsurer  that  follows  your  every  move; 
sking  about  Ask  Jeeves;  truckers  with 
:eyboards;  finding  relief  online 

•ERSPECTIVE       ' 

)ata  Mining: 
at's  In  It  for  Me? 

Consumers  are  being  begged  to  send 
Email  to  marketers,  respond  to  their 
urveys,  and  register  at  Web  sites — but 
hey're  not  getting  much  in  return 

>ATA  MINE 

"he  Kids  on  the  Net 
jpon,  youngsters  will  spend  billions 
mline.  What  are  the  implications  for 
nerchants — and  for  parents? 


;      TRATECIES 

I  )pening  the  Door  to  Profits 

j  n  the  heart  of  Wisconsin, 
Vieyerhaeuser's  "dead  dog"  of  a  door 
ICtory  perked  up  after  it  tired  up  an 

i " ' y 


PERSONALITIES 

Halsey  Minor's  Major  Plans 

The  CEO  sees  CNET  as  a  one-stop 
shop  for  everything  there  is  to  know 
about  tech  products  and  news 


t 


O 


yj    UPSTARTS 

Can  You  Sell  Food  Like  Books? 

Bookstore  founder  Louis  Borders 
has  taken  on  perhaps  the  most 
ambitious  venture  in  E-commerce  yet: 
An  online  grocery  store 

C^  Invasion  of  the  E-Vikings 

Nordic  entrepreneurs  are  rushing  to 
capture  Western  Europe's  Web  markets 
with  customized  sites  that  speak  the 
locals'  languages 


1 


NET  WORTH 

Everyone  into  the  Pool 

Venture  capital  is  drawing  cash  from 
everywhere — and  with  returns  this 
amazing,  it's  no  wonder 

NET  CULTURE 

Lemonade  Stands  on 
Electric  Avenue 

Anyone  can  sell  anything  on  the  Web 
— and  does.  But  how  much  clout  do 
Netrepreneurs  have  vs.  the  big  boys? 

CLICKS  &  MISSES 

Taking  in  the  Travel  Sites 

The  top  sites  for  trip  planning — 
Microsoft  Expedia,  Travelocity,  and 
Preview  Travel — are  all  found  wanting 

CUTTING  EDGE 

A  New  Race  of  Giants? 

Instead  of  being  a  great  democratizer, 
the  Web  is  in  danger  of  creating  a  breed 
of  competition-stifling  colossuses 


ON  THE  COVER:  PHOTO-ILLUSTRATION  BY  AARON  GOODMAN. 
BACKGROUND  PHOTOGRAPH  BY  MICHAEL  MEIFORD. 
SUIT  COURTESY  OF  BANANA  REPUBLIC. 
STYLIST:  KAREN  KOZLOWSKI 
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Business  Week  ( 


Editor's  Memo 


KATHY  REBELLO,  MANAGING  EDITOR 

kathy_rebello@ebiz.businessweek.com 


The  Road 


toWebville 

In  a  play,  Act  I  sets  the  scene  and  lays  out  the  characters 
and  issues  against  a  broad  backdrop.  By  Act  II,  it's  down 
to  business.  And  such  is  the  case  with  business  week  e.biz. 
This  is  the  second  issue  of  the  magazine's  new  supple- 
ment, which  explores  the  sweeping  transformation  of 

businesses  during  these  highly  volatile  times.  While  the  first  issue  was  a  special 
report  on  one  subject — what  CEOs  need  to  know  to  survive — this  issue  has  a  tra- 
ditional magazine  format  that  allows  us  to  handle  a  slew  of  pressing  subjects.  You 
will  find  the  strategies  of  Net-smart  companies  and  reviews  of  Web  sites  that 
click — and  miss.  Find  out  how  virtual  companies  deliver  stuff — say,  fresh 
shrimp — to  buyers  everywhere.  Finally,  get  new  ways  to  preview  what's  ahead  in 
our  columns:  Perspective,  Data  Mine,  and  the  Cutting  Edge. 

One  thing  remains  the  same  in  e.biz:  our  focus.  E.biz  is  aimed  at  the  top 
brass,  the  decision-makers  who  need  to  manage  their  way  to  E-prosperity.  For 
example,  our  Cover  Story,  "The  Information  Gold  Mine,"  reveals  how  the 
Web  is  starting  to  live  up  to  its  promise,  allowing  companies  to  analyze  torrents 
of  customer  data  on  the  fly. 

And  what  better  way  to  spotlight  the  issues  confronting  a  thoroughly  mod- 
ern manager  than  by  featuring  the  top  execs  in  the  field?  Coming  in  mid-Sep- 
tember will  be  our  BUSINESS  week  e.biz  25,  the  most  prominent  people  shaping 
the  world  of  electronic  commerce.  Look  upon  it  as  Act  III. 


Bi  isinessWeek  lOMLlllHll 


The  Web  Site  for 
Electronic  Businesi 

Keep  up  with  developments  in  the  f 
paced  world  of  E-business  at  ebiz.b 
nessweek.com.  The  site  offers  the  lal 
news  from  CNET  and  the  staff 
BUSINESS  WEEK  magazine  and  onl 
Check  out  what  we'll  be  analyzing 
our  upcoming  set  of  regular  E-busi 
features. 

MONDAY 

Perspective:  Columnist  Geoff  Smith 
views  upcoming  advice  software  frj| 
Fidelity's  online-brokerage  unit  (July 

TUESDAY 

Company  Closeup:  A  look  at  HyperM, 
Inc.  (July  20)  and  a  closeup  on  Previ| 
Travel  (July  27). 

WEDNESDAY 

Movers  &  Shakers:  Profile  of  Hiroshi 
itani,  the  founder  of  online  retailer  Raku 
and  a  leader  of  Japan's  emerging  "Bit ' 
ley"  mecca  for  Net  startups  (July  21). 

THURSDAY 

Street  Wise:  A  weekly  commentary  | 
E-business  stocks  and  the  markets. 

FRIDAY 

Clicks  &  Misses:  Web  site  review  of  vd 
ture  capital  sites  (July  16)  and  a  critiql 
of  CNET.com  (July  23). 

ALSO 

Watch  for  daily  additions  to  our  Da 
Mine,  a  collection  of  facts  and  figurl 
and  sample  occasional  opinion  pieces  | 
staffers,  researchers,  or  executives. 

Browse  through  stories  from  BUSINEJ 
WEEK  and  BUSINESS  WEEK  e.biz. 

The  ebiz.businessweek.com  site  is  a  frl 
area,  although  some  stories  from  the  ma 
azine  may  occasionally  be  available  only  J 
subscribers. 


I 
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lall  to  mid-sized  companies  should  not  be 

reed  to  communicate  at  small  to  mid-sized  speeds. 


Kb/s 


i-speed  Internet 


al/Long  Distance 


to  30% 


Now  any  size  company  can  have  the  communications  power  of  a  mega-sized  company  With 
Teligent.  From  our  small  antenna  on  the  roof  of  your  office  building,  Teligent's  SmartWave '" 
technology  gives  you  many  of  the  advantages  of  a  fiber-optic  connection — from  64  Kbps  all 
the  way  up  to  multiple  T-1  lines,  depending  on  your  needs.  This  means  Internet  access  up  to 
100  times  faster  than  a  dial-up  connection.  The  power  for  full-motion  videoconferencing.  And 
high-quality  local  and  long  distance  phone  service.  Plus,  our  online  billing  system,  e«magine;" 
offers  you  an  unparalleled  ability  to  view  and  analyze  your  bill, 
right  on  the  Web.  All  this  is  yours  for  one  flat  monthly  charge — up        ■■    ■■  ■ 

to  30°o  less  than  you're  currently  paying.  Contact  us.  As  fast  as  you  lOIICJGIill 

possibly  can.  For  more  information,  visit  www.teligent.com.  t*» smart w«vt0 com™™** 
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Weddings  are  so  much  work.  You  gotta  order  a  cake,  get 
a  band,  and  set  up  your  Web-based  guest-interac- 
tion program. ..well,  in  Silicon  Valley,  anyway.  In  June,  friends 
of  Chris  Holten,  30,  and  Hugh  Hempel,  41,  sweethearts  who 
met  at  Netscape  Communications  Corp.,  weren't  quite  so 
much  invited  to  the  couple's  October  wedding  in  Hawaii  as 
alerted  by  E-mail.  Holten  now  has  her  own  PR  firm,  and  a 
client,  Responsys.com,  makes  software  to  help  com- 
panies create  online  marketing  campaigns.  She  of- 
fered to  use  her  nuptials  to  test  the  technology.  "We 
will  send  out  'formal'  invitations  via  'snail  mail'  in  the 
coming  weeks,"  her  E-missive  to  friends  warned,  bare- 
ly concealing  her  contempt. 

Friends  were  directed  to  a  Web  site  for  the  wedding 
schedule,  activities,  and  soon,  even  a  guest  list.  The  system  instantly  sorts  re- 
sponses— so  the  yesses  get  added  to  the  future  bulletin  list,  and  the  noes  get 

sorry-sounding  "thanks-anyways."  "It's  very  personal,"  Holten  says.  What  most  impressed  the  couple:  Invitations 
went  out  at  11:30  p.m.  on  June  28.  In  five  minutes,  they  had  three  replies.  —  Joan  O'C.  Hamilton 


Car  9076B,  Where  Are  You? 


d: 


I  rivers  who  swear  they're  little  old  ladies  from  Pasade- 
na may  get  a  chance  to  prove  that  they  drive  their  bug- 
gies only  to  church.  The  catch?  You  have  to  let  your  insur- 
ance company  track  your  car  everywhere  you  drive  it. 
Progressive  Casualty  Insurance  Co.,  based  in  a  Cleveland 
suburb,  is  trying  to  live  up  to  its  name.  It's  preparing  to  test 
consumers'  willingness  to  swap  privacy  for  discounts.  The  of- 
fering: a  global  positioning  device  that  transmits  occa- 
sional reports  of  where  the  car  is.  That  way,  your 
premium  can  be  based  on  the  actual  risk  of 
where  and  when  you  travel.  A  pilot  program 
is  under  way  in  Houston.  If  successful, 
that  could  mean  lower  rates.  Now,  insurers  base  rates  on  where  customers  live 
and  on  statistics  telling  how  much  they  are  apt  to  drive — and  where. 

Of  course,  Progressive  can  keep  a  very  close  eye  on  you.  But  the 
company  insists  the  point  isn't  to  monitor  policyholders  but  to  justify  cheap- 
er rates.  All  the  data  is  protected  by  encryption.  Besides,  if  you  happen  to  get 
lost  in  the  wrong  part  of  town,  at  least  your  global  positioning  device  can  help 
get  you  home.  —  Peter  Galuszka 


Very  Go 


File  this  under  "What  the  p 
tus  doesn't  tell  you."  Before  ve 
capitalist  Geoffrey  Y.  Yang  ma<  »W: 
call  on  BUSINESS  WEEK  in  Jun<  aj» 
thought  it  was  only  polite  t  ^5 
up  a  little  bit  on  him  firSH^ 
decided  to  use  Ask  Jet  )?  ;- 
the  Net  search  engin  \$ 
lets  Web  surfers  ask  i:,. 
tions  instead  of  usir  ^  -: 
keywords.  After  all,  \  »>[< 
is  on  the  board  of  Ai)f 
Jeeves  Inc.,  which  waj  ers  an 
to  have  an  initial  publi  h; 
ing  on  June  30. 
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&s  I  Was  Surfing 

That  Ribbon  of  Highway 


Can  the  PC  replace  the  CB,  good  buddy?  Officials  at  PNV.net 
say:  Forget  the  stereotypes.  Of  the  1.5  million  long-haul 
truckers  in  the  U.S.,  50%  have  home  PCs,  and  25%  of  drivers  keep 
a  machine  with  them.  So  on  July  1,  PNV.net  (formerly  Park  'N 
View  Inc.)  launched  an  Internet  service  provider,  and  it  plans  a 
portal  by  this  fall.  So  far,  PNV.net  has  wired  220  truck  stops  so  dri- 
vers can  plug  into  a  jack  next  to  their  rig.  The  ISP  charge:  Up  to 
$15  per  month. 

The  company  has  high  hopes  for  its  portal.  PNV.net  envi- 
sions electronic  debit  cards  so  truckers  can  order  merchandise 
such  as  books  and  truck  parts  online  and  have  it  sent  to  their 
home  or  to  the  next  stop  on  their  route.  Truckers  will  be  able  to 


E-mail  friends  and  family.  They  will  find  a  digital  log  book  on  the 
site  to  track  mileage  and  a  listing  of  loads  to  haul. 

PNV.net  isn't  the  portal  equivalent  of  a  honking  18-wheeler, 
but  it  should  grab  a  few  of  America  Online  Inc.'s  customers. 
Troy  Snyder,  a  29-year-old  trucker  from  Robinson,  III.,  has  switched, 
slashing  his  bill  from  $32  a  month  with  AOL  to  $10.  With  the  ser- 
vice, Snyder  can  keep  track  of  weather  conditions  and  friends.  So 
who  needs  a  CB  radio?  —  Ira  Soger 


i- 


hereto  Find  Relief  Online 


e  tv  spot  features  a  jumpy  guy  standing 
mgstore  aisle.  A  ninny  derk  just  ain't  un- 
nd  the  poor  guy's  pleas  that  he  needs 
hing  because  the  "general  is  having  trou- 
ploying  the  troops."  The  message:  Tap  in 
ives"  at  www.drugstore.com,  and  your 
nt<  >rt  will  soon  be  over. 


It's  part  of  a  side-splitting  campaign  taking 
aim  at  your  worst  drugstore  nightmares.  Ad 
agency  McCann-Erickson  Worldwide  has  craft- 
ed the  spots  for  Seattle  upstart  drugstore.com 
Inc.,  which  filed  for  a  public  offering  in  May 
and  is  at  the  forefront  of  the  Internet's  latest  at- 
tack on  brick-and- mortar  retailers. 

There's  just  one  problem:  Even  with  a 
$17.95  overnight-shipping  charge,  you  have  to 
wait  one  day  for  your  remedy.  The  company 
insists  the  ad  stresses  the  discomfort  of  seeking 
information  in  a  store,  not  the  countdown  to 
relief.  But  at  that  rate,  "the  general"  could  very 
well  surrender  his  privacy  for  some  more  im- 
mediate relief.  —  Joan  O'C.  Hamilton 


Lr  I'll  Find  Out  at  Once 


:  happens  when  you  Ask 
'Who  is  Geoff  Yang?"  The 
l  wer:  "I  think  you  may  have 
ed  something."  We  didn't, 
the  link  that  suggests  that 
If  ed  up,  and  Jeeves  then  ven- 
ijd  Did  you  mean:  'Who  is  Goof 
nfg  I  We  didn't,  really.  Yang  ad- 
at  lit  Jeeves  is  weak  at  recogniz- 
0*  ter  names,  but  he  says  that 
jtf  *  are  in  the  works.  "I'll  ask 
ifr  •  put  in  a  few  sentences 
#>  lers  and  board  members," 
>#  is. 
r  ;ood  news:  Ask  Jeeves  has 


backup  systems  that  get  you  to  the 
right  stuff.  In  addition  to  its  distinc- 
tive method  of  answering  questions 
with  questions  in  order  to  zero-in  on 
what  users  want,  it  taps  search  en- 
gines such  as  AltaVista  and  Infoseek, 
which  let  Ask  Jeeves  turn  up  profiles 
on  Yang.  Of  course,  Ask  Jeeves  (cour- 
tesy of  WebCrawler)  also  headlined 
the  Official  Geoff  Billington  Fan  Club 
as  celebrating  "an  international  show 
jumper  and  his  many  horses."  Now 
that's  a  group  that  makes  a  whole 
different  kind  of  hay  from  venture 
capitalists.        —  Timothy  J.  Mullaney 


, 


THE  EIGHT-SECOND  RULE 


Tired  of  poky  Web  action? 
Zona  Research  says  surfers 
may  bail  out  if  the  informa- 
tion they  request  doesn't  pop 
up  within  eight  seconds.  With 
the  majority  of  modems  at  56kb 
level,  violating  the  eight-second 
rule  inflicts  more  losses  than  slow 
modems.  All  told,  slow  downloads 
could  clip  as  much  as  $4.35  billion 
from  U.S.  E-commerce  sales  each 
year.  Ouch! 

The  Monthly  Loss  From 
Sluggish  Web  Downloads... 


SPEED 

14.4kb 

28.8kb 

56kb 

ISDN 

T1 


LOST  SALES 
MILLIONS 

$73 
$97 
$100 
$14 
$38 


.Means  Big  Annual  Losses 
For  Lots  of  Industries 


INDUSTRY 


SECURITIES  TRADING 

TRAVEL  &  TOURISM 

PUBLISHING 

GROCERIES 

PERSONAL  FINANCE 

MUSIC 

BOX  OFFICE  RECEIPTS 

TEXTILES/APPAREL 


LOST  SALES 

MILLIONS 

$40 
$34 
$14 

$9 

$5 

$4 

$3 

$3 


OATA:  ZONA  RESEARCH  INC. 
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BY 
ELLEN  NEUBORNE 


Mining  Info 

What's  in  It  for  Me? 

Despite  the  hype,  there's  not  much  pay  dirt  for  the  consumer 

f  all  my  data  are  being  mined,  why  am  I  not  getting  what  I  want?  One  of  the  great 
trations  of  being  an  online  shopper  is  hearing  all  the  fuss  about  data  mining  and  how 
making  Internet  retailers  so  much  more  savvy  than  their  brick-and-mortar  counterparts.  1 
frustrating,  because  most  of  the  benefits  are  going  to  the  Web  upstarts,  not  to  the  consul 
Although  the  promise  of  customized  products  and  services  is  dangled  before  u 


cyberspace,  it  has,  so  far,  been  the  exception  rather  than  the  rule. 

Online  consumers,  being  asked  to  register,  E-mail,  and  re- 
spond to  surveys  in  record  numbers,  might  wonder  where  all 
this  great  revelatory  knowledge  is  going.  If  I'm  really  to  believe  that 
online  merchants  are  going  to  outsell  my  old  favorite  stores  thanks 
to  the  data  they've  mined  from  me,  they'll  have  to  do  better  than 
Amazon.com  Inc.'s  much-praised  practice  of  book  suggestions 
based  on  my  past  purchases. 

Truth  is,  at  this  point  in  the  development  of  the  Information 
Economy,  data  mining  is  still  a  tactic  used  primarily  to  cut  costs,  not 
satisfy  consumers.  That  shows  in  the  kinds  of  marketing  that  online 
retailers  now  proffer.  I've  shopped  at  NetGrocer  Inc.,  baring  my 
shopping  list  to  the  Web  merchants.  Back  in  their  data  banks, 
they  now  have  me  clearly  pegged  as  a  buyer  of  everything  from  Al- 
pha-Bits to  Mott's  apple  juice  boxes  and  a  wide  array  of  short-cut 
products  from  soup  mixes  to  instant  cereal.  What  can  we  extrapolate 
from  all  this  information?  How  about  that  I'm  willing  to  shell  out 
a  few  extra  bucks  for  a  saved  minute  or  two.  But  the  marketing 
communications  I've  received  from  NetGrocer  are  concerned  most- 
ly with  delivery  discounts.  My  data  scream:  willing  sucker  for 

high-margin  convenience  product.  Instead,        .  . .  ....■ 

I  get  a  couple  of  dollars  off  on  shipping. 
SUGGESTIONS,  please.  NetGrocer  may 
shave  some  bucks  off  its  marketing  budget 
by  targeting  me,  rather  than  distributing 
that  delivery  discount  far  and  wide.  But 
the  benefit  to  the  company  is  not  much  of 
a  gift  to  the  shopper.  It's  certainly  not 
enough  to  keep  me  from  trying  their  com- 
petition. Now,  if  NetGrocer  were  to  come 
back  from  using  my  information  with 
suggestions  of  other  time-saving  products, 
a  shopping  list/menu  planning  program,  or 
some  other  offer  that  simplified  my  shop- 
ping life,  I'd  know  they  truly  know  me. 
And  I  would  be  hooked. 

Admittedly,  that's  a  lot  to  ask  from  any 


Oou 
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retailer,  traditional  or  virtual.  E-tailers  are  only  now  comii 
against  a  problem  that  has  plagued  the  traditional  business 
munity  for  years.  Data  mining  has  been  around  a  long  tim 
many  retailers  of  all  kinds  still  aren't  very  good  at  it.  D 
seems,  are  a  lot  easier  to  gather  than  they  are  to  use. 
"epiphany."  In  fact,  one  of  the  biggest  examples  of  failed  data 
ing  comes  from  the  earthbound  world  of  retailing:  the  death  i 
Sears,  Roebuck  &  Co.  catalog.  Here  was  a  beloved  instituti 
American  consumerism.  As  it  teetered  on  the  brink  of  extincti 
the  early  1990s,  many  Wall  Street  analysts  told  me  the  c 
would  survive,  thanks  to  its  extraordinary  database  of  American 
sumer  behavior.  But  data  are  useless  if  you  can't  make  them 
for  you.  "We  think:  'If  we  just  get  more  and  more  data,  at 
point  we  will  have  this  epiphany  and  know  what  to  do,'  I 
Leonard  Fuld,  president  of  Fuld  &  Co.,  a  Cambridge  (Mass.) 
suiting  firm.  "But  in  many  cases,  companies  just  get  frozen, 
can't  make  sense  of  it  all."  The  Sears  catalog,  a  potential  data 
mine,  died. 

Still,  the  fact  that  data-directed  marketing  is  hard  does  nc 
online  shops  off  the  hook  with  consumers.  Better  knowledge 
consumer  and  improved  customer  se 
are  part  of  what  the  online  comm 
promises  when  it  beckons  to  us  to 
virtual.  In  the  lightning-fast  develop] 
of  the  E-commerce  community,  the 
elty  of  being  online  and  open  24 
wearing  off.  Consumers  are  now  tak 
hard,  cold  look  at  the  two  worlds  o 
tailing  and  making  decisions  about  v\ 
merchants  serve  them  best.  Internet  c 
panies  boast  of  their  ability  to  be  sm 
better,  and  faster — thanks  to  all  the 
they're  collecting.  And  investors  may  c 
the  cost-savings  that  data  mining  is 
ducing.  But  don't  keep  us  shoppers  \ 
ing  too  long.  Those  brick-and-mo 
stores  haven't  closed  yet.    ® 
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Why  these  Internet  services  outperform  yours. 


With  10.5  Gbps  capacity,     <©• 

Hotmail 

257  peering  relationships  and 
DoubleCliCK   a  global,  one-hop 
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connections  to  make  sure  all 


these  f^ft     &    Web  services 
always  deliver.  Streaming  media. 
Voice-over  IP.     \jff    Distance 

CNfT   I)v  Compute  Wn« 

medicine  and  learning.  Gaming. 
W^MD  E-Commerce.  With 
us,  they  have  the  headroom  they 


need  no  C=>yWE1-   matter  how 
tall  the  spikes  get.    P  MBBBff 
If  you'd  like  to  plug  into  clearly 
*^    superior  connectivity, 

flycast' 

co-location  facilities,  and  technical 
services  I11**  to  assure  your 
own  outstanding  performance, 
call  800  475  2733. 
www.above.net 
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Internet  spikes?  No  problem. 
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Forget  the  Mall. 

Kids  Shop  the  Net 

Soon  they'll  spend  billions  online.  How  should  marketers  and  parents  respond 

ver  wonder  what  your  kid  is  doing  online?  Consider  how  Jason  Smikle,  13,  speni 
past  few  nights  on  the  Internet.  He  sampled  the  CD  soundtrack  for  the  Eddie  Mi 
movie,  Life,  ogled  Nike's  new  $165  Air  Jordan  XIII  Lows,  and  browsed  throug 
assortment  of  $1,300  pes  from  the  likes  of  Dell  and  Gateway.  "I  did  everything  yoi 
do  except  buy,"  Jason  says.  Later,  he  did  buy  the  CD  at  a  local  store. 


Kids  are  going  Net-crazy.  Nearly  50%  of  teenagers  are  online 
and,  of  those,  information  gleaned  from  the  Net  has  an  impact  on 
how  68%  of  them  make  purchases,  according  to  Greenwich 
(Conn.)  researcher  nfo  Interactive.  Nearly  18%  have  bought 
something  at  cybershops,  and  a  further  50%  of  online  teens  have 
used  the  Internet  to  shop  for  items  before  rushing  to  purchase 
them  at  brick-and-mortar  stores.  And  young  people  won't  outgrow 
Net  shopping  they  way  they  did  their  last  pair  of  Gap  jeans,  either. 
Kids  from  5  to  18  will  spend  an  estimated  $1.3  billion  online  in 
2002,  up  from  an  expected  $1.9  million  this  year. 

The  Internet,  remember,  is  this  generation's  rock  'n'  roll,  and  E- 
commerce  gives  this  already  compelling  medium  even  more,  shall 
we  say,  twist  and  shout.  Teenagers  pumped  $150  billion  into  the 
U.  S.  economy  last  year.  The  potential  to  transfer 
some  of  that  to  the  Web  has  online  merchants 
drooling.  There's  a  "frenzy  over  teens,"  says  Dan 
Pelson,  chief  executive  of  Bolt  Media  Inc.,  a  Web 
community  for  teenagers. 

Web  sites  eager  to  cash  in  on  the  purchasing 
power  of  teens  are  quickly  revamping  their  tac- 
tics. Bolt,  where  teens  can  chat  about  everything 
from  the  coolest  shoes  to  the  hottest  sports 
teams,  has  scrapped  its  mostly  Bolt-brand  shop- 
ping mart  in  favor  of  purchasing  options  inte- 
grated into  every  area  of  its  site.  Visitors  to  Bolt's 
sports  zone  will  learn  about  sales  on  mountain 
bikes.  Clothes  hounds  will  get  sneak  peeks  of  hot 
fashions  in  the  style  zone.  And  members  are 
notified  by  E-mail  of  sales  tailored  to  their  spe- 
cific tastes. 

kiddie  PLASTIC.  Or  check  out  cdnow,  the  popu- 
lar music  site  where  28%  of  the  visitors  are  13  to  19.  This  fall  the 
company  will  allow  tune-hungry  teens  to  download  music  from 
more  than  10,000  bands  on  its  network  of  Web  sites.  Advertisers  will 
be  able  to  buy  banner  ads  on  the  sites,  and  cdnow  will  stuff  its  CDs 
with  advertisers'  coupons  and  fliers. 

Not  having  credit  cards  used  to  keep  kids  from  shopping  online, 


KIDS  FLOCK  ONLINE 


The  number  of  kids  between 

2  and  18  on  the  Net  will 
surge  to  38.5  million  by  2002 


A  MILLIONS 

DATA:  JUPITER  COMMUNICATIONS 


but  that's  changing.  Issuers  mailed  out  3.2  billion  card  solicil 
last  year,  and  now  an  estimated  7  out  of  10  college  studen 
their  own  vinyl.  What's  more,  several  Web  vendors,  includin 
plan  to  issue  Web-only  debit  cards  that  let  teens  buy  items  o: 
site.  They'll  work  like  this:  Kids  deposit  money  into  an  accoun 
then  show  the  account  number  at  a  site  to  make  purchases, 
is  going  to  make  getting  a  driver's  license  and  a  checking  acco 
distant  second  and  third  to  the  new  most  important  thing  in 
says  Jason's  father,  Ken  Smikle. 

Young  people's  urge  to  splurge,  however,  heightens  coi 
about  an  Internet  that  many  parents  see  as  a  vast  world  fraught 
danger.  As  kids  spend  more  time  online — nearly'  seven  ho 
week — they  increasingly  are  only  a  click  away  from  gam! 
pornography,  and  online  advertising.  The 
tential  for  worrisome  activity  became  cle 
April,  when  Andrew  Tyler,  13,  placed  $3.1  m 
worth  of  fictitious  bids  on  merchandise  adve 
on  Web  auction  site  eBay.  The  site  didn 
quire  Tyler  to  supply  a  credit  card,  so  his 
never  cost  his  parents  any  money.  "My  fear  ii 
kids  will  get  hold  of  their  parents'  credit  c 
and  all  they  have  to  do  is  type  in  a  nui 
and  shop  forever,"  says  Susan  E.  Rossano,  a 
Jersey  elementary  school  teacher  whose  14- 
old  shops  on  the  Web. 

How  do  Web  merchants  balance  teens 
terest  in  Web  shopping  with  parents'  cone 
Several  sites — DoughNET,  RocketCash,  iCanB 
feature  "digital  wallets"  that  store  a  spec 
amount  of  money  that's  connected  to  a  sat 
account.  This  way,  kids  don't  rack  up  debts, 
they  can  spend  whatever  money  they  have.  Other  sites,  inch 
DoughNET,  let  parents  specify  where  their  kids  are  allowe 
spend  money.  "The  parent-control  system  is  a  way  to  ease  chil 
into  an  adult  world,"  says  DoughNET  ceo  Ginger  D.  Thon 
Web  merchants  had  better  hurry  up.  Jason  Smikle  and  othe: 
shop  as  if  they're  already  there.  • 
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Name: 

Profile: 

Customer  history: 


Things  to  remember: 


Will  Singleton 

Purchasing  manager/top  100  customer 

Ordered  5,000  laptops,  told  joke  about  Java:  5/09 
Bought  service  contract,  told  joke  about  Java:  5/10 
Changed  order  to  10,000,  told  joke  about  Java:  5/11 

Politely  laugh  along. 


You  know  the  type,  ["he  tragically  unfunny  comedian.  Just  remember  to  be  kind,  because  he's  also  your  customer. 
Hut's  where  ( llarify  comes  in.  Our  solutions  help  you  identify  and  remember  the  things  about  customers  that  will 
make  then  experiences  more  enjoyable.  li\  sharing  these  details  across  every  customer 
interaction,  from  sales  and  support  to  call  centers  and  the  Web.  you  create  a  customer 
focused  front  office.  And  not  coincidentally,  some  incredibly  loyal  customers  Since 
I  990,  we've  helped  i  omp.mies  like  Best  Buy,  Ericsson,  First  USA,  and  GE  strengthen 
then  customer  relationships  by  making  those  relationships  more  personal. To  find  out 
how  we've  helped  someone  like  you,  just  call  l-.sxs  t'l  ARlFYorgotowww.clarify.com 


Clarify 


All  you  need  to  know. 


n  k  ol  Clarity  Inc  All  olhei  companies  products  .)n..i  services  mentioned  herein  die  the  property  otthetr  respective  owners  wdshouM  be  treated  is  such 
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MER  GREEN 


_       The 

information 

|  Gold  Mine 

New  software-and  the  Net's  legions  of  cybersurfers  and  shoppers-are 

starting  to  hand  companies  opportunities  they've  only  dreamed  of 


hen  Harley  Dixon  clicked  on  NextCard  Inc.'s 

advertisement  for  a  credit  card  on  the  Quicken.com  financial  Web 

site,  he  couldn't  believe  what  he  found.  It  promised  instant  approval 

and  a  choice  of  terms  based  on  his  credit  history — all  in  less 
than  35  seconds.  Intrigued,  the       card  and  transfer  balances,  NextCard  won  a  new 


retired  engineer  from  Henriet- 
ta, N.  Y.,  filled  out  a  short  on- 
line form  with  his  name,  address, 
income,  and  Social  Security  number.  Bingo!  Sec- 
onds later,  up  popped  three  offers.  Says  Dixon: 
"Next  thing  you  know,  I  had  a  new  card." 

Behind  the  scenes,  the  snap  approval  was  a 
technological  tour  de  force  for  NextCard.  Instantly, 
NextCard's  computers  dialed  the  three  major  cred- 
it bureaus  to  check  Dixon's  record.  Analyzing  that 
along  with  his  current  balances,  NextCard  in  a 
split  second  zipped  through  30,000  potential  com- 
binations ot  terms  in  its  portfolio  and  chose  three 
offers  tailored  precisely  to  Dixon's  profile.  The  result 
Instead  of  the  usual  three  to  six  weeks  to  issue  a 


customer  in  a  heartbeat.  "The  Internet  is  the  most 
fantastic  source  of  data  the  world  has  ever  seen," 
says  NextCard  Chief  Executive  and  founder  Jeremy 
R.  Lent.  "We're  creating  a  brand-new  science." 

All  over  the  Web,  a  data  gold  rush  is  on.  The 
incredible  commu- 
nications and  com- 
puting power  of 
the     Internet     is 
handing  companies 

an  unprecedented  opportunity  to  collect  and  ana- 
lyze information.  By  tracking  everything  from 
which  advertisements  prompt  that  first  mouse 
click  all  the  way  through  to  the  actual  sale,  they're 
scrambling  to  unlock  patterns  of  customer  be- 


COVER  STORY 


BUSINESS  WEEK  E.BIZ  /JULY  26. 1999    EB  17 


I 


havior  hidden  since  the  dawn  of  commerce. 
Of  course,  companies  have  always  tried 
to  quantify  customers'  wants  and  needs — 
and  largely  failed.  Department-store  pio- 
neer John  Wanamaker  famously  complained 
130  years  ago  that  half  his  advertising  was 
wasted — he  just  didn't  know  which  half. 
Since  then,  companies  such  as  Wal-Mart 
Stores  Inc.  have  set  up  huge  virtual  ware- 
houses full  of  product  and  customer  data. 
But  those  data  have  been  cumbersome  to 
get  at  and  daunting  to  analyze.  Figuring 
out  what  customers  really  want  has  re- 
mained more  of  a  black  art  than  a  science. 
LESS  WASTE.  Now,  companies  are  starting  to 
harness  the  Net's  power  to  not  only  an- 
swer Wanamaker's  question  but  go  far  be- 
yond that.  They  are  working  away,  mining 
the  hidden  veins  of  gold  in  mountains  of 
data  in  an  effort  to  prompt  customers  to 
buy  more,  stick  around,  and,  down  the 
road,  maybe  even  pay  extra  for  the  tailored 
products  and  services  that  will  result.  Along 
the  way,  the  goal  is  to  save  money  by  tar- 
geting only  the  most  profitable  customers 
and  avoiding  the  manufacture  of  costly 


products  nobody  really  wants.  Ultimately, 
merchants  want  to  tailor  unique  products 
and  services  to  each  and  every  customer — 
so-called  mass  customization,  the  unrealized 
dream  of  every  marketer. 

Information  gathered  over  the  Net  can 
provide  the  kind  of  insight  into  customers 
that  Wanamaker  could  scarcely  imagine. 
Its  as  if  he  could  train  cameras  on  every 


revolutionize  the  business  world.  No 
Web  sellers  have  all  this  traffic  anc 
lions  of  customers,  they  need  to  find 
to  extract  the  real  profits  that  invest* 
creasingly  demand.  If  they  can  pro' 
unique  service  or  product,  they  a 
more  and  even  charge  more.  "We  w 
get  to  know  them  the  same  way  a 
town  shopkeeper  of  yesteryear  mighi 


Yahoo!  collects  400  billion  bytes  of  info  every  d 
-the  equivalent  of  a  library  of  800,000  boo 


square  inch  of  a  store,  with  teams  in  back 
rooms  monitoring  how  often  shoppers 
touch  a  rack  of  sweaters  or  turn  up  their 
nose  at  a  pair  of  slacks — and  still  more  le- 
gions to  make  new  products  on  the  spot 
and  rush  them  out  to  those  fussy  buyers. 
Says  Chris  Halligan,  director  of  Dell  Com- 
puter Corp.'s  E-commerce  business:  "The 
Internet  has  turbocharged  our  ability  to 
understand  our  customers." 

This  ultrapersonal  targeting  may  help 
E-commerce  finally  deliver  on  its  promise  to 


gotten  to  know  them,"  says  Amazoi  lirtm 


pal 


Inc.  ceo  Jeffrey  P.  Bezos.  "That  kind,  o 
sonalization  is  going  to  be  extremely 
able  for  the  customer." 

That's  why  companies  are  furiousl 
lecting  and  analyzing  the  bits  and 
spinning  around  their  computers'  fast-j  : 
ing  arrays  of  disk  drives.  Already,  fc 
stance,  the  Web  portal  Yahoo!  Inc.  a  iuii 
some  400  billion  bytes  of  information    k  ren 
day — the  equivalent  of  a  library  cran  row 
with  800,000  books — about  where  vi  itebo' 


WHAT    YOU    NEED    IN    YOUR    TOOLBOX    FOR    MINING    DATA 


MANAGING  CUSTOMER  CONTACTS 


COMPANIES  THAT  MAKE  IT  POSSIBLE: 
Siebel,  Pivotal,  Silknet,  Vantive 

Software  programs  pull  together  a 
wide  swath  of  information  on  cus- 
tomers based  on  how  they  interact  with 
a  company — through  sales  calls,  meet- 
ings, online  and  phone  inquiries,  or  buy- 
ing products  and  services.  Government 
Computer  Sales,  for  example,  combines 
online  sales  with  traditional  sales  to 
keep  track  of  their  best  customers  and 
what  they  are  buying — helping  increase 
the  number  of  products  sold. 


AD  TARGETING 


CUSTOMER  SERVICE 


COMPANIES  THAT  MAKE  IT  POSSIBLE: 
Brightware,  Chordiant, 
NewChannel,  HNC 

This  software  lets  E-merchants  and 
content  sites  automatically  reply,  route, 
or  segment  E-mails  so  companies  can 
be  more  efficient  and  effective  in 
responding  to  customers.  Some  also 
pull  together  info  from  call  centers.  It's 
used  by  the  likes  of  Suretrade,  Schwab, 
and  Ticketmaster  Online-CitySearch 
to  automate  replies  to  customer  E-mail 
and  forward  E-mails  to  specialized 
customer-service  reps. 


COMPANIES  THAT  MAKE  IT  POSSIBL 
AdKnowledge,  Doubleclick, 
24/7,  Flycast,  Matchlogic,  Engage 

These  services  dish  up  and  track  a| 
across  a  network  of  sites,  monitorii 
who  is  clicking  on  the  ads,  how  oft< 
and  whether  the  ads  actually  lead 
sales. The  services  often  build  up  profilj 
that  can  include  information 
demographics,  tastes,  or  E-m; 
addresses  of  millions  of  people 
improve  targeting.  Advertisers,  includii 
Travelocity,  General  Motors,  and  P&< 
find  these  services  to  be  just  the  tick* 
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l  >n  the  site.  It  hopes  to  figure  OUl 
«-  ids  and  products  will  most  appeal  i<> 
so  ii  can  charge  higher  rates  and 
more  I  commerce  sales.  Likewise, 
geting  service  Engage  Technologies 
as  gathered  some  30  million  of  its 
inique  customer  profiles, 
e  shock  waves  from  this  new  ap- 
\  will  shake  not  only  cyberspace  but 
rick-and-mortar  merchants.  Already, 
'ly  stalwarts  such  as  Consolidated 
itways,  investment  adviser  pinko 
,  and  industrial  parts  distributor  W.  W. 
$er  are  beginning  to  tap  online  cus- 
inronnation.  "It's  at  the  forefront  of 
we're  growing  E-commerce,"  says 
^er  Internet  Marketing  Vice-President 
oots.  His  customers  are  largely  em- 
rs  dispatched  to  make  purchases  for 
companies.  Armed  with  data  on  the 
ing  caps  of  each  of  these  employees, 
targets  them  with  E-mails  about 

ucts  within  their  price  ranges. 

jhat  remains  to  be  seen  is  whether 

imers  will  raise  a  ruckus  about  all  this 
te  knowledge  of  their  secret  desires. 


Although  CUStOmer  data  always  have  been 
Collected,   it    has   never   been    tins  easy   to 

conned  information  within  and  across  net 

works  and  to  use  that  data  instantly.  Unit's 
what  worries  privacy  advocates.  <  >n  lunc 
14,  they  cried  foul  when  DoubleClick  Inc., 
which  runs  and  tracks  ads  on  1,500  Web 
sites,  announced  that  it  would  buy  Abacus 
Direct  G>rp.,  which  has  purchase  informa- 
tion on  88  million  households.  Their  wor- 
ry: The  combined  data  could  reveal  so 
much  about  buyers  that  it  would  violate 
their  privacy.  "Privacy  will  grow  as  a  public- 
relations  and  political  issue,"  predicts  Martha 
Rogers,  a  partner  at  marketing  consultant 
Peppers  and  Rogers  Group  (page  EB  30). 
"CONNECT  the  dots."  That's  not  the  only 
obstacle  to  merchants'  mass-customization 
dreams.  Many  companies  admit  they've  only 
just  begun  to  look  at  the  technology  they 
need  to  most  effectively  use  the  reams  of  in- 
formation they're  collecting.  According  to 
a  Deloitte  &  Touche  study  of  867  manufac- 
turing companies  in  35  countries,  less  than 
a  quarter  of  those  surveyed  now  use  data- 
mining  technologies.  Says  Deloitte  &  Touche 


p.irinei  David  Brain  i     M     ■ 

dous  amount  ol  work  to  l»   don    to  d 
Op  .in  Internet  Strategy  to  con; 
with  customers." 

The  challenge  is  particularly  acute 
abroad,  where  I.  commerce  hasn't  taken 
hold  as  last  as  in  the  U.  S.  Many  companies 
in  Japan  haven't  even  digitized  much  of 
their  marketing  and  sales  data,  says  Joichi 
[to,  chairman  of  U.  S.  portal  Infoseek  Corp.'s 
Japanese  unit.  Some  overseas  companies, 
however,  are  tiptoeing  into  mining  their 
data.  Matsushita  Electric  Industrial,  the 
world's  largest  consumer-electronics  com- 
pany, conducted  an  online  poll  of  the  8,000 
subscribers  to  its  Internet  access  service 
about  the  gifts  they  had  bought  or  planned 
to  buy  online.  Now,  Matsushita  is  sharing 
those  results  with  its  clients,  such  as  de- 
partment stores  and  mail-order  businesses. 

What's  the  magic  behind  all  this  new- 
found data  collection?  While  marketers  can't 
track  how  much  junk  mail  shoppers  throw 
out,  any  online  merchant  with  tracking 
software  and  database  programs  can  keep 
tabs  on  how  many  times  a  Web  visitor 


DATA  ANALYSIS  ENGINES 


.AIL  DIRECT  MARKETING 


i  MPANIES  THAT  MAKE  IT  POSSIBLE: 
jponsys.com,  Annuncio,  Digital 
pact,  Post  Communications 

?  turnaround  cycle  on  these  services 
vhat  sets  them  apart.  Using  lists  of 
nail  addresses,  the  services  and 
ftware  can  get  responses  from 
itomers  in  hours  rather  than  the 
/s  and  weeks  typical  with  snailmail 
ect  marketing.  Companies,  such  as 
oys,  PreviewTravel,  and  Tower 
:ords,  target  product  offers  based  on 
itomers'  interests  or  what  they've 
ught  in  the  past. 


COMPANIES  THAT  MAKE  IT  POSSIBLE: 
E.piphany,  Manna, 
MicroStrategy,  Blue  Martini 

Designed  to  pull  together  and  analyze 
information  from  systems  that 
companies  already  have  in  place, 
including  inventory,  logistics,  and  sales 
databases.  Used  by  Schwab,  Stream- 
line, and  Capital  BlueCross  to  track 
trends  within  segments  of  customers 
so  they  can  decide  what  kind  of 
products  and  services  to  offer. 


SUPPLY  CHAIN  AND  LOGISTICS 


COMPANIES  THAT  MAKE  IT  POSSIBLE: 
Manugistics,  i2, 
Nonstop  Solutions,  VTT 

The  last-and,  at  this  point,  the  weak- 
est-chain in  the  loop,  the  goal  is  to 
translate  an  understanding  of 
customers' tastes  and  purchases  into  a 
quick  turnaround  in  making  products 
and  working  with  suppliers.  Dell  and 
Cisco  are  on  the  cutting  edge,  though 
a  wide  variety  of  others,  including 
Nestle,  Compaq,  and  Ford,  are  heading 
in  this  direction. 
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checks  out  an  advertisement  or  a  prod- 
uct— and  what  they  skip  over.  To  do  that, 
Web  sites  can  simply  place  tags,  called  cook- 
ies, on  a  visitor's  computer  disk  drive.  Those 
cookies,  combined  with  online  registrations, 
can  then  be  added  to  information  from  E- 
mails  and  phone  inquiries  placed  by  cus- 
tomers. Add  in  what  the  cookies  and  credit 
cards  say  about  purchases  made,  and  E- 
businesses  suddenly  have  a  treasure  trove  of 
insights. 

Still,  it's  only  in  the  past  year  that  com- 
panies have  used  the  technology  to  its 
fullest.  Once  the  Net  reached  mass  market 
status,  with  100  million  cybersurfers  and 
counting,  Web  site  operators  began  de- 
manding software  that  would  assess  what 
was  clicking  and  what  was  missing.  Now, 
there  is  a  slew  of  software  to  answer  their 
questions — from  Responsys.com's  $5,000- 
plus  programs  that  monitor  customer  orders 
and  tastes  so  it  can  create  tailored  E-mails  to 
E.piphany's  $250,000  software  modules  that 
track  buying  trends  across  hundreds  of  Web 
sites,  as  well  as  phone  calls  from  customers 
and  in-store  behavior. 

Many  companies  already  are  reaping  big 
benefits  from  their  efforts  at  using  these 
gobs  of  data.  In  a  recent  survey  by  Forrester 
Research  Inc.,  16%  of  large  companies  al- 
ready expect  more  effective  use  of  customer 
information  to  help  them  cut  costs  this 
year.  An  additional  34%  are  banking  on 
savings  by  2001. 

Just  getting  info  to  the  right  people  in- 
side the  company  is  paying  dividends  for 
some.  "The  pressing  issue  in  Corporate 
America  is:  'How  do  I  identify  the  best 
customer?' "  says  Roger  Siboni,  president 
and  ceo  of  E.piphany,  a  Palo  Alto  (Calif.) 
software  startup  that  helps  companies  ana- 
lyze their  customer  information  (right). 
FATTER  MARGINS.  That  has  been  a  big  mo- 
tivator for  Government  Computer  Sales 
Inc.,  a  $100  million  hardware-  and  soft- 
ware-procurement service  in  Issaquah,  Wash. 
The  company  has  created  profiles  of  its 
customers — 3,400  government  departments 


E.piphany  may  jUSt  live  up  to  its  hifalutin  name. The  Palo  Alto  (Ca 

software  maker  has  created  programs  that  let  data-hungry  companies  scarf  up 

analyze  almost  any  scrap  of  information  on  their  customers.  That  has  attracted 

likes  of  Charles  Schwab,  Capital  BlueCross,  and  Hewlett-Packard.  With  E.piphany1 

$250,000  software,  these  companies  can  suddenly  do  what  has  bedeviled  mark 

for  years:  ferret  out  customer  behavior  to  offer  just  what  buyers  may  be  looking 

for — on  the  fly.  "E.piphany  i5  the  railroad  track  that  bnngs  all  the  information  tl 

companies  need,"  says  Roger  Siboni,  E.piphany's  president  and  CEO.who  left  kpmc 

International  to  join  the  startup. 

Here's  how  it  works:  The  software, 

dubbed  E.piphany  e.4,  pulls 

together  E-mails  from 

customers,  questions  at  call 

centers,  purchases  on  a 

company's  Web  site, 

even  how  a  potential 

buyer  responds  to 

sales  calls  and  online 

advertising. 

Businesses  use  that 
data  to  uncover  trends 
and  spot  the  best 
customers.  For  example, 
software  maker  Visio 
Corp.  was  surprised  to  find 
that  consultants  were 
responsible  for  30%  of  the  online 
sales  of  one  of  their  software  packages 
for  diagramming  and  drawing.  Seattle-based 
Visio  now  plans  to  tailor  services  and  marketing  for  the  consultant  crowd.  "What* 
key  is  that  we're  able  to  learn  about  our  customers  in  real  time,"  says  Michael 
Molendijk,  Visio's  director  of  marketing  for  its  online  site.  With  such  testimonials, 
E.piphany  may  be  helping  customers  see  the  light. 


*k 
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has  helped  the  company  persuade  its  clients, 
on  average,  to  nearly  double  the  number  of 
software  programs  and  computer  products 
they  buy — boosting  GCSl's  profit  margins 
from  7%  in  1997  to  11%  in  1998. 

Indeed,  harnessing  the  right  informa- 
tion offers  companies  not  just  a  way  to 


Suddenly,  the  seemingly  impossible  dream 

of  "mass  customization"  is  within  reach 


in  six  states — based  on  online  and  tradi- 
tional sales,  marketing  and  accounting  data- 
bases, phone  inquiries,  and  other  sources. 
The  profiles  help  c-csi,  which  does  about 
60%  of  its  interactions  online,  track  and  tar- 
get the  customers  that  buy  the  most.  That 
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save  money  but  also  to  make  more  of  it. 
Two  months  ago,  Consolidated  Freightways, 
a  $2.1  billion  trucking  company,  found  a 
way  to  cater  to  small  businesses.  When  vis- 
itors to  its  Web  site  look  at  certain  rate 
quotes  or  routing  guides,  a  window  auto- 


matically pops  up  offering  online  I  -- 
While  customers  get  a  speedy  helping  h '", 
Consolidated  collects  info  from  them—  fc 
uses  that  to  target  them  for  more  busi  _ 
The  benefit:  These  small  businesses  brir  na~ 
much  higher  profit  margins — 10%,  * 
typical  3%  for  large  customers. 

Consolidated  isn't  alone.  Forrester  fo 
that  20%  of  large  companies  expect  t 
use  of  customer  information  taken  fi=" 
the  Net  to  boost  revenues  this  year,  w*" 

'Our  v 

74%  expect  a  lift  by  2001.  pimco  Func  s 
one  of  those  that's  seeing  results.  The 
vestment-advisory  firm  offers  an  Inte  ;e< 
service  that  uses  each  investor's  profile  lur 
a  storehouse  of  700,000  records  on  final  \\ 
funds  to  tailor  a  proposed  investment ; 
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say  to  the  retailer? 
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mg  a  state-of-the-art  technical 
on,  we're  helping  Tower 
t  individualize  their  customer's 
jying  experience.  Wajch  for  the 
"'  the  new  towerrecords.com. 
«aking  a  good  thing  even  better. 
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tegy  and  technological  solution 
us  to  transform  the  order- 
ing procedures  of  Europe's 
gardening-supply  company, 
j  the  time  to  process  an  order 
.r  days  to  one  and  giving  their 
ealers  access  to  a  product 
lore  than  2,500  goods. 


-e.com 

ed  Furniture.com  build  the 
largest  online  furniture  store, 
ir  50,000  items  from  over  100 
urers.  Shoppers  easily  browse 
selection,  create  their  own 
)m,  and  work  with  design 
ants  for  personal  service. 


our  white  paper: 
es  for  Growing  Your  Business 
i  E- commerce 


;es  worldwide 
une  100  clients 
t  us  at: 
t  3  3241  ext.  132 
5  8964  [International! 
ks.com 


E-commerce.  It  offers  incredible  opportunities.  You  Can  fit  a  million 
shoppers  in  your  store.  With  the  right  site,  you  can  track  their  buying 
habits,  predict  their  purchases.  You  can  offer  them  the  world.  At 
USWeb/CKS,  we  were  one  of  the  first  to  create,  build  and  deploy 
successful  e-commerce  sites.  Our  sites  do  more  than  sell  products. 
They  combine  strategy,  targeted  marketing,  network  systems 
development,  Internet  technology  and  more.  We've  handled  over 
3,000  client  engagements.  Let  us  help  expand  your  virtual  floor  space. 
Contact  us  for  details. 


USWeb/CKS 

Transforming  business  in 
the  digital  economy. 
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perspective.  From  a  faCUlty  broad  enough  to  ptWlde  H 


With  195  world-class 
faculty  members  in 
diverse  areas,  Wharton 
stands  at  the  center  of  one 
of  the  broadest,  deepest 
intellectual  environments  in  the 
universe.  Every  year,  Wharton 
Executive  Education  draws  on  this 
strength  to  deliver  more  than  200 
programs  to  more  than  9,000  executives 
worldwide  —  giving  you  the  power  to 
propel  your  organization  and  your  career  to 
new  levels. 


Gaining  Strategic  Advantage 
Through  Effective  Supply 
Chain  Management 

September  19-24,  1999 

Implementing  Strategy 

September  12-17,  1999 


Strategic  Thinking  and 
Management  for 
Competitive  Advantage 

October  17-22,  1999 

Wharton  Executive 
Negotiation  Workshop: 
Bargaining  for  Advantage 

October  24-29,  1999 


lS* 


Visit  us  on  the  web  or  call  us  to  learn  more 
about  our  complete  portfolio  of  courses  and  our 
new  state  of  the  art  interactive  distributed 
learning  program,  Wharton  Direct. 

Aresty  Institute  of  Executive  Education 
215.898.1776  or  800.255.EXEC  ext.  2372 
215.898.2064  fax  (attn.  dept.  2372) 
http://wh-execed.wharton.upenn.edu/2372.cfm 
execed@wharton.upenn.edu  (e-mail) 


Wharton 


Executive  Education 


The  Wharton  School 
University  of  Pennsylvania 
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ithin  two  minutes.  About  30  daily 

ill  thai  average  $250,000  arc  now 

}  eneiated  from  the  system.  P1M(  1 1  es 

it  hall  the  proposals  arc  accepted, 

'11  add  75%  more  business  than  it 

I  have  gotten  in  the  past. 

new  ability  to  track  results  can 

I  puck  payoffs.  Online  educational  re- 

lmarterKids.com  Inc.  used  AdKnowl- 

|.c,  a  Palo  Alto  (Calif.)  company  that 

:s  ad  placements,  to  track  every  in- 

lind  transaction  that  resulted  from 

Inillion  online  campaign  last  Decem- 

ji  January.  It  soon  found  that  a  few 

>uch  as  Microsoft  Network,  Yahoo!, 

milvEducation  Network — attracted 


the  most  clicks  on  its  ads,  so  the  company 
upped  Spending  Oil  those-  sites.  Result:  Half 
its  CUItOmen  arc  people  who  bought  alto 
viewing  the  online  ads. 

It's  also  a  way  to  quickly  correct  mar- 
keting nightmares.  Gleaning  trends  from 
its  computer-review  guide,  technology  news 
site  cnet  Inc.  could  show  one  advertiser — 
say,  a  computer  merchant — that  its  offerings 
bombed  with  most  buyers,  and  even  those 
that  buyers  wanted  cost  too  much.  "The 
value  of  marketing  on  the  Internet  isn't  in 
the  clickthroughs,"  says  cnft  Chief  Executive 
Halsey  Minor  about  the  number  of  times 
people  click  on  an  online  ad.  "It's  in  the 
data  you  capture." 


Andrew  Brooks,  president  andcEoofFumiture.com  inc., 

wants  his  customers  to  feel  pampered — as  if  they'd  just  nestled  onto  one  of 
the  plum-colored  velvet  slipcovers  he's  selling.  That's  why  two-year-old 
Furniture.com  overhauled  its  service  in  January,  adding  software  and 
computing  power  so  the  company  can  collect  more  telling  information  on 
its  customers.  Brooks  is  betting  this  will  lead  to  products  and  personalized 
services  that  convince  his  clientele  to  snap  up  everything  from  Shaker  tables 
to  Frank  Lloyd  Wright  lamps. 

It  has  been  a  pretty  good  bet.  For  starters,  after  analyzing  Web  surfers'  behav- 
ior on  his  site,  Brooks  found  that  a  high  number  of  visitors  were  interested  in 
sofas  costing  $700  to  $1,100. The  problem  was,  they 

decided  not  to  buy  when  they  clicked  over  and 
learned  that  delivery  would  take  up  to  12 
weeks.  So  the  company  persuaded  a 
designer  to  come  up  with  new 
couches,  available  in  July,  that 
can  be  delivered  within  three 
weeks  of  an  order. 

Staying  attuned  to  cus- 
tomers hasn't  stopped 
there. The  Framingham 
(Mass.)  startup  now  offers  a 
service  called  My  Selections, 
which  lets  cyber  window- 
shoppers  pick  out  different 
items — say,  a  bedroom  suite — 
and  then  store  those  choices  on 
the  site  so  they  can  mull  over  the 
purchase.  That's  when  Furniture.com 
zips  off  advice  and  additional  information 
that  might  persuade  them  to  buy.  "We're  extreme- 
ly close  to  our  customer  because  every  single  day,  we  know  what  they  shopped 
for,  what  they  liked,  and  what  they  didn't  like,"  says  the  36-year-old  Brooks. 
Since  January,  the  site's  conversion  rate  of  visitors  into  buyers  has  more  than 
doubled.  That  has  to  feel  nearly  as  good  as  those  velvet  slipcovers. 


'Ihat  data  alio  can  help  companiei  comb 

their  information  stashes  for  clues  on  | 
to  keep  their  customers  coming  back.  When 
BabyCenter  Inc.,  an  online  baby  content 
and-products  site,  opened  its  cyberstore  for 
business  eight  months  ago,  about  100,000 
people  signed  up  for  bimonthly  newslet 
ters  about  promotions  and  new  items.  But 
results  were  underwhelming:  Only  6% 
clicked  on  the  links,  far  below  the  10%- 
plus  typical  of  BabyCenter's  other  infor- 
mational newsletters. 

fixing  holes.  So  in  May,  after  analyzing 
what  customers  clicked  on  in  the  newslet- 
ter, BabyCenter  revamped  it  around 
themes  such  as  "Summer  Days  with  Your 
Baby,"  with  sections  targeted  at  different 
baby  age  groups.  Since  then,  the  click- 
throughs have  jumped  to  25%,  with  1% 
to  2%  of  those  people  buying.  Says  Dun- 
can Dreschel,  BabyCenter's  director  of 
marketing:  "If  you  can  be  smart  about 
your  product  and  are  relevant,  that's  when 
you  can  develop  loyalty." 

One  of  the  best  ways  to  keep  those 


How  companies  plan  to  use  the 

information  they  have  assembled 

on  their  customers 


1999 

2001 

MARKETING 

18% 

52% 

CUSTOMER  SERVICE 

16% 

48% 

SALES 

16% 

34% 

PROCESS  IMPROVEMENT 

2% 

22% 

FRAUD  DETECTION 

10% 

14% 

PRODUCT  DEVELOPMENT 

4% 

10% 

DONT  USE  DATA 

72% 

0% 

DONT  KNOW 

0% 

18% 

How  companies  expect  they  will 

benefit  from  their  wealth  of 

customer  information 


INCREASE  REVENUE 
CUT  EXPENSES 
NO  IMPACT 
DONT  KNOW 


DATA,  FORRESTER  RESEARCH  SURVEY  OF  50  OF  THE 
1.000  LARGEST  U.S.  COMPANIES 


1999 

2001 

20% 

74% 

16% 

34% 

72% 

0% 

0% 

20% 
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Are  you  an  executive  trying  to  enhance 
the  value  of  your  business  at  the  same 
time  you're  managing  it?  interBiz  Solutions 
could  be  a  real  /-opener. 

With  our  BizWorks™  framework  and 
services,  you  can  keep  an  eye  on  all  your 


business  relationships — suppliers,  partners, 
competitors,  customers — in  real  time. 

Communications  are  instantaneous, 
global  and  bulletproof.  Stunning  3D  visual- 
izations transform  endless,  mind-numbing 
information  into  clear,  actionable  intelli- 


gence. And  with  our  exclusive  Neuge  ]<c-. 
technology,  you  can  fast  forward  and  js •, 
back  to  predict  sales,  anticipate  short  ifc,„ 
or  break  through  bottlenecks.  You  car  5  - 
even  preview  the  effects  of  your  decis  \$ 
before  you  commit  to  them. 


Software  superior  by  design. 

©1999  Computer  Associates  International,  Inc.  (CA).  All  trademarks  belong  to  CA. 


ike  no  mistake,  /-business  is  more 
jst  another  e-business  tool.  It's  a 
form  of  intelligence  for  the  next 

if  ?ss  generation 
erBiz  Solutions  is  a  division  of 

H  uter  Associates  International,  the 


world  leader  in  mission-critical  business 
solutions.  It  gives  those  who  manage  at 
/-level  an  insurmountable  competitive 
edge.  For  more  information,  visit 
1nterB1z.ca1.com. 


inter Biz 

SOLUTIONS 

A  Division  of  Computer  Associates  International,  Inc. 
interBiz.cai.com 

intelligence  lor  the  next   generation. 
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customers  is  to  provide  better  service.  On- 
line upstart  Furniture.com  Inc.,  which  of- 
fers 50,000  products,  from  couches  to 
Persian  rugs,  is  testing  that  theory.  When 
customers  have  questions  or  want  advice, 
they  can  hit  the  Design  Consultant  icon  on 
the  site.  Design  reps  then  use  product  info 
along  with  customer  feedback  and  pur- 
chasing behavior  to  make  targeted  sug- 
gestions. This  data-intensive  approach  has 
helped  Furniture. corn's  revenues  jump 
fourfold,  to  about  $1  million  in  May.  "As 
customers  share  specific  information  about 
their  wants  and  needs,  we  can  be  much 
more  responsive,"  says  Furniture.com  ceo 
Andrew  Brooks  (page  EB  23). 
tight  COOPERATION.  Ultimately,  merchants 
both  virtual  and  physical  hope  to  reach 
the  Holy  Grail  of  manufacturers  and  ser- 
vice providers:  products  customized  for 
every  single  customer.  The  vast  informa- 
tion the  Web  provides  on  each  buyer  has 
suddenly  put  the  seemingly  impossible 
dream  of  mass  customization  within 
reach.  But  it  requires  slick  cooperation 
among  suppliers,  manufacturers,  dis- 
tributors, and  retailers.  Dell  has  led 
the  way  with  its  built-to-order 
PCs,  but  it's  a  whole  new  ap 
proach  for  most  industries — 
even  online  merchants.  "Our 
store  will  be  completely  re- 
decorated for  each  and  every 
customer,"  vows  Amazon, 
corn's  Bezos — but  he  says 
that  could  take  up  to  10 
years. 

That's  why,  for  now,  mass 
customization  is  happening  only 
in  bits  and  pieces — but  intrigu 
ing  bits  and  pieces,  nonetheless. 
With  Yahool's  My  Yahoo  service,  for 
instance,  registered  users  can  set  up  a 
home  page  with  their  own  stock  portfolio 
and  news  sources — prompting  them  to 
spend  up  to  five  times  longer  on  the  site 
than  other  Yahoo!  visitors.  And  Yahoo!  can 
use  the  registrations  to  target  ads  to  their  in- 
terests. Then  there's  Harley  Dixon's  person- 
alized credit  card.  He  not  only  got 
customized  terms,  but  NextCard  let  him 
upload  through  the  Web  and  stamp  on  his 


ONLINE  LINK 


card  a  photo  of  an  airplane  he's  building. 
For  Dixon,  the  customization  helped  cinch 
his  decision  to  apply.  And  for  NextCard? 
Customers  who  have  personalized  cards  are 
more  than  twice  as  likely  to  use  their  cards 
as  people  who  don't  have  them,  says 
NextCard's  Lent. 

Nifty  enough,  but  other  companies  are 
digging  even  deeper  into  their  information 


offer  up  tailored  products — on  tr. 
For  instance,  if  a  customer  is  look 
mortgage  or  college  loans  on  the 
KeyCorp  will  target  offers  tailored  I 
customer's  financial  situation. 

Despite  the  Net's  promise,  bringi 
of  this  data  together  and  making  sei 
it  remains  a  huge  technological  an 
gistical  challenge.  In  a  Forrester  Res 


HOW  do  yOU  harneSS  the  hurricane  of  information  on  the  Ne 
and  elsewhere  to  get  ahead  of  your  rivals?  Ask  the  gurus.  Others  sure  are. 
From  separate  offices  in  Stamford,  Conn.,  and  Bowling  Green,  Ohio,  Don  Pej] 
and  Martha  Rogers  are  shepherding  Net  upstarts,  as  well  as  traditional  cor 
nies,  into  a  brave  new  world  of  E-commerce.  They've  written  a  series  of  hot] 
selling  books — The  One  to  One  Future,  Enterprise  One  to  One,  and  this  year's 
One  to  One  Fieldbook — with  a  simple  message:  The  big  winners  will  be  thoJ 
companies,  like  American  Airlines  Inc.  and  Dell  Computer  Corp.,  that  best  us 
the  data  they  collect  on  constantly  shifting  customer  tastes.  "It's  a  learning! 
relationship  that  involves  interacting  with  the  customd 
customizing,  and  then  doing  it  all  over  again,"  s\ 
Peppers.  That  message  is  striking  a  chord: 
The  pair  do  more  than  400  annual  semir 
workshops,  and  speaking  engagement] 
places  as  far-flung  as  Turkey. 
Peppers  and  Rogers  pinpoint  two 
key  advantages  to  cozying  up  to 
customers.  First,  by  tailoring  prodj 
and  services  to  a  buyer's  every  far 
clients  will  become  loyal,  shunninl 
the  competition.  Even  better,  as  ci) 
tomers  tell  the  company  more  abc 
themselves,  sellers  can  create  new 
products  that  have  built-in  buyers,  "rj 
not  just  using  the  information  I  know| 
about  a  customer  to  figure  out  better- 
targeted  harassment,"  says  Rogers. "It's  abo  j 
figuring  out  what  this  customer  needs  next  frot 
us,  when,  in  what  form,  at  what  price,  and  how." 
Now  that's  not  just  getting  ahead  of  rivals,  but  customers,  too. 


> 


A  0  &  A  with  consultants  Martha  Rogers 
and  Don  Peppers  is  availdble  online  at 
ebiz.businessweek.com. 


gold  mines.  This  fall,  financial-services 
company  KeyCorp  plans  to  begin  offering 
customized  products  and  services  to  con- 
sumers as  they  move  around  its  Web 
site — all  based  on  a  data  trove  of  the  7 
million  customers  who  frequent  KeyCorp's 
branch  offices.  When  any  of  those  cus- 
tomers visit  KeyCorp.'s  Web  site,  it  com- 
bines the  older  data  with  the  new 
information  on  their  Web  movements  to 


survey  in  May  of  54  online  retail  con  \ 
nies,  39%  said  that  combining  data  ft 
different  systems  has  proven  to  be  diffii 
"There  is  a  lot  of  promise  in  data  rr 
agement,"  says  Richard  Rock,  directo: 
consumer  insights  and  analysis  for  on 
auction  house  eBay  Inc.  "But  most  a. 
panies  are  drowning  in  data,  and  th 
the  biggest  obstacle." 

What's  more,  companies  will  hav< 
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How  m 


(computing  power 
)es  it  take  to  solve 
ne  mystery  of  life? 


A  company  called  Celera  Genomics  is  in  a  race  to 
find  out.  And  they're  using  the  only  .solution  fast 
enough  and  scalable  enough  to  even  try:  a  complete 
end-to-end  solution  based  on  64-bit  AlphaPowered u 
technology  from  Compaq.  Celera  chose  our  Alpha 
servers  and  workstations,  plus  software,  networking, 
'ices  and  storage,  to  help  map  the  3.5  billion  base  pairs  of  DNA  that  comprise 
human  genome.  What's  more,  they  plan  to  tap  our  unrivaled  Internet  expertise 
istribute  their  findings.  Why  Compaq?  Because  the  combination  of  our  Tru64 
J|IX  and  AlphaServer  technologies  shaved  two  years  off  their  projected  time-to- 
ition.  And  because  no  one  else  offers  proven  high-performance   \y      _  _  _ 

Ltions  that  companies  like  yours  can  implement  today.  To  learn  A\ 

■ 

re,  visit  www.compaq.com/64bit  or  call  L-800-AT-COMPAQ. 


. 


COMPAQ.  Better 


answers. 
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address  privacy  concerns  more  directly  or 
face  a  consumer  backlash.  Already,  those 
concerns  have  prompted  calls  for  tighter 
government  regulation.  If  that  goes  too  far, 
companies  may  be  hamstrung  in  what  data 
they  can  acquire  and  how  they  can  use  it. 
"These  are  goldfields,  but  there  are  also 
some  bears  and  people  out  there  with  shot- 


guns," says  Jason  Catlett,  a  privacy  advocate 
and  consultant  on  writing  privacy  policies. 
If  they  can  overcome  those  concerns, 
says,  marketing  consultant  Don  Peppers, 
companies  may  finally  provide  the  kind  of 
frictionless  commerce  that  both  they  and 
consumers  have  always  sought.  The  ideal,  he 
says:  "You  already  know  what  I  want — I 


don't  even  have  to  tell  you."  For  be 
worse,  customers  may  soon  find  th< 
one — not  even  Mom,  hubby,  or  their 
ful  dog  Spot — knows  them  better  than 
friendly  merchant  in  cyberspace. 

— Contributing:  Linda  Himelstein 
Robert  D.  Hof  in  San  Mateo,  Calif., 
Irene  M.  Kunii  in  Tokyo 


COMMENTARY 


Protecting  E-Privacy:  Washington  Must  Step  In 


George  Orwell's  vision  of 
Big  Brother  was  gov- 
ernment run  amok. 
But  it's  not  government  that 
threatens  privacy  today.  It's 
Internet  commerce. 

As  the  Web  morphs  into  a 
marketplace,  personal  informa- 
tion has  devolved  into  a  com- 
modity. Want  to  reach,  say, 
25-year-old  males  who  like 
country  music,  earn  more  than 
$53,000  a  year,  and  live  in 
Chicago?  No  problem. 
Data-mining  compa- 
nies such  as  Boston's 
Art  Technology  Group 
can  give  interested 
companies  their 
addresses.  Want  to 
snoop  on  a  business 
rival?  MyEureka  and 
other  brands  of  busi- 
ness intelligence  soft- 
ware will  help  fish  out 
tax  filings,  corporate 
credit-card  receipts, 
and  other  goodies 
from  offline  databases. 

Now,  with  the  proposed 
merger  of  online  advertiser 
Doubleclick  Inc.  and  Abacus 
Direct  Corp.,  a  direct-marketing 
outfit,  the  tools  that  compa- 
nies deploy  to  snoop  on  con- 
sumers could  become  much 
more  refined.  Abacus  Direct 
stockpiles  data  on  more  than 
2.4  billion  consumer  purchases 
through  1,100  catalogs.  Dou- 
bleclick, which  places  and  eval- 
uates online  ads  over  a 
network  of  1,500  Web  sites, 


BY     MARC  I  A 

wants  to  meld  Abacus'  data 
with  its  own  on  Web  surfing 
habits  so  it  can  target  ads  to 
those  most  likely  to  buy. 

If  Washington  regulators 
don't  block  the  $1  billion 
merger,  Doubleclick  will  gain 
access  to  Abacus'  data  on  the 
purchasing  habits  of  88  million 
U.S.  households.  So  in  theory, 
you  could  be  browsing  a  Web 
page  on  mutual  funds  and  sec- 
onds later,  get  a  call  from  a 


telemarketer  with  some  eerily 
dead-on  sales  pitch  for  finan- 
cial products. 

Is  this  sinister,  or  merely 
creepy?  The  answer  lies  in  sce- 
narios that  exceed  Dou- 
bleclick's reach  today,  but  may 
not  tomorrow.  Abacus  tracks 
your  taste  in  clothes.  But  other 
data-miners  may  be  more 
interested  in  your  medical 
records.  Pair  their  information 
v  ith  data  from  your  "click- 
sti?am,"  and  the  first  time  you 
visit  a  doctor  for  an  hiv  test,  or 


STE  PAN  E  K 

browse  an  aids  newsgroup,  it 
might  trigger  a  flurry  of  E-mail 
hawking  some  new  aids  drug. 
Once  your  online  persona  is 
linked  to  your  offline  identity — 
name,  address,  and  Social  Secu- 
rity number — those  messages 
could  show  up  in  your  office 
E-mail.  And  depending  on 
who  owns  the  information,  it 
could  wend  its  way  to  your 
health  insurer. 

It's  the  linkages  that  are 
really  jarring.  Currently, 
cookies  that  advertisers 
place  on  a  Web  user's 
computer  hard  drive 
track  that  person's 
online  behavior.  But 
today,  these  cookies 
don't  reveal  a  person's 
name  or  address.  The 
DoubleClick-Abacus 
deal  would  change 
that.  It  would,  for  the 
first  time,  link  a  large 
offline  database — with 
name,  address,  and 
credit-card  info — with  data 
about  shoppers'  online  habits. 
That  makes  privacy  activists 
howl.  In  a  June  21  letter  to  Dou- 
bleclick and  Abacus,  activists 
said  the  merger  would  create  a 
"surveillance  machine  of 
unprecedented  breadth  and 
depth"  that  jeopardizes  Net 
users'  anonymity. 

To  be  sure,  no  company 
hoping  to  build  trust  among 
customers  would  willfully 
stomp  all  over  their  privacy. 
And     Doubleclick     President 


in, 


Kevin  Ryan  argues  that  coi 
sumers  can  simply  tell  Doi 
bleClick  they  don't  want  to  t 
put  into  a  database.  All  this 
clear  from  Doubleclick's  "op 
out"  policies,  which  are  poste 
on  the  company's  Web  site. 

But  that's  asking  a  lot  c 
online  consumers:  First,  the 
have  to  know  that  they  an 
being  tracked.  Second,  the 
have  to  know  who  is  servini 
up  all  those  banner  ads.  Theii 
they  have  to  visit  DoubleClic 
and  track  down  its  policies. 

That's  daunting  even  fo 
busy  Netizens,  let  alone  fo 
the  two-thirds  of  American 
who  have  yet  to  venturt 
online.  And  even  if  ever] 
consumer  knew  all  abou' 
opt-out  policies,  who  i: 
going  to  hold  DoubleClick- 
or  any  other  data-mininj 
company — to  the  promise! 
in  their  privacy  policies? 

Most  online  companiei 
insist  that  they  can  regulat* 
themselves.  Maybe.  Bu 
as  online  direct  marketing 
becomes  more  successful,  thj 
value  of  personal  information 
will  soar — as  will  the  tempta- 
tions to  abuse  it.  Right  now, 
victims  have  no  clear  legal 
recourse.  And  while  nobody 
wants  a  Big  Brother  in  Wash- 
ington policing  the  Internet, 
someone  must  enforce  stan- 
dards for  the  handling  of  per- 
sonal data.  Right  now,  only  the 
federal  government  can 
those  shoes,  m 
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HAVING  TROUBLE  GETTING  YOUR 

E-BUSINESS  TO  BUSINESS? 


Extricity  Software:  powerful  Internet-based  solutions 
to  keep  your  suppliers  in  sync  with  your  customers. 


As  the  leader  in  business-to-business  integration,  Extricity"  Software  knows  that  serving  your 
e-commerce  customers  depends  on  the  efficient  management  of  your  suppliers — accurate 
inventory  management,  planning,  forecasting  and  fulfillment  at  the  speed  of  e-business. 

Extricity  AllianceSenes  is  the  industry's  only  comprehensive  software  application  that  works 
with  your  existing  IT  systems,  the  Internet  and  standard  software  technologies  like  XML  to 
synchronize  business  interactions  and  the  flow  of  information  between  customers,  partners 
and  suppliers  —  all  working  as  one.  Extricity  products  enhance  customer  service  as  well 
as  reduce  time  to  market,  inventories  and  cycle  times  by  more  than  40%.  »'$ 

Learn  how  Extricity's  customers  around  the  world,  such  as  Adaptec,"  Ingram  Micro,"  The  North 
Face/  Solectron,  TSMC  'and  others,  have  demonstrated  leadership  in  their  markets  through 
powerful  e-business  solutions.  Call  us  at  800-497-6883  or  visit  our  Web  site  to  learn  how  we 
can  help  you  deploy  an  e-business  solution  today.  6XtriClty.C0m 
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EXTRICITY" 
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SETTIN6  THE  A6ENDA  IN  BUSINESS-TO-BUSINESS  INTEGRATION. 

md  Extricity  AlliancuSi'.ies  ."*•  trademarks  ot  E«m-itv  Software    Ail  other  names  are  trademarks  ot  thou  respective  companies    C 1 999  Extncity  Software.  Inc  All  rights  reserved 


How  an  Intranet  Open 


MARCIA  STEPANEK 


Weyerhaeuser's  door  plant  was  on  its  last 


rom  its  drab,  corrugated-metal  exterior,  Weyer- 
haeuser Co.'s  Marshfield  (Wis.)  door  factory,  deep 
in  America's  dairy  belt,  doesn't  look  like  much. 
But  inside,  the  100-year-old  timber  giant  is  carv- 
ing out  its  own  piece  of  the  Internet  revolution. 


Four  years  ago,  the  plant  was  on  its  last 
legs — what  Weyerhaeuser  Vice-President  Jer- 
ry Mannigel  had  called  a  "dead  dog"  of  a 
door  plant,  besieged  by  bloated  costs,  flag- 
ging sales,  and  bad  morale.  Even  Mannigel, 
a  Marshfield  native  who  initiated  a  factory 
redesign  in  the  mid-1980s,  had  to  be  begged 
to  return  from  his  job  at  another  facility  to 
see  if  things  could  be  turned  around.  "The 
situation  had  gotten  so  bad  that  Marsh- 
field was  operating  at  half  capacity  but 
costing  us  the  equivalent  of  full  capacity,"  he 
says.  And  morale  couldn't  have  been  worse. 
Says  Mannigel,  whose  father  also  used  to 
work  at  the  plant:  "You  had  to  practically 
beat  people  with  a  stick  to  get  them  to 
come  back  to  work  every  morning." 


deliveries — up  from  40%  to  97%.  The 
plant's  share  of  the  U.  S.  commercial  door 
market  has  zoomed  from  12%  to  26%. 
And  since  1993,  the  year  Weyerhaeuser 
thought  it  might  shut  down  the  plant,  the 
factory's  return  on  net  assets  has  grown 
from  -2%  to  27% — well  beyond  this  year's 
companywide  goal  of  17%. 

Now,  Weyerhaeuser  is  taking  Door- 
Builder  even  further,  rewriting  the  rules  of 
the  doormaking  industry.  In  the  past  year, 
Weyerhaeuser  has  begun  to  experiment  with 
extending  its  DoorBuilder  network  beyond 
the  plant's  borders  to  some  of  its  most  val- 
ued customers — key  distributors.  That  com- 
munications link  is  speeding  up  the 
ordering  process  for  customers,  while  elim- 


Bad  morale:  "You  had  to  practically  beat  people 
with  a  stick  to  get  them  to  come  back  to  work" 


What  a  difference  the  Internet  has  made. 
Today,  the  plant — which  cuts,  glues,  drills, 
and  shapes  customized  doors  according  to 
each  buyer's  desire — is  profitable  again,  and 
revenues  are  growing  at  an  annual  10%-to- 
15%  pace.  Better  management  has  been 
key.  But  productivity  experts  give  much 
credit  to  Weyerhaeuser's  installation  of  a 
state-of-the-art  in-house  communications 
network  that  uses  the  Internet  to  compare 
prices  in  a  heartbeat,  boost  on-time  deliv- 
eries, and  track  orders  as  they  move  through 
the  plant. 

NEW  RULES.  Since  phase-in  began  in  late 
1995,  the  technology,  dubbed  DoorBuilder, 
has  helped  the  plant  to  double  produc- 
tion— to  more  than  800,000  doors  annual- 
ly. Tracking  software  has  improved  the 
plant's  record  for  complete  and  on-time 
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inating  cosdy  errors,  waste,  and  delivery 
snafus.  The  result:  Weyerhaeuser  can  offer 
faster  turnaround  and,  in  some  cases,  low- 
er prices  that  rival  doormakers  may  have  to 
match.  At  the  same  time,  distributors  that 
want  to  get  in  on  the  improvements  are  be- 
ing forced  to  automate  their  shops  so  they 
can  hook  into  Weyerhaeuser's  network. 

For  many  of  Weyerhaeuser's  distribu- 
tors, the  arrival  of  the  Internet  to  their  old- 
line  businesses  is  jarring,  and  not  altogether 
welcome.  Charles  Hummel,  CEO  of  Pleasants 
Hardware  Co.  in  Winston-Salem,  N.  C,  the 
nation's  largest  door  distributor  and  one 
of  Weyerhaeuser's  biggest  customers,  gripes 
that  DoorBuilder  will  require  him  to  put 
computers,  extra  phone  lines,  and  trained 
tech  staff  in  his  15  branch  offices.  Hummel 
is  hoping  he  can  hold  out  but  concedes 


n 


he  may  have  to  bite  the  bullet  because  i 
Weyerhaeuser's  clout.  "It's  a  love-hate 
tionship  with  Weyerhaeuser  right  now," 
says.  "If  you're  not  on  DoorBuilder, 
lead  times  may  actually  increase." 

Such  upheaval  is  the  inevitable  by-pn 
uct  of  E-engineering  in  the  timber  indus 
and  just  about  everywhere  else  these 
High-tech  and  low-tech  companies  alike 
scrambling  to  remake  their  businesses 
top  to  bottom  so  they  can  tap  into 
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d  the  Door  to  Profits 


; 


j  in-house  information  network  showed  people  how  to  work  better  and  smarter 


ligel  says  that,  before  DoorBuilder  became  operational,  "the  questions  of  cost  and 
1 1  every  month  were  a  crapshoot."  Today,  there  is  no  more  guesswork  or  favoritism 


;  r  of  the  Net.  At  the  heart  of  these  ef- 
are  communications  networks  much 
A  IvVeyerhaeuser's,  called  intranets,  that 
j:  .all  the  workers  in  the  company  while 
,J  ;ing  into  vast  databases  of  information, 
,_.  ry  floor  operations,  supplier  inventory, 
lists,  and  order-taking,  According  to  In- 
fional  Data  Corp.,  an  estimated  52%  or 


more  of  manufacturing  companies  with  rev- 
enues of  $1  billion  or  higher  are  considering, 
or  already  have,  intranets.  "From  its  original 
role  as  a  data  repository,  the  intranet  has 
rapidly  grown  to  become  the  central  nervous 
system  of  the  enterprise,"  says  a  May  report 
from  Concours  Group,  a  research  and  con- 
sulting firm  in  Kingwood,  Tex. 


As  essential  as  that  may  sound,  not  all 
intranets  have  paid  off.  Some  companies 
have  stopped  with  a  Web  site  or  have  failed 
to  exert  the  type  of  leadership  and  flexibil- 
ity needed  for  the  technology  and  the  cul- 
tural changes  it  brings.  Or,  says  Ernst  & 
Young  consulting's  chief  technologist,  John 
Parkinson,  "they  end  up  costing  far  more 
than  expected  and  drown  managers  in  too 
much  information."  Even  at  Marshfield, 
Vice-President  William  Blankenship — who 
persuaded  Weyerhaeuser's  top  brass  to  O.  K. 
the  plant's  intranet,  admits  that  "it  has  been 
a  long  haul."  Weyerhaeuser's  initial  $2  mil- 
lion investment  has  more  than  quadrupled. 
And  when  Mannigel  made  the  system  fully 
operational  last  February,  glitches  and  work- 
er errors  temporarily  slowed  deliveries  and 
hampered  production. 
CUSTOM  CRAFT.  Executives  remain  committed 
to  Marshfield  as  one  of  a  handful  of  ex- 
amples of  E-engineering  that  is  working  in 
the  U.  S.  And  Blankenship  says  Weyer- 
haeuser is  just  beginning  to  discover  what 
DoorBuilder  can  do. 

To  understand  just  how  dynamic  Door- 
Builder is,  consider  the  dramatic  changes  it 
has  brought  to  the  single  task  of  order- 
taking.  At  Weyerhaeuser,  this  has  long  been 
a  painstakingly  complex  job,  since  each 
door  is  custom-built,  according  to  an  amaz- 
ing 2  million  different  configurations — 
from  size,  style,  and  color  to  the  veneer 
and  hardware  options.  One  door  might 
have  a  round  window  and  a  core  to  with- 
stand 40  minutes  of  fire;  another  could  be 
laminated  with  white  plastic  stars,  destined 
for  a  theater  on  Broadway.  Before  Door- 
Builder, says  Mannigel,  "we  had  been 
buried  in  information,  and  our  inability 
to  handle  it  had  become  the  bottleneck  of 
this  business.  Every  six  or  seven  doors  or  so 
that  we  make  here  are  likely  to  be  different 
from  those  that  come  before  and  those 
that  come  after." 

DoorBuilder  sorts  through  all  that  in- 
formation and  calculates  the  math  in  sec- 
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For  Your  Business 


• 


You  can't  comparison  shop  at  a  one-brand  wonder. 

You  can't  rely  on  auction-house  serendipity. 

And  you  can't  buy  everything  you  need  for  your  business 

at  one  place. .  .unless  you  shop  here. 


Your  One-Stop  Solution 

VA.com:  Point,  click,  point,  click, 
done.   At  Value  America,   we've 
leveraged  our  retailing  expertise 
with  the  technology  of  the  Internet 
in  order  to  create  the  most  efficient 
and  cost-effective  way  for  you  to 
purchase  products  for  your  busi- 
ness. In  fact,  we're  a  direct,  informa- 
tive link  between  your  business  and 
hundreds  of  top  manufacturers.  Value  America  com- 
bines all  the  best  in  quality,  convenience,  service,  selec- 
tion, and  price— to  become  the  single-source  purchasing 
solution  for  your  business. 

Welcoming,  Accessible,  Responsive 

At  VA.com,  everything  you  need  for  your  office, 
department,  or  company  is  as  close  as  a  toll-free  phone 
™  call  or  a  simple  mouse  click. 

0  Once  online,  you'll  have 
access  to  thousands  of  brand 
name  products,  a  state-of- 
the-art  navigation  system  to 
help  you  find  them,  and  a 
gPS^JJ^^"  streamlined    ordering    pro- 

cess   to    help    assure    they 
arrive  on  time. 


>     Put  This  Potential  to  Work  for  You 

Click  on  VA.com  and  get  in-depth  product 
listings— with  multimedia  presentations 
to  help  you  make  informed  buying  deci- 
sions; keep  track  of  business  product  war- 
ranties; coordinate  volume  purchasing; 
access  detailed  billing  records  (see  your 
purchases  for  an  entire  quarter);  order  fax 
and  copier  paper  for  the  month,  and  man- 
age your  account  information  or  make 
purchases  from  almost  anywhere,  anytime. 

A  Good  Business  Partner 

Whether  it's  shaping  custom  comput- 
er configurations,  arranging  setup 
and  installation  services,  or  dis- 
cussing payment,  leasing,  and  vol- 
ume-discount options,  we  can  pro- 
vide the  knowledge,  expertise,  and 
personalized  service  you'd  expect  from  your  partner. 

Everything  Fits  in  This  Special  Place 

Value  America's  business  model  is  a  good  model  for 
your  business— it  values  quality  and  service  as  much  as 
low  prices.  Now  your  business  no  longer  has  to  consid- 
er compromising  on  quality  to  get  great  values  on  tech- 
nology and  office  products,  supplies,  and  furnishings. 


Now  You  Can — 
Click  on  \£\.com. 
W s  All  Here. 


Value  America  has  everything  for  your  business  in  one  place:  VA.com. 
Get  it  all — the  best  products  from  the  best  brands  at  the  best  prices — 
over  60,000  technology  and  office  products,  supplies,  and  furnishings! 


«e 


IBM  ThinkPad  390E  Notebook  w/free  cordless  connection   2626DOU/04K0064 

$2399 


Intel'  Pentium    D processoi   300MHz,  64MB  RAM,  4  3GB  HD.  56K  modem. 
24x-max  variable  speed  CD-ROM   14  1"  TFT  active-matrix  display.  Wind 


s80.00/mo.- 


TOSHIBA 


B 


Toshiba  Tecra  8000  Notebook 


PAT800U-B951 

Intel'  Pentium'  II  processor.  300MHz.  64MB  SDRAM.  6  4  billion  byte  HD.  56K  V.90 
modem.  24x-max  variable  speed  CD-ROM.  13  3"  TFT  display,  Windows'  98 


$2799 


!93.30/mo.* 


m 


HEWLETT 
PACKARD 


J 


HP  Omnibook  XE2  Notebook  w/free  32MB  memory  upgrade    F1456/F1723 
Intel'  Celeron    processor.  300MHz.  32MB  RAM,  4.1GB  HD.  56K  modem. 
24x-max  variable  speed  CD-ROM,  12  1"  HPA  display.  Windows'  95/98 


1499 


M9.97/mo.* 


COMPAQ. 


Compaq  EP  Towerable  Desktop  PC  401608-002 

_       Intel'  Celeron    processor.  400MHz.  32MB  SDRAM  (256MB  max).  4.3GB  HD. 
3.5  "1  44MB  diskette  drive,  Windows'  98  Moniior  sold  separate 


$799 


s27.00/mo.* 


Acer*  <♦  J  "^. 


Acer  SN  Series  Microtower  apsn-iboi 

Intel'  Pentium'  II  processor.  400MHz.  32MB  SDRAM  (256MB  max).  8.4GB  HD. 
10/100  NIC,  40x-max  variable  speed  CD-ROM.  Windows'  98,  Monitor  and  speakers  sold  scpa 


5699 


s23.30/mo- 


J* 


Apple  iMaC  W/UMAX  36-bit  Color  Scanner    Choice  of  colors:  Tangerine—  M7443LL  A  i  SPKG-13423 
333MHz  PowerPC  processor.  32MB  RAM  (256MB  max).  6  0GB  HD.  K56flexV.90  S30 mail-m  $  1  OOQ 

56K  modem.  24x-max  variable  speed  CD-ROM,  Mac  OS  8.5,  15"  display  (13  8"viewable)    mfr  s  rebate      LL*L,\J 


MlOO/mo." 


Cation  <* 


Canon  Multipass  C3500  Multifunction  H12-1302-US1 

Color  printer  (720  x  360  dpi  black  or  color.  6  5ppm  black.  2  5ppm  color),  fax  machine, 
copier  (360  x  360  dpi  black,  zoom  feature),  scanner  (400  dpi  enhanced.  200  dpi  optical) 


$50  mail-m        $OQQ 
mfr's  rebate  L.UU 


'9  30  mo' 


Iomega 


100MB  Zip®  Drive  Cartridge 

Capacity  100MB  Works  with  any  Zip  drive 
Preformatted  for  Mac  or  PC 


10028 


$359 


each 


Visions  Collection  Multimedia  Workstation  7917 

Accommodates  a  complete  CPU,  CD-ROM  storage  system,  printer,  plus  room  for  lots  of 
software  and  essentials 


H27" 


CUIUS 


• 


8-Outlet  Personal  Computer  Surge  Protector  sramor 

Complete  surge  protei  don  on  .ill  3  Incoming  Ac  lines  (hot,  neutral  and  ground) 
Protects  2  telephone  devices,  accommodating  RJ1 1  |ai 


$2499 


Visit  our  online  store  or  call  tor 

latest  prii  m^  and  availability. 

'Business  1  eases — 

36-month    lease,    on    approved 
credit   tor  qualified   businesses 

i  minimum  lease  amount  $2,500). 

To  arrange  tor  a  lease,  credit 

terms,  aiul  volume  discounts,  call 
our  business  tO  business  team  at 

(888)656  8258. 


L^AMERIC^»l- 

y  Dot-Corns  Are  Not  Created  Equal 

www.ValueAmerica.com  (or  simply  VA.com)  ■  (888)  656-8258 
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onds.  The  days  when  distributors,  builders, 
and  Weyerhaeuser  reps  would  haggle  for 
weeks,  if  not  months,  to  hammer  out  an 
order  are  gone.  And,  if  customers  are 
plugged  into  Weyerhaeuser 's  network,  they 
can  bypass  Weyerhaeuser's  reps  altogether  by 
typing  in  their  order  on  the  Marshfield 
plant's  Web  site.  All  orders  are  final  once  the 
customer  pushes  the  "submit"  button  on 
their  computer.  Sometimes,  handwritten 
substitutions  were  slipped  into  the  process  at 
the  last  minute,  as  a  special  favor  to  a  par- 
ticular customer.  "Today,  there  are  no  special 
favors,"  Mannigel  says.  "Now,  every  order  is 
equal." 

Indeed,  DoorBuilder's  order-entry  soft- 
ware is  so  sophisticated  that  it  is  based 
on  the  same  system  Boeing  Co.  uses  to 
configure  its  complex  777  airplane  wings. 
"If  a  certain  hinge  can't  be  used  on  a  cer- 
tain door  in  a  certain  city,  then  Door- 
Builder  will  reject  that  as  an  option  and 
tell  you  why,"  says  Mannigel. 


Converting  orders  from  paper  to  bits 
also  has  reduced  the  number  of  errors. 
Previously,  orders  were  stapled  to  each 
door  and  would  inevitably  get  torn  off  or 
lost  at  various  times  during  production. 
"We  had  one  guy  who  used  to  collect 
these  off  the  floor  and  put  them  in  a  big 
bin,  and  every  two  weeks  or  so,  he  would 

"For  the  first  time,  we  had 
not  making  any  money, 

throw  them  out.  We  were  having  to  redo 
orders  like  crazy,"  says  Mannigel.  Weyer- 
haeuser figures  DoorBuilder  has  reduced 
errors  drastically,  cutting  two  to  three 
weeks  off  turnaround  times. 

The  new  system  is  making  the  company 
a  lot  smarter — and  tougher — about  pric- 
ing, too.  In  the  past,  prices  were  based  on 
hunches,  special  relationships,  and  haggling 
with  customers  and  suppliers.  "The  questions 
of  cost  and  price  every  month  were  a  crap- 


shoot,"  says  Mannigel.  With  DoorbJ 
there  is  no  more  guesswork  or  favoij 
Thanks  to  more  precise  information 
costs  and  lead  times,  doors  are  now 
according  to  what  each  option  actually 
to  the  total  cost  of  manufacture.  Exec 
who  had  once  prided  themselves  on  |#(c 
pricing  prowess  discovered  that  son  L  „ 

proof  some  orders  we 
so  we  set  out  to  fix  t] 


their  generations-old  calculations  were 
In  one  case,  Mannigel  says,  "a  distri 
who  we  thought  was  one  of  our  be^i 
tomers  was  actually  costing  us  money' 
Lee  Kirchman,  the  plant's  vice-preside 
marketing  and  sales:  "The  machine 
more  than  we  did." 

The  result:  Weyerhaeuser  now  chj 
some  customers  more.  If  they  balk,  1 
Builder  can  instantly  offer  up  differen 
tions  that  are  cheaper.  "No  way  that  v 


HOW  TECHNOLOGY  OPENED  THE  DOOR  TO  PROFITS 


PROBLEM 

Packages  of  customized  doors  were 
configured  manually  from  more  than  2 
million  options.  The  process  could  take 
months,  with  time  spent  on  phone,  fax, 
and  mail — haggling  with  suppliers,  dis- 
tributors and  buyers.  For  the  distributor, 
placing  an  order  could  take  weeks. 

Pricing  was  based  on  hunches  and 

individual  relationships  between  cus- 
tomers, suppliers  and  distributors. 


Accepted  almost  any  customer  and 

order — even  though  some  customers  cost 
Weyerhaeuser  money. 


Handwritten  notes  and  printed  forms 
stapled  to  each  door  for  tracking  orders 
through  the  factory  were  easily  lost,  inac- 
curate, and  confusing. 

On  schedule  and  complete  only 
40  to  50%  of  the  time. 


SOLUTION 

Customers  assemble  their  own  door 
packages  through  a  "virtual  distribu- 
tor"— a  Web  site  on  the  Net  or  direct 
link  by  extranet  that  allows  them  to 
tap  into  suppliers'  lists  and  get  instant 
packages  and  pricing. 


A  computerized  cost-tracking  system 
now  bases  prices  on  customer  value 
profiles — from  creditworthiness  to 
volumes  ordered  over  a  period  of 
time — and  the  cost  of  every  option 
that  gets  built  into  a  finished  door. 

Using  new  database  and  DoorBuilder 
software,  the  plant  now  knows  its  cus- 
tomers better  and  can  be  more  choosy 
about  which  orders  it  bids  for  and 
which  distributors  it  chooses  to  do  busi- 
ness with. 

Computer  system  tracks  progress 
in  real-time,  with  no  changes  in  orders 
allowed  after  they  are  submitted  by 
customers. 

Using  tracking  and  scheduling  soft- 
ware and  a  communications  network 
inside  the  plant,  Marshfield  is  able  to 
deliver  complete  orders  on  time  97  to 
100%  of  the  time. 


PAYOFF 

Orders  get  placed  in  minutes 
with  fewer  errors,  faster  delivery 
times,  and  lower  costs  to  Weyer-^ 
haeuser.  Turnaround  time  has 
shrunk  by  three  weeks,  or  more. 


Some  prices  went  up;  some 
went  down.  Weyerhaeuser  stoppl 
losing  money  on  the  production! 
unprofitable  doors,  saving  millio] 
of  dollars. 


At  least  50%  fewer  customers,] 
but  a  doubling  in  order  volume 
to  more  than  800,000  doors  th 
year.  That  boosted  the  plant's 
return  on  net  assets  from  -2%' 
years  ago  to  +24%  this  year. 

Fewer  errors,  better  schedulir 
faster  delivery,  more  precise 
inventory  control. 


Door  deliveries  are  speeded 
up — and  Weyerhaeuser  gets  pak 
faster  when  performance  is  faste 
and  more  consistent. 
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!/3  of  all  online  shopping  carts  are  abandoned 


ow  can  you  convert  an  online  shopper  into  a  buyer? 
jman  interaction. 


e're  LivePerson""  The  leader  in  real-time  customer  service  on  the 
eb.  Through  an  easy-to-use  text  dialogue  window,  LivePerson 
ows  you  to  interact  with  your  customers  at  crucial  moments. 
•Iving  their  problems  and  closing  sales.  There's  no  hardware 
software  to  install.  And  with  low  upfront  costs,  we've  made  it 
nple  to  add  live  customer  service  to  your  site. 

>n't  miss  the  moment.  Visit  www.liveperson.com/getlive  or 
II  us  at  1  888.653.8727  and  start  converting  customers  today. 


'tivePerson 


Give  your  site  a  pulse. 
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Says  Jerry  Lenger,  a  distributor  in  St.  Louis  :  "What  DoorBuilder  has  started  is  like 
dominoes  in  this  industry" 


have  worked  without  the  data  we  got  from 
DoorBuilder,"  Mannigel  says.  "For  the  first 
time,  we  had  proof  some  orders  weren't 
making  any  money,  so  we  set  out  to  fix 
that.  Now  we  can  show  a  customer  precisely 
why  we're  asking  for  a  higher  price." 

Ditto  suppliers.  Kirchman  recalls  that 
in  the  days  before  DoorBuilder,  the  com- 
pany considered  Columbia  Forest  Products 


The  biggest  surprise  of  all:  Armed  with 
this  information,  Weyerhaeuser  actually  re- 
fuses some  customer  orders  now  or  redi- 
rects them  to  competitors — unimaginable 
before.  Customers  also  are  ranked  by  their 
creditworthiness,  price  demands,  average 
order  size,  and  their  willingness  to  go  along 
with  the  company's  new  way  of  doing 
things.  That  has  weaned  Weyerhaeuser 's 


With  precise  info  on  costs,  "this  idea  of  'whatever 
the  customer  wants'  is  gone,"  says  Mannigel 


Co.  one  of  its  best  suppliers  of  veneers, 
both  on  price  and  quality.  "But  we  did  an 
analysis  of  them  with  DoorBuilder,  and — 
surprise — they  ranked  way,  way  down  on 
the  chain,"  says  Kirchman.  So  Weyerhaeuser 
went  back  to  Columbia,  showed  the  com- 
pany the  data  and  gave  them  six  months  to 
improve — or  it  would  start  buying  most 
of  its  veneers  elsewhere.  Now,  each  quarter, 
Marshfield's  purchasing  staif  sits  down  with 
each  key  supplier  and  shows  them  how 
they  stack  up  on  the  value  chart,  hammer- 
ing out  prices  accordingly. 


roster  of  door  distributors  down  from 
roughly  500  in  1995  to  approximately  200 
this  year — but  with  more  volume  and  prof- 
it coming  from  each  of  the  mostly  larger 
customers  that  remain.  "This  idea  of  'what- 
ever the  customer  wants'  is  gone  now," 
says  Mannigel. 

What's  more,  customers  now  .have  to 
"put  some  skinny  on  the  table,"  Kirchman 
says — just  to  be  able  to  use  DoorBuilder  to 
place  their  orders.  The  12  distributors  start- 
ing to  experiment  with  having  a  direct  link 
to  DoorBuilder  have  each  shelled  out  be- 


tween $3,000  and  $5,000  for  the  sofh\| 
dedicated  phone  line,  training,  or  the  1 
of  in-house  order-placers.  AccordiJ 
some,  DoorBuilder  has  added  an  extra! 
or  two  to  the  order-taking  process  or 
end.  "What  Weyerhaeuser  is  doing  is  I 
ferring  some  of  its  order  work  to  th| 
tributor,"  grumbles  Hummel. 

Other  distributors  see  their  investmj 
DoorBuilder  as  money  well-spent. 
Dirtzu,  president  of  Glewwe  Door  in 
Minn.,  says  the  extra  expenses  are  a 
price  to  pay  to  get  on-time  deliveries. 
can  easily  lose  what  we  spent  on 
Builder  if  your  orders  get  delivered 
or  are  late,"  says  Dirtzu.  "We  figure 
Builder  will  pay  for  itself  within  the  I 
And  it  could  help  make  distributors : 
efficient.  Says  Gerald  Lenger,  executive  | 
president  at  H&G  Sales  Inc.,  a  St. 
distributor  using  DoorBuilder:  "What 
Builder  has  started  is  like  dominoes  in 
dustry.  And  those  who  don't  keep  ujj 
probably  be  left  behind." 

DoorBuilder  has  even  had  a  ha 
wiping  out  niggling  problems  with 
tories.  Previously,  a  shipment  of,  sajj 
wrong  veneer  couldn't  be  traced  bad 
its  supplier.  Now,  DoorBuilder  can  pin] 
which  manager  sold  it — along  with 
and  in  what  condition  it  arrived, 
man,  for  example,  recalls  that  beford 
intranet,  the  plant  had  been  buyingl 
very  expensive  mahogany  door  veneers  I 
year  when  they  hadn't  used  up  a  s| 
sheet  of  their  old  supply.  "All  that  oi 
inventory  system  told  us  was  that 
items  were  gone  and  so  we  ordered 
more,"  says  Kirchman.  "It's  incredible  | 
much  this  technology  can  challenge 
basic   assumptions   about   things." 
DoorBuilder  won't  schedule  any  dooi] 
production  unless  the  raw  material^ 
available  to  build  it. 

Ultimately,  E-business  is  changing 
door  business.  It's  not  the  first  indust 
feel  the  power  of  E-business.  But 
haeuser's  experience  suggests  that  ev 
most  unlikely  candidates  for  an  En 
neering  overhaul  will  have  to  open 
doors  to  the  information  revolution- 
maybe  sooner  than  they'd  like.  t> 


ONLINE  LINK 


For  more  about  intranets,  check  out  oil 
O&A  with  John  Parkinson,  chief  techn^ 
gist  for  Ernst  &  Young  consulting,  on 
ebiz.businessweek.com. 
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Read  this  if  you  want  to  start  selling 
stuff  on  the  Web  now. 

You  hear  the  success  stories:  e-commerce  is  creating  mega-brands 
virtually  overnight,  e-commerce  is  transforming  old  companies 
into  Web-savvy  players,  e-commerce  is  the  great  equalizer. 

Fine.  Now  how  do  you  do  it? 


Information  Hal,  writes:  "e-commerce  is  an  engine  for  high 
revenue  growth  -  .iimI  even  highei  Web  site  unpredictability.'' 
And  from  Forbes:  "e-commerce  looks  promising.  Now  comes  the 
hard  part:  making  it  work."1 


IBM  scalable  servers 

help  Charles  Schwab's 

customers  trade  over 

$2  billion  a  day  online. 


The  powei  nl  e-commerce  i-  obvious  (just 
take  a  look  at  the  stock  market).  lint  gearing 
up  so  you  can  sell  online  can  lie  a  lot  trickier 
than  it  looks  at  first  glance. 


Il  doesn't  matter  what  you're  selling  or  what  kind  of  business  you're 
in.  You  can  be  a  company  of  thousands,  hundreds,  or  maybe 
the  company  is  just  you.  Regardless,  IBM  can  help. 

We  can  show  you  how  to  seize  e-commerce  opportunities  and 

understand  the  issues.  And  there  are  significant  issues:  Pricing 
and  distribution  issues.  Inventory  issues.  Back-end  issues.  How 
do  you  connect  with  your  suppliers?  Your  vendors?  What  about 
Web  traffic  and  security?  What  about  customer  service? 

There's  no  one  answer.  No  owner's  manual  or  magic  formula, 
e-commerce  solutions  are  about  as  different  as  the  companies 
that  are  taking  advantage  of  them. 


An  IBM  RS/6000"  Web 

server  helped  REI  grow 

worldwide  online  sales 

by  360%  in  1998. 


For  example,  how  does  a  financial  broker  plan 
and  manage  for  growth  when  the  very  nature 
of  the  business  is  unpredictable  and  volatile? 
If  you're  schwab.com1  —  the  world  leader  in 
online  investing  —  you  do  it  with  a  massively 
scalable  IBM  Web  solution  that  can  handle  a  large  volume  of  traffic 
as  well  as  over  $10  billion  worth  of  transactions  online  every  week. 

What  if  you're  a  regional  retailer  and  want  to  go  from  having 
a  lew  store  locations  to  being  a  world  player?  If  you're  rei.com 
you  employ  a  powerful  IBM  e-commerce  solution  that  enables 
you  to  *ell  ever\lhing  from  camping  gear  to  kayaks,  reaching 
customers  nearby  or  in  the  Far  East  (REI  is  now  doing  a  brisk 
husiness  ill  Japan,  with  this  year's  online  sales  exceeding  last 
Mar's  by  an  extraordinary  400%). 


\nd  what  il  you're  a  tried  and  true  brand  and  want  to  expam 
your  husiness?  II  you're  iiationalgeugraphic.com  you  use  IBM 
e-commerce  technology  to  relaunch  your  online  store,  merchandise 
new  products  and  increase  online  sales. 

Even  emerging  companies  like  eseeds.com.  cdwarehouse.com  ant 
cha mpagnelady. com  are  coming  to  IBM  for  help  in  taking  advantage 
of  e-commerce  opportunities. 

IBM  has  everything  from  robust  e-commerce  software  solutions, 
like  WebSphere"  Net. Commerce"  and  HomePage  Creator,  to 
high-volume  IBM  Web  servers  and  Web  hosting  services. 

For  e-commerce  expertise  in  industries  as  varied  as  manufacturing, 
banking,  retail  and  health  care,  there  are  the  130,000  consultants, 
strategists  and  implementers  of  IBM  Global  Services,  These  are 
people  with  "been  there,  done  that"  experience,  who  have  the  tools 
to  help  you  build  and  maintain  a  secure,  scalable  e-commerce  site. 


IBM  has  e-commerce  solutions  no  ma 


Who  are  you? 


We're  a  very  small  business  with  under  50 
employees,  setting  up  our  first  online  store. 

We  don't  have  an  IT  department. 


We're  a  medium-size  business  or  a  department 

of  a  larger  corporation,  expanding  our 

online  presence.  ■■■ 

We  have  an  IT  staff. 


We're  a  medium/large  corporation  seeking  to 
achieve  strategic  competitive  advantage  using 


e-commerce. 


We  have  a  significant  IT  department. 
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What  i 


•  Have  a  robust  Web 

*  Accept  credit  cards 

■  Sell  up  to  500  differ 

■  Operate  hassle-fre< 


•  Build  or  expand  onl 
significant  transacli 

•  Build  interactive 
•Tie  into  existing  ITS' 

>  Administer  and  mai 

>  Determine  effective  el 

>  Integrate  with  existing! 

>  Gef  support  to  optirrn^ 

•  Maximize  ROI. 


Start  right  now:  Go  to  WWW.ibm.COm/e-bU 
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what?  You  don't  think  the  page  on 
he  left  applies  to  you? 

hue  online  sales  oj  books,  CDs,  videos  and  oilier  consumer  products 
re  getting  oil  the  headlines,  there  is  (mother  bi^  opportunity 
i  e-commerce:  businesses  selling  to  other  businesses. 

\nd  //)  M  is  helping  thousands  of  them  do  just  that. 


heck  oul  these  numbers,"  wrote  e.biz  in  the  March  22  edition 
Business  Week.  "I  -commerce  between  businesses  is  five  times 
much  a>  consumer  e-commerce,  or  about  $  I!  billion  last  year'** 

makes  sense,  actually  Businesses  already  run  their  entire  operations 
lomputer  networks  and  use  those  networks  to  communicate 
itween  locations,  subsidiaries  and  suppliers.  For  them,  adding 
fcb-hased  e-commerce  systems  i-  simply  the  next  logical  step. 

nt  whal  iln  you  need?  \\  here  do  you  start?  \\  hat  are  your  options? 
low  do  you  avoid  investing  a  Fortune  in  hardware,  software  and 
nministrative  overhead?  \\  hat  e-commerce  solution  is  right  lor 
nir  company  and  your  industry? 


\\  hether  it's  Web  hosting  sen  ices,  software  like  WebSphere  and 
N.i.i  ommerce,  or  high-volume  I  NIX®  and  Endows  N]  webservers, 
IBM  has  tools  to  help  you  build  and  grow  sophisticated,  interactive 
e-commerce  Web  sites.  \nd  gel  sou  up  and  running  righl  away. 


Gulfstream  now 

processes  7  out  of  10 
parts  online,  with  the 
help  ot  an  IBM  RS/6000 
Web  server. 


\l-'  i  ready  to  go  to  work  for  you  now  (as  we 

mentioned  on  the  previous  page)  are  the 

mi  He  than  130,000  consultants,  strategists  and 

implemented  ol  IBM  Global  Services.  These 

an'  people  who  have  real  world  problem-solving 

experience.  \nd  because  they  know  specific  industries  —  your-  - 

they  have  the  expertise  it  takes  to  help  you  make  the  most  of  the 

e-commerce  opportunities  that  are  oul  there. 


B\l  helps  companies  answer  questions  like  these  every  day. 
ompanies  like  Mercedes-Benz,  Shell  Services  International. 
s  well  as  more  modestly  sized  companies  like  1'KTsMART  and 
ehigh  Valley  Safety  Supply  Co. 

I  Belling.  This'chart  can  show  you  how. 


What  do  we  have  for  you? 


IBM  HomePage  Creator  makes  it  easy  to  set  up 
and  manage  an  online  store.  Catalogs,  shopping  carts, 
credit  card  transactions  and  hosting  by  IBM 

Starting  at  just  $39.95  a  month. 
FREE  setup.  FREE  one-month  trial. 


nd  billing 


lagmg  growth 


IBM  e-commerce  Start  Now  program  has  ail  you  need 
to  set  up  your  e-commerce  site  quickly  IBM  Net  Commerce 
software  works  with  NT.*  UNIX  and  midrange  servers 
(including  IBM  Web  servers)  Business  Partner  consulting 
and  implementation  services  are  also  included 
As  low  as  $1,099  a  month.' 


IBM  e-commerce  consulting  can  help  you  transform  your 
business,  with  everything  from  developing  a  business  strategy 
to  implementing  and  managing  the  e-commerce  solution  that  tits 
your  requirements 


13  or  caii  1  800  IBM -7080,  ext.  EC22 


These  are  just  a  few  of  the  ways  we're  helping  businesses: 

Direct  online  sales.  Just  as  IBM  is  helping  Gulfstream  sell 
airplane  replacement  parts  to  corporations  worldwide,  we're 
also  helping  retailers,  financial  companies  and  a  variety  of 
manufacturers  make  the  most  oi  e-commerce. 

Vendor  extraiietS.  Setting  up  a  network  that  helps  link  you  to 
your  vendors  can  cut  inventory  earning  costs  and  make  your 

company  more  responsive  \lter  employing         

an  IBM  extranet,  PETsMART.  the  pel 
superstore,  estimates  a  20%  reduction 
in  it-  inventory  of  imported  products. 


An  IBM  Global  Services 
electronic  supply  chain  solution 
helped  Mercedes  increase 
M-class  production  by  20°  o. 


Dealer-distributor  extranets.  IBM 

has  helped  companies  like  s\  \B  link  directly  to  their  dealer 

network-  -  enabling  dealers  to  order  ami  pr ss  transactions 

online.  This  increases  dealer  prodm  ti\ it\  and  reduces  paperwork, 
-ending  profit-  direct  to  the  bottom  line. 

( Inline  procurement  e-commerce  is  also  about  streamlining. 

Foi  ll>M  (yes,  wen-  an  e  business,  t web-based  procurement 

mean-  a  $240  million  savings.  I  his  \\.i* 

reduced  the  number  of  papet  invoices  ~  -  -"— •  — " 

from  five  million  to  zero.  ~~         ~  *  = 


oo 


IBM  is  an  IM  J~f|  e-business 

start  now  go  to  www.ibm.com/e-business/start3  or  caii  1  800  IBM-7080,  ext.  EC22 
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Halsey  Minor's 


* 


DA  HIMELSTEIN 


Major  Plans 


?  CEO  wants  CNET  to  offer  everything  there  is  to  know  about  tech  products  and  news 


i  many  ways,  Halsey  M.  Minor,  chief  executive  of  Net  publisher 
:net  Inc.,  was  born  to  run  an  Internet  company.  He  has  long 
)een  an  innovator  with  supreme  confidence:  At  age  9,  he  invented 
i  triple-decker  version  of  checkers  and  sent  his  creation  to  Mil- 
ion  Bradley,  certain  the  game  giant  would  snap  it  up.  It  didn't, 

Minor  kept  hatching  money-making 
mes,  including,  in  college,  a  com- 
rized  apartment-finding  service  that 
lidered  once  Minor  left  his  home- 
i  of  Charlottesville,  Va.  And  he's  a 
i  to  the  core:  For  his  high  school, 
or  chose  the  private,  all-boys  Wood- 


berry  Forest  School  because  of  its  com- 
puters. "I've  always  been  fanatical  about 
technology,"  he  says. 

Little  wonder,  then,  that  Minor  has 
grown  up  to  be  the  archetypal  Netrepre- 
neur.  In  1992,  even  before  Marc  L.  An- 
dreessen met  James  H.  Clark  and  formed 


browser  pioneer  Netscape  Communica- 
tions Corp.,  Minor  was  hard  at  work  on 
CNET,  a  company  that  uses  online  services 
and  TV  to  deliver  news  and  information 
about  technology.  Despite  scads  of  obsta- 
cles, such  as  near  personal  bankruptcy  in 
1994,  Minor  felt  certain  that  his  baby 
would  be  big.  And  he  was  willing  to  risk 
everything  to  prove  it.  "I  could  go  bank- 
rupt, but  I  was  not  going  to  quit,"  he  says. 
"I  have  learned  that  you  can  will  success." 
Minor's  belief  has  paid  off.  At  34,  he 
presides  over  a  540-person  company  in 
San  Francisco  that  went  public  in  1996, 


gambler:  Minor  is  stepping  back  from  day-to-day  operations  and  launching  a  venture-capital  fund  with  his  own  $40  million 
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valued  at  more  than  $3  billion,  cnet's  in- 
vestments of  $23.5  million  in  other  Net 
startups  have  delivered  more  than  $650 
million  in  gains.  As  for  Minor's  personal 
fortune:  It  has  topped  $500  million.  Minor, 
his  wife,  and  three  kids  (all  under  the  age 
of  3)  live  in  the  swank  Seacliff  neighbor- 
hood of  San  Francisco,  with  sweeping 
views  of  the  Pacific  Ocean  and  the  Golden 
Gate  Bridge. 

Minor  is  already  saying  he 
retire  by  40  to  focus 

But  now,  even  though  the  world  seems 
to  be  at  his  feet,  Minor  is  suddenly  talking 
about  making  colossal  changes  in  his  life. 
At  cnet,  he  has  assembled  a  new  senior 
management  team  so  he  can  step  back 
from  day-to-day  operations  to  focus  on 
the  company's  next  wave  of  growth.  At 
the  same  time,  he's  launching  a  $40  million 
venture-capital  fund  with  his  own  money. 
And  he's  even  discussing  retirement,  saying 
that  by  the  time  he's  40,  he  wants  to  focus 
on  other  interests,  such  as  education. 
TECHIES'  DEUCHT.  For  now,  though,  cnet  is  at 
the  top  of  his  mind.  Minor  is  cooking  up 
grand  plans  to  turn  it  into  one  of  the  elite 
destinations  on  the  Web.  For  all  its  achieve- 
ments, cnet,  which  brings  together  buyers 
and  sellers  of  computers  and  consumer 
electronics,  remains  largely  a  niche  collec- 
tion of  10  Web  "channels"  and  five  TV 
shows  visited  most  often  by  techies.  Re- 
searcher Media  Metrix  Inc.  ranks  the  com- 
pany's Web  sites  No.  17  among  the  most 
popular  cyber  destinations,  and  it  has  only 
4%  consumer  brand  recognition.  Bot- 
tom line:  The  company  has  yet  to  live 
up  to  Minor's  grand  vision. 

Minor  regrets  that  in  the  past  he 
abandoned   his   projects,   like   the 
apartment-finding  service,  too  early. 
He  vows  to  stick  with  this  one.  He 
has  in  mind  a  worldwide  network  with 
the  name-brand  appeal  of  an  espn  or 
CNN  that  reaches  out  to  hundreds  of  mil- 
lions of  computer  owners,  from  newbies  to 
graphics  hogs.  And  he  wants  it  to  be  in- 
credibly broad  and  deep,  offering  every- 
thing from  directions  to  local  computer 
stores  to  information  on  who  should  host 
your  Web  site.  He  believes  there  is  literally 
nothing  users  shouldn't  be  able  to  find 
out  about  technology  on  cnet's  sites.  "Our 
goal  is  everything — every  product  and 
every  service  within  our  category — and  to 
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do  it  on  a  global  basis,"  says  Minor. 
No  company,  on-  or  offline,  has 
achieved  such  completeness.  Most  of  the 
other  so-called  niche  portals  offer  relative- 
ly narrow  slices  of  information  within  their 
categories.  ESPN.com,  for  example,  delivers 
reams  of  information  about  professional 
teams  but  nothing  about  how  to  shop  for 
baseball  gloves.  Even  cnet's  Web  sites  are 
only  "10%  there,"  says  Minor.  He  has  a 

wants  to 

on  other  interests 

lot  of  empire-building  to  do.  "The  foun- 
dation has  been  laid,"  says  analyst  Tonia 
Pankopf  of  Goldman,  Sachs  &  Co.  "Now, 
it's  just  a  question  of  being  able  to  in- 
crease the  number  of  users  and  vendors  on 
cnet's  network."  To  make  that  happen, 
Minor  has  decided  to  forgo  profits,  which 
in  1998  were  $3.2  million  on  revenues  of 
$19.6  million- — mostly  from  selling  adver- 
tising. He'll  spend  $100  million  in  the  next 
18  months  on  building  brand  and  reach. 
To  invent  the  new  CNET,  Minor  has  to 


play  a  dramatically  different  role.  On 
1,  publishing  industry  veteran  Richai 
Marino  joined  as  president  of  the  con 
ny.  He  follows  a  string  of  other  hires 
the  past  18  mondis — moves  made  lai 
to  beef  up  the  company's  senior  man 
ment  team  and  rid  Minor  of  operati 
responsibilities.  With  the  new  additi 
Minor  has  trimmed  the  number  of  ex 
fives  reporting  directly  to  him  from  1 
4.  "I'm  working  on  transitioning  fro 
passionate,  product-oriented  ceo  who 
a  company  into  being  to  being  a  n 
stable  hand  on  the  tiller,"  says  Minor. 

That's  not  to  say  Minor  is  any  less 
bitious.  One  big  project  in  the  works:  g 
ering  Netizens  into  one  big  purcha 
club.  He's  already  hard  at  work  on  a  i 
el  plan  to  give  buyers  the  power  that  se 
typically  have.  How?  By  using  his  netv 
to  bring  together  buyers  of  products  \ 
en  masse,  can  demand  better  prices  f 
suppliers  of  everything  from  cell  phond 
laptop  computers.  Minor  plans  to  in 
duce  the  service  later  this  year. 

Down  the  road,  he  believes  he  can 


HALSEY    MINOR 


►BOTTl 

Dec.  6, 1964,  in 
Charlottesville,  Va. 

►Education 

BA  in  anthropology 
from  the  University  of 
Virginia,  1987. 


►Career 

Investment-banking 
analyst  at  Merrill  Lynch 
in  New  York,  1987-89. 
Two  years  as  CEO  of 
Global  Publishing,  which 
he  started  inside  Merrill 
to  build  its  intranet. 


Assistant  to  the  Chair- 
man at  New  York  head- 
hunting firm  Russell 
Reynolds  from  1991-1992. 
While  there,  wrote  the 
business  plan  for  CNET, 
the  online  and  cable-TV 
company  he  launched  in 
San  Francisco  to  deliver 
information  about  the 
technology  industry. 

►Ambitions 

Minor,  now  34,  had 
planned  to  retire  from 
CNET  at  age  35 — and 
briefly  considered  a 
political  career  before 
deciding  that  he  wouldn't 
like  the  politics.  Now, 
because  so  much  is 
happening  on  the 
Internet,  he  plans  to  stay 
on  as  CEO  until  he's  40. 

►  Family 

Wife,  Deborah,  and  three 
children,  all  under  age  3. 
No  twins,  either. 


►Relaxation 

Dancing  with  the  kids. 

►  Favorite  book 

Undaunted  Courage, 
about  the  trials  and 
tribulations  of  the  Lewis 
and  Clark  expedition. 

►  Favorite  movie 

Star  Wars — the  original— 
because  it's  where 
anthropology  meets 
technology. 

►Hobby 

Golf.  Minor  has  a  17 
handicap  that's  "going 
the  wrong  way." 

►Car 

BMW  7401,  which  fits 
three  kid  seats  and  four 
sets  of  golf  clubs. 

►  Heroes 

Little  League  coach 
Frank  Laymen,  who 
taught  Minor  how  to 
get  the  most  out  of 
himself. 


There's  a  new  way  to 
buy  books  for 
your  company. 

It's  also  a  better  one. 


Introducing  Business  Solutions  from  barnesandnoble.com. 

Now  there's  a  whole  new  way  for  your  company  to  buy  books  and  magazines  online.  Business 
Solutions  from  barnesandnoble.com  helps  you  build  a  customized  bookstore  right  on  your 
company's  Intranet.  You'll  get  a  suite  of  reports  so  you  can  track  how  much  your  company  spends 
on  books  and  magazines. 

You'll  also  get  special  corporate  discounts  and  access  to  millions  of  titles.  24  hours  a  day.  Plus 
you  can  control  your  company's  book  and  magazine  purchases  by  using  the  American  Express 
Corporate  Purchasing  Card.  Getting  the  answers  is  easy. 

visit  us  at  www.bnbusiness.com  or  call  888-465-2300  and  get  started  now. 


Corporate 

www.americanexpress:com/cpc    Services 
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tend  cnet's  business  model  to 
other  vertical  markets,  such  as 
auto  sales,  real  estate,  or  sport- 
ing goods.  And,  as  with  cnet, 
he'll  create  TV  programming  to 
make  the  brand  a  household 
name.  "Halsey  is  somebody 
who  is  really  very  alert  to  the 
technology  marketplace  and 
peering  ahead  into  the  future," 
says  Amazon.com  Inc.  ceo  Jef- 
frey P.  Bezos.  "He  is  an  incred- 
ibly engaging  visionary." 

But  not  necessarily  the  best 
manager.  Indeed,  cnet  had  no 
formal  employee-evaluation  or 
budgeting  process  in  place  un- 
til late  1997.  As  for  managing 
individuals,  Minor's  method  of 
choice  has  been  either  to  bathe 
employees  in  lavish  praise, 
known  to  some  as  getting  the 
"Halsey  bear  hug,"  or  to  flame 
them  in  hot-tempered  E-mails 
sent  at  all  hours  of  the  day  or 
night.  "It's  sort  of  a  company  joke,"  says 
Robin  P.  Wolander,  a  cnet  executive  vice- 
president.  "How  many  flame-mails  did  you 
get  from  Halsey  at  6  a.m.?" 
DETAIL  MAN.  Sometimes,  Minor  nearly  dri- 
ves his  employees  nuts.  Before  the  launch 
of  CNET  auctions  in  May,  for  example,  Mi- 
nor was  checking  the  beta  site  nearly  every 
15  minutes,  offering  developer  Nihad  Hafiz 
tips  and  feedback  on  each  and  every 
change  that  was  made.  Unable  to  com- 
plete any  task  because  of  the  flood  of  in- 
terruptions, Hafiz  finally  posted  a  notice  on 
the  front  door  of  the  service.  It  read  sim- 


Grand  ambition:  Minor  (here  in  his  office)  says  he  abandoned  other 
projects  too  early.  He  vows  that  won't  happen  with  CNET 


cisco-based  directory  for  online  music.  And 
he's  putting  money  behind  Salesforce.com, 
a  Silicon  Valley  company  involved  in  sales- 
force  automation  on  the  Web. 

And  then  there  are  Minor's  political 
aspirations.  Two  years  ago,  he  briefly  toyed 
with  vying  for  the  Virginia  governorship. 
While  he  no  longer  harbors  any  desire  to 
run  for  office,  Minor  does  want  to  help  ad- 
vance the  causes  of  the  technology  indus- 
try, such  as  open  cable  access.  In  1997,  he 
hosted  a  high-profile  dinner  for  Bill  and 
Hillary  Rodham  Clinton  at  his  home.  On 
July  9,  Minor,  a  registered  Independent, 


Minor  no  longer  aims  to  be  governor  of  Virginia 

— but  wants  a  say  in  U.  S.  technology  policy 


ply:  "Halsey,  please  stop  looking  at  this." 
Minor  says  he  will  still  pore  over  each 
and  every  page  on  cnet's  network.  But  he 
no  longer  wants  to  be  the  last  word  on 
how  the  products  or  services  should  look 
and  feel.  Instead,  he  plans  to  use  more  of 
his  time  to  build  cnet  and  to  nurture 
some  pet  projects  of  his  own.  One  exam- 
ple: the  $40  million  venture-capital  fund  he 
is  in  the  middle  of  forming.  The  idea  is  to 
invest  in  promising  Internet  startups  that 
target  areas  cnet  would  never  touch.  He 
has  already  put  more  than  $1  million  into 
his  first  venture,  Listen.com,  a  San  Fran- 
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hosted  a  group  of  21  congressional  Demo- 
crats interested  in  networking  in  Silicon 
Valley.  "He's  definitely  a  rising  star  and 
will  become  more  and  more  prominent 
in  the  technology  milieu,"  says  Silicon  Val- 
ley financier  Sanford  R.  Robertson. 

That  may  be  short-lived.  Minor  says 
he's  willing  to  devote  only  six  more  years 
to  high  tech's  cause,  or  for  that  matter  to 
the  running  of  cnet.  Minor  says  that  by 
the  time  he  turns  40,  he  wants  no  more  of 
the  headaches  from  employees  and  share- 
holders that  come  with  running  a  large 
public  company.  He  hopes  he'll  be  in- 


volved in  education,  pe: 
by  becoming  a  professor 
going  back  to  school. 

That  may  help  him 
more  room  for  his  few 
gences.  Apart  from  his  f; 
Minor  spends  most  of  hi 
time  on  the  golf  course 
he  has  a  17  handicap.  Fr: 
say  he's  just  as  intense  o 
fairways  as  he  is  in  the  vi 
world.  "Halsey  is  one  o 
most  competitive  people 
ever  met,"  says  pal  Theo 
W  Waitt,  chairman  arid 
of  PC  maker  Gateway  200C 
Jeffrey  Moore,  who  was 
man  at  Minor's  wedding, 
he  and  Minor  enter  the 
golf  tournament  every  ye 
New  York.  "We  are  always! 
derprepared  and  overclas 
says  Moore.  "But  Hata 
convinced  we're  going  to 

from  the  first  hole." 

Another  priority  is  Minor's  famil 
grew  up  comfortably  in  small-town 
ica — his  father  was  a  real  estate  agent 
mother  a  breeder  of  show  horses.  He 
bought  a  farm  in  Virginia  to  be  neart 
them.  And  he  has  his  heart  set  on  spen 
time  with  his  wife  and  kids.  So  that  he 
have  breakfast  with  his  children,  he 
longer  schedules  meetings  before  9  ; 
Nor  does  he  sit  on  the  boards  of  direc 
of  other  companies  because  of  the  t 
commitment  it  would  require. 

Friends  say  Minor  talks  a  good  g; 
about  wanting  to  relax,  but  they  have  t 
doubts.  After  all,  even  on  his  honeymc 
Minor  amassed  a  $1,200  phone  bill  chat 
with  the  office  about  a  pending  investm 
"He  wants  to  slow  down,  but  he  doc 
have  the  ability  to,"  says  friend  Jeffrey 
wards.  "He  believes  he  has  a  business  ar 
company  with  an  enormous  way  to 
And  if  Minor's  next  scheme  doesn't 
out — just  like  with  the  triple-decker  che|  e, 
ers  game — he's  bound  to  try  another. 
—  Contributing:  Robert  D. 
in  San  Mateo,  C 


ONLINE  LINK 


MORE  INFORMATION  ON  THE  WEB 

For  a  Web  site  review  of  CNET.com,  chec 
out  Clicks  &  Misses  on  July  23  on 
ebiz.businessweek.com 
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With  teenagers,  it's  generally 
all  talk  and  no  action.  You.  on  the 
other  hand,  can  take  action.  You 
are  the  CEO  of  a  corporation.  Or 
maybe  senior  management.  And 
if  there's  one  issue  in  business 
that  demands  attention,  that 
separates  the  haves  from  the 
have-nots,  it  is  the  loyalty  of  your 
customers  and  employees. 

Simply  put.  loyal  customers 
return  and  spend  more.  Loyal 
employees  stay,  and  become  more  productive.  The  common 
thread-'  A  relationship  And  how  you  treat  each  of  them  over 
time.  Which  is  why  an  integrated  promotion  and  direct 


marketing  solution  designed  by 
Netcentives  can  increase  the 
lifetime  value  of  your  customers 
and  employees.  Little  wonder: 
Netcentives  was  delivering  loyalty 
marketing  programs  before  the 
phrase  was  an  industry  buzzword. 
That's  how  Netcentives  thinks. 
We  also  have  the  patented 
processes  and  proven,  scalable 
systems  in  place  right  now.  Plus 
dog-years  of  Internet  experience. 
But  don't  take  our  word  for  it — visit  our  site,  and  read  about 
why  leading  companies  trust  us  with  their  most  valuable 
assets:  customers  and  employees.  See.  action  already. 


®  Netcentives 

Rewarding  Relationships 


www.netcentives.com 
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CLICKREWARDS"    •    C  LICKRE WARDS  «»W0RK  ' 


CUSTOM  LOYALTY   NETWORKS 


NETCENTIVES  PROFESSIONAL  SERVICES" 


I    I'm  Ni'imiiivrs  Iih  All  ughls  reserved  ClickRewards,  ClickRewauR"  Work  Netcentives.  Netcentives  Professional  Seivices.  and  Rewinding  Relationships  are  Iradeiittiks  oi  NrtranMvis  Inc. 
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LINDA  HIMELSTEIN 


Can  You  Sell  Groceries 

Like  Books? 

Louis  Borders' online  supermarket  may  be  the  most  innovative 
E-commerce  venture  to  date.  IfWebvan  succeeds,  the  rewards  will  be  huge 


Two  years  ago,  Louis  H.  Borders  was  opening  a 
FedEx  package  that  had  arrived  at  his  Silicon  Val- 
ley home.  It  contained  some  hard-to-find  Japanese 
spices  and  specialty  foods  that  the  founder  of 
bookseller  Borders  Group  Inc.  had  ordered  from 

a  catalog.  That's  when  it  hit  him:  Retail 
through  the  Internet  would  never  become 


really  big  unless  someone  could  discover  a 
more  efficient  and  cheaper  way  to  get  the 
products  ordered  to  people's  doorsteps.  "I 
kept  thinking  I  would  need  a  loading  dock 
outside  my  house  to  use  the  Internet  to 
buy  things,"  says  the  50-year-old  Borders, 
who  left  the  bookstore  chain  in  1992  to 
start  his  own  investment  firm.  "And  on  top 
of  that,  I'd  have  to  pay  $10  per  package." 

Since  that  prospect  would  be  no  more 
palatable  to  the  average  Jane  than  it  was  to 
Borders,  he  decided  to  devise  something 
that  would  be.  The  result  is  Webvan  Group 
Inc.,  a  Foster  City  (Calif.)  online  grocery  su- 
perstore that  is  arguably  the  most  ambi- 
tious E-commerce  initiative  to  date. 
STODGY  RIVALS.  It's  not  just  because  Webvan 
is  aiming  to  shake  up  the  stodgy,  highly 
fragmented  grocery  business.  And  it's  not 
just  that  Webvan  has  raised  $122  million 
so  far  from  such  bigwigs  as  CBS,  Yahoo!, 
Softbank,  and  lvmh — an  enormous  sum 
given  that  the  median  amount  of  venture 
capital  raised  by  upstarts  is  $20  million,  ac- 
cording to  VentureOne  Corp.  What  makes 
Webvan's  ambition  such  an  attention-grab- 
ber is  that  the  company  intends  to  over- 
come ore  of  the  most  expensive  operating 
challenges  imaginable  for  an  Internet  com- 
pany: local  delivery  of  high-quality  dry 
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and  perishable  goods  to  consumers'  homes, 
at  competitive  prices,  within  a  30-minute 
delivery  window  chosen  by  the  customer. 
"We  are  building  the  last  mile  to  the  con- 
sumer," says  Borders.  "It's  a  huge  logistical 
problem." 

No  argument  there.  If  Borders  can  pull 
it  off,  Webvan  may  well  have  nailed  the 
as-yet-unrealized  dream  of  the  Internet, 
which  is  to  streamline  cumbersome,  age-old 
business  practices  to  bring  consumers  the 
ultimate  in  convenience.  "If  Webvan  cracks 
this  nut,  it  will  reap  huge  rewards,"  says 


cers  are  expected  to  make  up  Little  m 
than  2%.  The  problem:  Consumers  h 
been  largely  disappointed  by  the  serv 
selection,  and  prices  they  have  gotten  fri 
a  slew  of  upstarts.  Even  Peapod,  the  b 
known  member  of  the  online-grocer  pa 
has  struggled  to  find  an  economic  mo 
that  works:  It  is  still  losing  money  in  fiv< 
eight  markets. 

WARM  AND  FUZZY.  That's  why  Webvan  s 
it's  starting  from  scratch — almost.  Bordl 
has  cobbled  together  the  best  people 
operating  practices  from  a  myriad  of  cybl 
and  real-world  businesses.  Federal  Expr 
Corp.  serves  as  the  blueprint  for  Webv; 
hub-and-spoke  delivery  system.  Webv 
also  has  dipped  into  FedEx'  talent  pool  I 
some  of  its  most  senior  executives.  Tra 
tional  grocers  have  been  the  model 
maintaining  food  quality  in  transit. 


f 


Traditional  grocers  are  the  model  for  food  quality,  | 
FedEx  for  the  hub-and-spoke  delivery  systei 


analyst  Evelyn  Black  Dykema  of  Forrester 
Research  Inc.  "But  can  it  do  it?" 

Clearly,  scores  of  frustrated  shoppers 
hope  so.  Since  Webvan's  June  2  launch 
in  the  San  Francisco  Bay  area,  more  than 
10,000  people  have  signed  up  for  the  ser- 
vice. That's  not  a  bad  start,  considering 
that  rival  Peapod  Inc.  has  taken  10  years 
to  amass  a  customer  base  of  just  100,000 
households. 

So  far,  no  one  has  been  able  to  make 
much  of  the  online  food  business.  In  1998, 
less  than  1%,  or  $235  million,  of  the  $720 
billion  grocery  market  went  to  Net  compa- 
nies, says  Forrester.  By  2003,  online  gro- 


Mart  Stores  Inc.  has  served  as  an  exam 
of  breadth  of  product  selection.  And 
his  Web  site,  Borders  has  taken  a  page  fn 
Yahoo!  for  speed,  Amazon.com  for  t 
shopping  experience,  and  eBay  for  tl 
warm-and-fuzzy  feel. 

Webvan  has  hired  some  80  softwa  >i 
programmers  to  create  proprietary  s> 
terns  that  automate  and  link  every  a 
pect  of  its  business  processes.  "This 
the  first  back-end  reengineering  of  ; 
entire  industry,"  says  Kevin  Czinger,  W 
bvan's  chief  financial  officer,  a  form 
managing  director  at  Goldman,  Sachs 
Co.  Gone  are  the  scores  of  stock  perso 
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rders:  His  330,000-square-foot  distribution  center  in  Oakland,  Calif,  can  serve  as  many  customers  as  20  large  supermarkets 


I,  warehouse  employees,  and  cashiers 
it  grocery  stores  typically  employ. 
At  the  heart  of  all  this  re-engineering  is 
■  130,000  square  loot  distribution  center 
Oakland,  Calif.,  which  services  an  area 
40  square  miles  in  any  direction.  This  is 
•  prototype  for  the  other  centers  that 


Webvan  plans  to  build.  The  $25  million  fa- 
cility, which  includes  4M  miles  of  conveyor 
belts  and  temperature-sensitive  rooms  to 
store  items  such  as  wine,  cigars,  and  ice 
cream,  ^.\d  serve  as  main  customers  as 
■  upei  markets,  which  typically  measure 

about  40,000  square  feet  The  difference  is 


that  Webvan  can  do  all  this  with  less  than 
halt  the  labor  and  nearly  double  the  se- 
lection of  available  products.  Webvan  even- 
tually plans  to  sell  about  50,000  items, 
including  300  varieties  of  fresh  fruit,  750 
kinds  of  cheese,  500  types  of  cereal,  and 
~0(>  cuts  of  fresh  meat  and  fish,  including 
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live  lobsters.  A  typical  grocery  store  carries 
an  average  of  30,000  items. 

Of  course,  replicating  this  system  world- 
wide will  be  no  easy  feat,  which  is  why 
Webvan  announced  on  July  9  that  it  has  en- 
listed the  services  of  Bechtel  Group.  The 
construction  giant  will  be  responsible  for 
building  Webvan's  distribution  centers  and 
delivery  infrastructure  in  26  new  markets 
over  the  next  two  years.  The  cost:  more 
than  $1  billion. 

Despite  the  hefty  investment,  Webvan 


that  something  will  go  wrong  are  impos- 
sibly high.  Moreover,  the  massive  capital  in- 
vestment required  to  roll  out  Webvan  in 
big  areas — from  Washington,  D.  C,  to 
Chicago  to  Los  Angeles — makes  the 
prospect  of  imminent  profitability  dim. 
"We  want  to  keep  our  investment  down  to 
get  into  the  40  markets  with  400,000-plus 
households,"  says  rival  Peapod's  ceo  An- 
drew B.  Parkinson,  who  spends  .about  $2 
million  per  warehouse  vs.  Webvan's  $25 
million.  "If  you  don't  keep  your  invest- 


Skeptics  say  there  are  so  many  details  to  nail  down 
that  Webvan  will  almost  certainly  go  wrong 


estimates  that  it  will  spend  less  than  1%  of 
its  revenue  on  bricks  and  mortar  when  all  is 
said  and  done,  while  conventional  stores 
must  spend  an  average  of  6%.  The  result, 
says  Webvan,  is  at  least  a  10%  increase  in 
the  industry's  traditionally  low  operating 
margins.  And  that's  why  the  company,  un- 
like its  online-grocer  rivals,  plans  to  pass  on 
the  savings  to  consumers  and  deliver  any 
order  above  $50  for  free. 

Skeptics  say  Webvan's  promise  is  too 
good  to  be  true.  With  so  many  niggling 
details  to  nail  down,  they  say  the  odds 


ment  costs  down,  you  don't  have  a  model 
that  can  be  expanded." 

Borders  is  undaunted.  He  claims  that 
each  of  Webvan's  facilities,  because  of  their 
efficiencies,  will  start  making  money  with- 
in nine  months  of  launch.  Behind  Bor- 
ders' boast  is  his  company's  ability  to 
assemble  an  average  25-item  order  in  less 
than  one  hour.  At  peak  performance,  the 
company  expects  to  bring  in  $300  mil- 
lion in  annual  revenue  per  facility  by  han- 
dling more  than  8,000  orders  a  day, 
involving  a  total  of  225,000  items.  The 


average  conventional  supermarket  brinj 
about  $12  million  in  annual  revenue. 

How  can  Webvan  do  it?  For  star 
high-tech  tracking  systems  monitor  oi 
from  the  moment  they  are  placed  on 
company's  Web  site.  Workers  know 
pickers  are  stationed  throughout  the  d 
bution  center  to  assemble  orders  in  pi 
boxes  known  as  totes,  which  are  color- 
ed depending  on  whether  items  are  re 
erated,  frozen,  or  dry.  But  insteac 
traipsing  down  endless  aisles,  the  pi 
travel  no  more  than  19^  feet  in  any  on 
rection  to  reach  8,000  bins  of  goods  tha 
brought  to  the  picker  on  rotating  caroi 
"When  85%  to  90%  of  a  person's  time 
traditional  store]  is  spent  traveling  to'lc 
and  assemble  orders,  you  realize  why 
makes  sense,"  says  Gary  Dahl,  formerly 
nior  executive  at  American  Stores  Co. 
now  Webvan's  vice-president  for  whok 
"You  want  to  keep  people  stationar 
you  can  keep  them  busy." 

Once  a  picker  has  finished  with 
task,  the  tote  is  then  transported  via 
veyor  belt  to  other  areas  of  the  fac 
housing  different  items.  After  an  o 
has  made  the  rounds,  it  is  loaded  ( 
trucks  refrigerated  at  35F  that  take 
one  of  12  docking  stations  througl 
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Is  that  another  customer  hitting  the  buy  button, 
or  was  someone  just  disconnected? 

High  transaction  volume  and  increased  demand  on  your  eCommerce  site.  It's  great  for 
business,  but  cause  for  anxiety  if  you  can't  handle  the  load.  Enter  CyberSource?  We  can 
help  you  reliably  scale  your  eCommerce  business  by  providing  all  of  the  "back  office" 
transaction  services  you  need  to  handle  everything  behind  the  buy  button. 

As  soon  as  your  customer  clicks  on  the  buy  button,  CyberSource's  suite  of  eCommerce 
services  provides  you  with  a  complete,  real-time  solution  including  payment,  tax,  fraud, 
fulfillment  management  and  notification,  and  more.  Our  global,  mission-critical  infra- 
structure and  merchant  support  services  help  you  maintain  high  customer  satisfaction  at 
any  order  volume— leaving  you  in  total  control  of  your  business. 

That's  what  makes  CyberSource  The  Power  Behind  the  Buy  Button,"  and  it's  why  successful 
Internet  merchants  like  ADOBE,  EGGHEAD.COM  and  SH0PPING.COM  rely  on  us  to  handle 
their  eCommerce  transactions.  So  visit  our  Web  site  at  www.cybersource.com/click,  or  call 
us  at  1-888-330-2300  today.  We'll  give  you  a  free  Buy  Button  Power  Kit  and  all  the 
information  you  need  to  make  certain  your  customers  stay  connected. 
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The  Power  Behind 
the  Buy  Button" 

The  instant  your  customer 

clicks  on  the  buy  button,  you 
harness  the  power  of  CyberSource's 

scalable,  secure  back  office 
eCommerce  transaction  set 
ensuring  you  andyoui 

the  most  reliable  ei  bmmt 

transat  tion 
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the  power  behind  the  buy  button 
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VI  e-commerce  software  powers  the  RKI  online  store 

—  and  sales  that  exceed  projections  by  over  360%, 

Can  IBM  e-commerce  software  help  you? 


hoftware  is  helping  thousands  of  companies  build,  run  and  manage  powerful 
dive  e-commerce  Web  sites.  For  REI,  that  mean-  everything  from  state-of-the- 

iii--.  gear  von  can  buy  to  clinics  on  outdoor  skills,  enthusiast  bulletin  hoards 
world  of  trips  and  tours.  The  scope  of  HI  .Is  offerings  led  them  to  IBM. 

software  provides  the  building  blocks  for  all  facets  of  e-business,  including 
e  payments,  electronic  catalogs,  and  order  processing.  For  REI,  proven 
lets,  such  as  NetCommerce,  DB2  I  niversal  Database"  and  IBM  Firewall  deliver 
■lability,  reliability  and  security  it  takes  to  reach,  sell  and  service  a  growing 
■unit)  of  outdoor  enthusiasts. 

esults  have  been  nothing  less  than  astonishing.  In  the  first  quarter  alone,  REFs 
'generated  online  sales  that  exceeded  projections  by  over  360%.  And  these 
fcs  are  4  times  the  size  of  those  in  their  brick-and-mortar  counterparts.  Bottom 
{El  is  growing  profits  far  beyond  its  wildest  expectations. 

s  just  one  example  of  the  thousands  of  e-commerce  businesses  IBM  software  has 
d  build  and  grow,  from  Web  storefronts  to  integrating  your  business  -\ -terns  and 
\  chains,  IBM  offers  a  breadth  of  software  products  simply  unmatched  by  anyone, 
eked  by  the  know-how  and  support  of  IBM  and  its  Business  Partners. 


m  from  the  learning  of  over  lOflOO  e-businesses  with 

T  online  resources  and  our  free  e-eonuneree  Roadman. 
t  WU  ic.ibtn.  com  /soft  uare/ec/roadinuf) 


Net. Commerce 


Enables  you  to  market  and  sell 
in  a  secure  and  scalable  way 
on  the  Internet.  Award  winning 
software  provides  integrated 
e-commerce  capabilities,  from 
site  creation  to  online  payments 


MQSeries' 


Helps  you  integrate  new  and 
existing  applications  into  your 
e-commerce  solution.  Fully 
Java-enabled,  MQSeries  is 
the  world's  leading  business 
integration  product  and  works 
across  more  than  35  platforms. 


DB2  Universal  Database 


Has  the  speed,  scale  and 
reliability  to  meet  any  demand, 
with  seamless  integration  from 
virtual  storefront  to  back-end 
core  business  systems. 


WebSphere" 


WebSphere  Application  Server 
extends  core  business  functions 
to  Web  clients  and  vice  versa. 
Built-in  connectors  to  databases 
and  other  systems  help  meet 
high  transaction  demands  on 
existing  and  future  applications. 


IBM  software  can  help  you  build, 
run  and  manage  e-commerce 
solutions  on  all  major  platforms. 


■i  Jrtss  ol  International  Business  Machines  Cwporatton  Java  and  al 
l  tiolh  Other  company  product  and  service  names  may  be  the  trademarts 
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the  Bay  Area.  From  there,  the  totes  are 
loaded  onto  one  of  the  company's  more 
than  60  vans  so  that  drivers  can  take  the 
orders  directly  to  the  customers'  homes. 
None  of  some  70  so-called  couriers  travels 
more  than  10  miles  away  in  any  direction. 


tote  should  hold  and  how  far  trucks 
should  drive  from  docking  stations  to 
customers'  homes. 

Qf  course,  all  this  logistical  wizardry 
can't  prevent  the  inevitable  snafus.  And 
there  have  been  plenty.  Some  examples: 


The  company  plans  to  open  26  facilities  in  two  years. 
Construction  on  No.  2  is  under  way  in  Atlanta 


Borders,  who  pursued  graduate  studies 
in  mathematics  at  the  Massachusetts  In- 
stitute of  Technology,  has  spent  many  a 
night  with  his  old  math  books  calibrating 
such  things  as  the  19><-foot  distance  be- 
tween products  and  workers  to  achieve 
maximum  productivity.  "We  mocked  the 
whole  thing  up  in  a  small  warehouse," 
says  Borders.  "With  10  feet,  we  couldn't 
get  enough  inventory  to  the  person.  Thir- 
ty feet  was  too  far  to  walk."  He  also 
calculated    how    many   products   each 


Heartier  containers  had  to  be  bought  to 
keep  soft  cheeses  from  getting  crushed. 
Celery  didn't  fit  into  the  produce  bags, 
so  Webvan  had  to  buy  bigger  ones.  And 
some  totes  were  tipping  over  while  trav- 
eling around  the  distribution  center,  so 
weights  were  placed  inside  them 
to  keep  them  upright. 
AMBITIOUS  PLAN.  Webvan  is  sure 
to  experience  more  such  mishaps — 
particularly  given  its  ultra-aggres- 
sive expansion  schedule.  Con- 


struction on  facility  No.  2  is  already  I 
way  in  Adanta,  and  the  center  is  sche 
to  open  early  next  year.  Deals  are  pen 
in  other  locales,  both  in  the  U.S. 
abroad. 

Webvan  says  it  has  to  act  swiftly  to 
its  brand  and  head  off  competitors,  inc 
ing  Peapod  and  Homegrocer.com,  a  vei 
backed  by  Amazon.com.  Webvan  says 
once  it  has  achieved  enough  volum 
each  market,  it  can  easily  offer  other  ser 
and  products  at  incremental  costs.  Boi 
muses  about  selling  books,  videos,  c 
equipment,  and  consumer  electronic 
well  as  offering  dry  cleaning  and  film 
cessing.  "We  see  this  as  a  cornucopi 
opportunity,"  he  says.  Either  that,  or  We 
is  going  to  turn 
to  be  the  biggest 
appointment  the 
ternet  has  seen 
—  Contribu 
David  Leonh 


Webvan  Service  Is,  Well,  Promising 


Personally,  I  have  high  hopes  for 
Webvan.  Really  high  hopes.  As  a 
working  mom,  the  idea  of  ridding 
my  life  of  even  one  trip  to  the  grocery 
store  sounds  almost  as  heavenly  as  sleep- 
ing in  on  Saturday.  Fat  chance  on  the 
extra  zzz's.  So  I'm  banking  on  Webvan. 
The  minute  the  upstart  went  live  on  June 
2, 1  was  there  clicking  away.  It  took  me  a 
while  to  figure  out  how  to  navigate 
through  all  the  different  food  categories 
on  the  Web  site.  But  once  I  got  the  hang 
of  it,  I  found  it  to  be  pretty  straight-for- 
ward and  logical.  I've  now  ordered  four 
times  and  the  results  are,  well,  promising. 
Here's  the  good  news:  The  quality  of 
Webvan's  food — from  strawberries  to 
swordfish  to  redleaf  lettuce — is  excellent. 


area  known  as  Sensations.  You 
can   get  everything  from   basic 
soups  and  pasta  to  tarts  made 
with    Black   Forest    ham    and 
Havarti  cheese. 

Perhaps  more  remarkable, 
though,  is  the  delivery.  Uni- 
formed couriers  have  arrived 
at  my  doorstep  each  time  ' 
within  the  30-minute  window 
that  I  chose.  They've  always  been  helpful 
and  courteous,  even  unpacking  my 
orders  for  me.  And  it  hasn't  cost  me 
extra.  Webvan's  prices  are  generally  no 
more  than  I'd  pay  at  my  local  store — and 
in  some  cases,  they're  better.  A  box  of 
De  Cecco  pasta,  for  instance,  costs  $1.99 
at    my    local    market,    while    Webvan 


The  uniformed  couriers  are  courteous  and  helpful — 

but  they  don't  always  have  the  right  merchandise 


I've  done  my  best  to  put  the  online  ser- 
vice to  the  test  by  ordering  loads  of  per- 
ishables and  have  been  pleased  each 
time.  The  prepared  foods,  which  I  have 
yet  to  try  myself,  sound  tasty,  too.  They 
are  cooked  and  created  by  Webvan's  own 
chef,  who  will  share  the  recipes  in  an 


charges  just  $1.58 — a  26%  savings. 
What's  more,  Webvan  waives  delivery 
fees  on  orders  over  $50,  while  most  of 
its  online  competitors  require  an  order 
of  $75  or  more. 

Now    for    the    not-so-good    news. 
Webvan  goofed  on  half  my  orders.  Both 


times,  I  did  n( 
get  items  I  ha 
asked  for.  An 
one  time,  rr 
raspberries  carr 
smashed.  I  w; 
credited  for  th 
items,  but  I  st 
ended  up  makin 
trips  to  the  stoi 
to  get  them.  So  much  for  convenieno 
I've  also  had  trouble  getting  everythin 
on  my  shopping  list.  Webvan  says 
plans  to  carry  twice  as  many  items  as 
typical  store.  But  the  selection  on  som 
basic  things  and  the  variety  of  fres 
produce  and  fish  isn't  up  to  snuff.  Fc 
example,  I  couldn't  find  several  kinds  c 
baby  food  I  typically  buy.  Nor  could 
get  yellow  and  orange  cherry  tomatoe 
or  salmon  steaks. 

I  suspect — rather,  I  pray — that  Webva 
will  quickly  work  out  the  kinks  in  it 
system.  Already,  I'm  finding  more  sele< 
tion  than  I  did  when  I  first  logged  or 
If  Webvan  keeps  this  up,  it  will  hav 
won  me  over  as  a  customer  for  life.  If 
doesn't,  it's  back  to  the  grocery  stor- 
ey Linda  Himelsteil 


1 
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The  Net 

opens  many 

doors. 


Maybe 
you  should 
lock  some 

of  them 
behind  you. 


Information 

is  a  valuable  asset.  But  only  if  it 

gets  into  the  right  hands.  Our  network  of 

knowledgeable  people  can  help  you  keep  your 

network  and  web  sites  secure.  So  you  can  feel 

confident  knowing  that  those  things  that 

should  be  kept  private,  are.  Boot  up. 

www.ey.com 


ONSULTING       TAX       ASSURANCE 


z!l  Ernst  Young 


From  thought  to  finish 


Eknst  &  Youni.  up 
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Invasion  of  the 

E -Vikings 

Nordic  entrepreneurs  are  rushing  to  exploit  Western  Europe's  Web  markets 


STEPHEN  BA 


ohn  Palmer  was  running  an  ad  agency  in  steamy 
Kuala  Lumpur  when  Asia's  financial  crisis  erupted  last 
year.  The  Australian  marketing  specialist  promptly 
packed  away  his  tropical-weight  clothes  and  headed 
to  a  frosty  zone  where  the  economic  boom  is  still 

site  in  Denmark,  Finland,  and  Norway. 
The  plan  is  to  push  it  into  the  richer  Ger- 
man and  British  markets  by  fall.  "Lots  of 
other  sites  are  going  to  be  moving  to  Eu- 
rope," he  says.  "We  want  to  get  there  first." 


going  strong:  Scandinavia's  cyber  frontier. 
Now,  Palmer  is  living  in  Stockholm,  where 
he  has  taken  the  reins  of  a  new  E-com- 
merce  buyers'  co-op  called  Letsbuyit.com. 
He's  launching  localized  versions  of  the 


It's  a  Nordic  invasion.  All  of  a  sudl 
Scandinavian  Internet  companies  that 
thrived  in  their  home  countries  are  ma 
aggressive  plans  to  spread  south  to 
great,  largely  untapped  cybermarket 
Germany,  France,  and  Italy.  Already,  ! 
den's  Boxman  is  selling  music  CDs  all  a< 
the  Continent,  and  Finnish  E-broke 
eQ  Online  is  preparing  to  offer  stock  t 
ing  in  Germany.  The  prize  is  a  big  pie< 
pan-European  E-business,  which  Inte 
tional  Data  Corp.  projects  will  grow 
$5  billion  last  year  to  $197  billion  in  2 

The  Scandinavians  are  betting  they 
quickly  come  up  with  customized  proc 
for  their  neighbors,  putting  up  Web 
geared  to  local  tastes  and  languages.  r 
hope  to  offer  multilingual  and  multi 
tural  alternatives  to  the  Web,  whic 
dominated  by  the  Americans  and  Eng 
In  the  process,  their  efforts  should  spu 
business  growth  in  Europe,  bringing 
Web  far  closer  to  fulfilling  its  promise 
medium  for  connecting  all  of  human 
NO  HOLIDAY.  There's  no  time  to  waste. 
Scandinavians  already  are  starting  to 
American  Web  giants  turbopowerec 
fabulous  stock  valuations.  Amazon. 
Inc.,  the  American  shopping  site,  and 
line  auction  pioneer  eBay  have  both 
tablished  E-commerce  sites  in  Brit 
Meanwhile,  the  Western  Europeans, 
so  far  haven't  done  much  beyond  stai 
Internet-access  services,  are  constructin 
commerce  sites  of  their  own.  So  in 
are  they  on  getting  a  head  start  that  n 
Nordic  Netrepreneurs  are  even  skip 
their  normally  sacrosanct  month-long 
vacations  as  they  race  to  colonize  Eur 

And  why  would  Scandinavian 
have  an  inside  track?  It's  simple.  Ur 

Franco  Fedeli,  CEO  of  Icon  Medialab,  wl 
now  has  6oo  employees  in  12  countries 


1-800-472-4565  or  www.internetworking.gte.com 
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many  Europeans,  the  Nordics  are  already 
online  and  have  been  for  years.  Indeed, 
Scandinavia  boasts  the  highest  Web-surf- 
ing population  per  capita  in  the  world, 
with  Finland,  Norway,  and  Sweden  all 
topping  30  Internet  users  per  100  adults, 
while  the  U.  S.  trails  with  28.  The  Scan- 
dinavians have  plenty  of  E-commerce 
expertise,  too.  Pioneer  shopping  sites  like 
Sweden's  Torget  have  been  operating 
since  early  1996,  when  Amazon  was  still 
known  principally  as  a  jungle. 

In  the  race  to  win  with  E-commerce, 
the  Scandinavians  have  another  crucial  ad- 
vantage: world  leadership  in  mobile  tele- 
phony. If  they  succeed  in  creating  winning 
Web  applications  for  the  phone,  they'll  be 
positioned  to  sell  to  a  vast  cell-phone  mar- 
ket in  Europe  all  operating  on  a  single 
standard,  something  that  American  Web 


T 


will  Scandinavia's 

web  startups 
colonize  europe? 


boxman: 


This  two-year-old  Swedish  company  is 

Europe's  leading  online  music  seller. 

Now,  it's  moving  into  local  markets  in 

France,  Germany,  and  Britain  with 

customized  Web  sites. 


eo  online: 


Finnish  online  brokerage  is  spreading 

into  Germany — and  setting  up 

a  system  for  stock  trades  over 

mobile  phones. 


icon  medialab: 


Europe's  largest  Web  designer,  the 

Stockholm-based  company  has  opened 

offices  in  12  countries,  including  France 

and  Italy,  and  is  helping  put  European 

giants  like  Alcatel  and  L'Oreal  online. 


letsbuyit.com: 


Swedish  E-merchant  pulls  together  con- 
sumers to  create  buying  leverage — and 
then  negotiates  low  prices  from  manu- 
facturers. It  plans  on  expanding  to 
other  countries  in  the  coming  months. 


masters  can  only  dream  of.  Cell  phones — 
in  effect,  pocket-sized  computers — now 
number  115  million  in  Western  Europe 
and  are  growing  at  a  50%-per-year  clip. 
Soon,  Euro  Web  merchants  will  be  able  to 
reach  a  continent  of  consumers  in  their 
pockets  and  purses.  If  the  Scandinavians 
can  master  these  mobile  Web  applications, 
they  could  be  titans  of  the  post-PC  era. 

For  now,  though,  most  are -focusing 
on  Internet  services  via  the  PC.  And  they're 
marketing  up  a  storm.  At  this  summer's 


ented,"  says  Tomas  Althen,  ceo  at  E^ 
Group,  a  Swedish  network  company.  | 
people  know  that  even  if  the  startup 
they  can  always  get  a  job  somewhere 

In  their  enthusiasm  for  startup  ma 
the  Scandinavians  aren't  limiting  their 
pansion  to  Europe,  either.  Finland's  In] 
to  Group  in  May  opened  an  E-comm| 
Web  site  for  the  international  fruit-juic 
dustry,  and  plunked  the  headquarter! 
Florida.  The  site,  eFruit  International 
designed  to  speed  up  everything  from] 


Scandinavia  boasts  the  world's  highest 
Web-surfing  population  per  capita  and 
commands  global  leadership  in  mobile  telepho] 


Glastonbury  rock  festival  in  Britain,  for 
instance,  a  double-decker  London  bus 
pulled  up  to  one  side  of  the  stage  and 
offered  the  130,000  fans  a  cybercafe  up- 
stairs, where  they  could  check  their  E- 
mail  and  order  CDs,  and  a  "chill-out  zone" 
below,  with  videos  and  refreshments.  The 
sponsor  of  the  bus  was  Boxman,  the  up- 
and-coming  Swedish  E-merchant  of  CDs, 
which  is  rolling  into  Britain  and  other 
markets  with  a  bang.  Boxman  is  gaining 
fast  in  the  northlands,  winning  5%  of  the 
total  CD  market  in  Sweden — a  percentage 
that  dwarfs  Amazon's  market  share  there 
in  books. 

Boxman  is  spending  heavily  on  radio 
and  billboards,  even  TV,  to  build  its  brand 
throughout  Europe.  Its  formula,  now  com- 
mon among  Scandinavian  online  mer- 
chants, calls  for  establishing  customized 
European  sites  but  creating  a  universal 
brand  identity.  "We've  got  $2  million  to 
launch  this  in  Britain,"  says  Boxman  U.  K. 
Managing  Director  Joe  Wilson.  "Now  is 
the  time  to  brand  ourselves,  while  the 
market  is  still  relatively  uncluttered." 

It  won't  be  for  long.  In  shaded  office 
parks  in  the  suburbs  of  Helsinki  and 
Stockholm,  Web  entrepreneurs  are  hatching 
Continental  plans.  They  range  from  juice 
merchants  to  travel  agents  to  a  Finnish 
electronic  brokerage  that's  opening  a  service 
for  stock  trading  on  mobile  phones.  This 
ferment  is  breeding  a  cultural  revolution. 
For  decades,  engineers,  computer  ■  scien- 
tists, and  business  grads  coming  out  of 
the  top  universities  filed  straight  into  40- 
year  careers  at  Volvo,  Ericsson,  Electrolux, 
and  Nokia.  Now  they're  detouring  into 
startups.  "We  used  to  be  very  safety-ori- 
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ange-pulp  purchasing  to  quality  cor 
of  concord  grapes. 

To  be  sure,  Scandinavia  is  still  al 
cry  from  Silicon  Valley  when  it  cornel 
funding  Web  businesses.  Unlike  Amer| 
investors,  who  focus  on  market  share 
dazzling  possibilities,  hard-headed  Sc 
dinavians  have  until  recently  judged 
tures  by  traditional  cash-flow  and  reve 
standards.  "It's  been  much  easier  to 
financing  for  a  steel  mill  than  an  E-b 
ness,"  says  Johan  Stael  von  Holsteii 
leading  Web  entrepreneur  in  Sweden.  1 
has  left  Web  startups  in  the  cold.  L 
buyit.com,  for  example,  languished  as 
unfunded  idea  for  three  years  before 
nancing  arrived — $13  million  from  bac 
in  Germany  and  the  United  States. 
HEATING  UP.  Now,  that's  changing.  Finla: 
first  Web  initial  public  offering,  Nedico 
Web  designer,  was  eight  times  overs 
scribed  when  it  went  public  this  spr 
Today,  global  investors  are  prowling 
rope's  Weblands— with  a  focus  on  Scar 
navia.  In  the  last  month  alone,  French 
ants  Vivendi  and  lvmh  Moet  Henne: 
Louis  Vuitton,  Britain's  News  Corp., 
Japan's  Softbank  all  announced  multi-h 
dred-million  dollar  Internet  venture 
for  Europe.  Meanwhile,  U  S.  ventures 
such  as  Vision  Capital  and  Apex  Partr 
are  making  the  rounds  in  Stockholm 
Helsinki.  "I  expect  things  are  going  to  \ 
up  in  the  next  year,"  says  William  R.  Q 
well,  managing  director  of  Eqvitec  Parti 
in  Helsinki,  the  representative  for  U.  S. 
vestment  banker  BancBoston  Robert: 
Stephens  Inc. 

If   Scandinavia    has    been    slow 
bankroll  startups,  it's  because  the  indu; 
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Sharp  Electronics  Increased 
Delivery  Speed  by  33%  in  Just  60  Days. 


Another  Attachmate" 
Web-To-Host  Success  Story. 

When  Sharp  Electronics  (Europe)  GmbH 
wanted  to  cut  administrative  costs 
and  streamline  customer  orders,  they 
turned  to  Attachmate.  Sharp  knew  our 
Business  Solutions  consulting  group 
could  rapidly  develop  and  deploy  an 
e-business   application   that   would 
speed  up  delivery  and  cut  costs.  Using 
our  e-Vantage  technology,  a  solution 
was  created  that  accesses  host  data  to 
maximize  efficiency  and  profitability. 
Find  out  why  four  out  of  five  Fortune 
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ly  without  them.  In  Sweden, 
(ample,  the  trailblazer  <>n  the  Web 
tone  other  than  the  post  office.  In 
postal  officials  realized  thai  the  Web 
kelv  to  revolutionize  theii  business — 
them  or  without  them.  They  jumped 
land,  creating  Torget.  The  reasoning: 

■t  would  direct   the   Hood  ol    pack 


customer    list    tO   haggle  down    m.mut.i. 
tUTCTS'  prices. 

Now  it's  time  lor  I  etsluiyit.coin  to 
expand.  CEO  I'almei  plans  to  spend  the 
$13  million  raised  in  a  private  place 
ment  to  build  up  the  brand  in  a  hurry. 
First,  he  needs  to  spread  to  more  popu- 
lous countries  to  build  up  a  customer 


b  sites  are  using  the  clout  of  a  large  customer 
list  to  haggle  down  manufacturers'  prices 


that  resulted  from  E-commerce 
ht  to  the  postal  service, 
lat  kind  of  success  got  the  attention 
andinavian  entrepreneurs.  For  in- 
;,  Stael  von  Holstein,  a  Swede  work- 
s  a  banker  in  Luxembourg,  quit  his 
1  1496  and  moved  home  to  set  up  a 
business.  The  result  was 
Medialab,  a  Web  page 
ner  and  consultant, 
ling  with  ceo  Franco 
i,  Stael  von  Holstein  set 
>attern  for  expansion. 
Icon  opened  offices  in 
iboring  countries  and 
proceeded  south.  Now 
with  $24  million  in  an- 
sales,  has  600  employees 
countries  and  puts  to- 
r  Web  pages  for  leading 
pean  companies,  from 

0  L'Oreal.  Equally  im- 
nt,  Icon's  European  net- 
serves   as   a   staging 

id  for  other  Scandina- 
E-businesses,  such  as 
uyit.com,  as  they  spread 
lward.  "With  us,  they 
need  to  reinvent  the 

1  in  12  countries,"  says 
von  Holstein. 

each  country,  though, 
's  the  potential  for  a 
ent  marketing  message, 
the  Scandinavians  feel 
dent  they'll  be  able  to 

the  right  chords.  Lets- 
.com,  for  instance,  is 
g  itselt  in  Scandinavian  advertise- 
s  as  an  antidote  to  traditional  cap- 
m — with  consumers  taking  power 

from  producers.  This  is  an  appeal 

otion  in  Scandinavia,  with  its  long 

list  traditions.  The  Web  site  surveys 

rs    to    learn    their    buying   prefer 

and  then  uses  the  clout  of  a  large 


base.  And  he's  also  anxious  to  move  into 
Western  Europe  before  the  arrival  of  rich 
cyberpowers  from  America. 

To  date,  though,  big  American  brands 
are  barely  established  on  the  Continent. 
America  Online  Inc.  has  taken  a  bruising 
from  free  Internet  providers  in  Britain  and 


remain  one  itep  ahead  of  theii  Ameii  "i 

rivals.   Wei)   phones   ar<    01*  do 

that,  bq  Online,  a  Helsinki  company  that 

went  online  a  vcar  ago,  olfers  standard 
brokerage  services  on  i-<  s.  Hut  the  corn 
pany  is  preparing  a  similar  service  tor 
mobile  phones,  with  a  ( icrman-language 
version  tor  export.  CEO  Petri  Kutanen  says 
his  company's  plans  coincide  with  the 
development  of  Internet-surfing  smart 
phones  at  nearby  phone  giants  Nokia  and 
Ericsson,  which  should  be  hitting  the 
market  in  Europe  later  this  summer.  Al- 
ready, the  region's  phone  titans  are  pour- 
ing money  into  software  startups  focused 
on  cell-phone  E-commerce.  Ericsson  ven- 
tured to  Iceland  to  invest  $13  million  last 
month  into  software  developer  Oz.com, 
whose  iPulse  product  allows  people  to 


Postal  pioneer:  In  1995,  Sweden's  postal  officials  recognized  the  Web's  importance  and  created  the 
Torget  system  to  route  packages  from  their  E-commerce  site  directly  to  the  postal  service. 


from  a  host  of  national  isps  run  by  large 
phone  companies.  Amazon.com  has  set 
up  a  successful  branch  in  Britain  but  has 
yet  to  dent  the  book  markets  outside  of 
the  English  language.  And  eBay  Inc.,  while 
opening  a  site  in  Britain,  is  still  a  foreign- 
er to  the  rest  of  Europe. 

The  Scandinavians  must  move  fast  to 


communicate  via  phone,  computer,  pager, 
or  mobile  phones  with  small  screens. 

If  E-commerce  ever  fulfills  its  promise 
of  putting  a  mall  into  everyone's  pocket, 
the  Scandinavians  may  be  selling  the  gad 
gets— and  running  the  E-commerce  sites 
as  well. 
— Contributing:  Ariane  Sains  in  Stockholm 
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Everybody  into 

the  Pool 


PETER  ELSTR( 


Venture  capital  is  drawing  cash  from  everywhere-thanks  to  amazing  returns 


Fragrance  Counter  Web  site  into  a  portal  for 
health  and  beauty  supplies.  Stewart  will  sit  on 
the  board  of  what's  now  called  ibeauty.com. 
"The  goal  is  to  make  it  the  Amazon.com  of 
the  prestige  cosmetics,  fragrance,  and  skin-care 
category?'  says  Dr.  Samuel  Waksal,  the  head  of 
the  Sudbury  Group,  who  or- 
ganized the  investment 
group. 

Former  4ger  Lott 


ure,  Martha  Stewart  is  the  person  to  go  to  for  the  perfect 
pistachio  shortbread  recipe.  Now,  she's  a  resource  for  some- 
thing else:  venture  capital.  In  April,  the  fashion  doyenne, 
along  with  venture  firm  Sudbury  Group  and  other  in- 
vestors, agreed  to  plunk  down  $37.5  million  to  remake  the 

example,  has  increased  more  than  five  hun- 
dredfold, to  $3.4  billion.  Yang  says  ivp's 
funds  have  been  averaging  returns  of  75% 
to  90%  in  recent  years.  Even  the  new  in- 
vestors are  striking  it  rich.  Renowned  ar- 
chitect Charles  Gwathmey  poured  $100,000 
into  Global  Crossing  Ltd.,  the  telecom  up- 
start  laying  cables   under  the  world's 
oceans,  for  a  stake  now  worth  more 
than  $10  million.  Spielberg  put  what 
sources  close  to  the  director  say  was 
$5.5  million  into  the  online  city  guide 
CitySearch.  That's  worth  almost  $18 
million  in  what's  now  Ticketmaster  On- 
line-CitySearch. 
Such  stories  are  attracting  oodles  of  cash. 
Venture-capital  firms  raised  $12.5  billion 
in  1998,  more  than  double  the  $6.2  billion 
of  1995,  according  to  VentureOne  Corp. 
Easily  the  largest  slice  of  the  money  raised 
last  year  is  the  $7.8  billion  targeted  for  in- 
formation-technology investments.  And  Ven- 
tureOne's  numbers  don't  track  another 
growing  pool  of  capital — money  available 
from  "angels,"  or  individual  investors  willing 
to  finance  promising  startups. 
There    is    dramatically 
more     venture-capital 
money  coming  into  the 

LVMH  CEO  Arnault 


f 


With  the  Internet 
booming,  a  flood  of 
new  investors  are  rush- 
ing into  the  venture-capi 
tal  game.  They're  being  lured 
by  quick  riches,  the  chance  of  a  strategic 
edge  for  their  companies,  or  just  a  piece  of 
the  Internet  action.  There  are  sports  stars  like 
former  San  Francisco  49er  safety  Ronnie 
Lott  and  Detroit  Pistons  guard  Joe  Dumars. 
There's  Hollywood  director  and  Dream- 
Works SKG  co-founder  Steven  Spielberg  and 
lvmh  Moet  Hennessy  Louis  Vuitton  Chair- 
man and  Chief  Executive  Bernard  Arnault. 
Tech  consulting  firms  like  KPMG  Peat  Mar- 
wick  and  Andersen  Consulting  talked 
themselves  around  possible  conflicts  of 
interest  so  they  could  turn  their  inside 
knowledge  into  investments.  "Every- 
body wants  a  play  in  the  venture  busi- 
ness," says  Geoffrey  Y.  Yang,  a  partner 
at  Menlo  Park  (Calif.) -based  venture 
firm  Institutional  Venture  Partners. 

A  key  draw  is  a  potential  return  just 
this  side  of  winning  the  lottery.  Benchmark 
Capital's  original  investment  of  $6.5  million 
into  online  auction  company  eBay  Inc.,  for 


business  than  ever  be- 
fore," says  James  W.  Brey- 
er,  managing  partner  of 
Accel    Partners,   a    Palo   Alto 
(Calif.)  venture-capital  firm. 

Don't  expect  to  see  a  slowdown,  even 
though  there  has  been  a  slight  cooling  off  in 


THE  NEW  VENTURE 

CAPITALISTS  FOR 
THE  NEW  ECONOMY 


ATHLETES: 


Ronnie  Lott  and  Harris  Barton,  two 

former  San  Francisco  4ger  football  pla 

ers,  are  raising  $30  million  from  other 

athletes  so  they  can  cash  in  on  the  te 

boom.  Joe  Dumars,  the  former  Detro 

Pistons  star,  has  signed  on  as  a  sped 

limited  partner  at  Invescare  Partners, 

backer  of  medsite.com,  where  doctor1 

can  buy  supplies  and  swap  informati 


FASHIONISTAS: 


Bernard  Arnault,  the  chairman  of  LV 

Moet  Hennessy  Louis  Vuitton,  has  b 

one  of  the  most  aggressive  Europe 

investors  in  E-commerce.  Fashion 
doyenne  Martha  Stewart  and  a  gro 
of  investors  are  spending  $37.5  milli 

to  build  Fragrance  Counter  into  a 
health  and  beauty  portal. 


INSIDERS: 


This  year,  KPMG  Peat  Marwick  has 
made  venture  investments  averaging 
million  in  six  companies,  including  sc 
ware  developer  Active  Software  Inc.  a 
Net  solutions  provider  Silknet.  Its  ty| 
cal  deal:  Backing  companies  whose 
technologies  KPMG  sells  to  its  cus- 
tomers. Andersen  Consulting  also  i 
using  its  insider  role  to  invest  in 
promising  upstarts,  such  as  Web-sofj 
ware  maker  ChannelPoint. 
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Ill  Hill  I 

CUSTOMER  FOCUSED  WEB-BASED  INVESTING 


Who  did  Schwab  consult  to  re-think 
its  online  investing  environment? 

•From  #20  to  #3  on  Gomez  Advisors  Internet  Broker 
Scorecard  in  one  year 

•Named  "Website  of  the  Year"  by  Financial  Net  News 
for  two  years  running 

•A  website  with  over  S10.4  billion  in  securities  trade  orders 
each  week 

•One  of  the  largest  electronic  commerce  businesses 

Razorfish  -  the  only  partner  for  Digital 
Change  Management." 


\t  you  would  like  to  learn  more  about  Razorfish,  visit  our  website  at 
http://www.razorfish.com,  email  us  at  info@razorfish.com,  or  call  us 

toll-free  at  1.800.950.IDEA. 


razorfish 

DIGITAL.  CHANGE.  MANAGEMENT 
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technology  initial  public  offerings.  The  first- 
day  increase  in  the  price  of  tech  IPOs 
dropped  to  an  average  of  53%  in  May  and 
June  from  1 10%  in  the  first  four  months  of 
the  year,  according  to  Securities  Data  Co. 
But  few  experts  think  that's  enough  to  stop 
the  venture-capital  newbies. 

Consider  Ronnie  Lott,  arguably  the  hard- 
est-hitting safety  ever  to  play  football.  He 
and  49er  teammate  Harris  Barton  are  rais- 
ing $30  million,  largely  from  other  profes- 
sional athletes.  Rather  than  invest  the  money 
themselves,  the  pair  will  turn  the  dough 
over  to  top-tier  vc  firms,  including  Accel 


ship"  with  companies  whose  products  KPMG 
is  selling,  says  Rod  McGeary,  vice-chairman 
of  the  firm's  consulting  practice.  Andersen 
Consulting  makes  similar  investments  to 
strengthen  relationships  with  hot  startups 
and  to  help  good  technology  come  to  mar- 
ket faster. 

Of  course,  there's  a  potential  conflict  of 
interest.  As  consultants,  kpmg  and  Andersen 
are  supposed  to  pick  out  the  best  technol- 
ogy for  their  clients.  In  many  cases,  kpmg 
and  Andersen  will  sell  technology  to  their 
customers  that  comes  from  companies  in 
which  the  consulting  firms  have  a  financial 


An  influx  of  new  financiers  is  helping  to  get  more 
technology  investments  done,  faster  than  ever 


and  the  Mayfield  Fund.  While  Lott  would 
not  comment  because  the  fund  is  on  the 
verge  of  closing  a  round  of  investment,  in 
the  past  he  has  said  that  he  wants  to  help 
athletes  avoid  making  bad  deals. 

Another  venture  newcomer,  Arnault, 
has  a  lot  more  driving  him  than  making  a 
quick  buck.  After  seeing  many  U.  S.  re- 
tailers get  caught  flat-footed  by  Ama- 
zon.com Inc.  and  other  Net  upstarts, 
Arnault  wants  to  have  a  stake  in  Internet 
commerce  and  use  the  lessons  from  the 
cutting  edge  to  protect  his  luxury  goods 
business.  "This  is  a  fundamental  change," 
he  says.  "Every  area  of  commerce  will  be 
affected  by  E-retail." 

Arnault  has  become  one  of  the  most 
aggressive  European  investors  in  E-busi- 
ness, putting  about  $300  million  into  25 
Net  companies  in  the  past  year.  He  has 
taken  stakes  in  free  Net  access  provider 
LibertySurf,  Web  bank  E*Loan,  and  Euro- 
pean auction  sites  icollector.com  and 
Britain's  qxl.  He's  far  from  done:  On  June 
30,  he  unveiled  a  $516  million  investment 
fund  called  Europ@Web  to  back  European 
Net  companies. 

STRONG  BONDS.  Even  high-tech  consulting 
firms  are  getting  into  the  act.  KPMG  Peat 
Marwick  started  putting  cash  into  upstart 
companies  for  the  first  time  this  year  and 
has  so  far  invested  an  average  of  $1  million 
in  six  companies,  including  software  devel- 
oper Active  Software  Inc.  and  Net-solutions 
provider  Silknet.  Since  the  firm's  consulting 
practice  is  constantly  looking  for  the  best 
technology  for  its  clients,  its  partners  figured 
they  had  a  better- than -average  perspective 
on  which  companies  were  going  to  be  suc- 
cessful. "It  helps  forge  a  strong  relation- 
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stake.  KPMG  says  there's  nothing  to  worry 
about:  "We're  picking  these  companies  be- 
cause they're  best  of  breed,"  says  McGeary. 
Andersen's  response  is  a  bit  different. 
The  firm  says  its  partners  can  pick  what- 
ever technology  they  want  for  their 
clients — even  if  an  Andersen-backed  firm 
sells  a  similar  product.  "Our  commitment 
to  our  clients  is  that  we  will  give  them 
the  best  possible  solution,"  says  John  Kun- 


zweiler,  an  Andersen  Consulting  parti 
So  what  effect  is  the  influx  of  new 
nanciers  having  on  the  venture-capital  bu 
ness?  There's  no  question  that  mc 
technology  investments  are  getting  doi 
faster  than  ever  before.  VentureOne  si 
that  there  were  291  venture-capital  de 
in  information  technology  in  the  first  qu 
ter  vs.  238  in  the  same  period  in  19 
That  money  has  supercharged  the  build 
of  Internet  players.  "There's  a  very  signific 
land  grab,"  says  Accel's  Breyer. 

Still,  all  the  frenzy  around  venture  a 
ital  is  making  some  industry  veterans 
bit  nervous.  They  worry  that  the  arri 
of  fashion  designers,  sports  stars,  and  H 
lywood  directors  could  signal  trouble  ahe 
"When  there  is  this  much  interest,  I 
willing  to  bet  we're  near  a  market  to 
says  Breyer. 

Some  are  more  blunt:  "There's  m< 
money  chasing  fewer  deals  than  I've  seen 
the  last  10  or  15  years,"  says  Terrence 
Elkes,  the  former  chairman  of  Viacoms  I 
who  now  does  venture  investing  through 
firm  Apollo  Management  LP.  Ronnie  a 
Harris,  are  you  sure  this  is  the  time  to 
your  buddies  up  for  money?  ® 


A  HOT  GROWTH  BUSINESS:  VENTURE  CAPITAL 
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BIG  MONEY  GRABBERS 


The  largest  VC  investments  in  the  first  quarter 


NAME 

WIT  CAPITAL 

JUNO  ONLINE  SERVICES 

NORTHPOINT 
COMMUNICATIONS 

DATA:  VENTUREONE  CORP. 


AMOUNT 

(IN  MILLIONS) 

$72.0 


$65.0 
$63.6 


DESCRIPTION 


Si 


Provides  investment  banking  and 
brokerage  services  over  the  Net 


Offers  free  E-mail  and  sells  Internet  access 


Supplies  high-speed  data  connections  for 
small  and  mid-size  businesses 


*l 


The  wah-wah  pedal  that  had  some 
rockin'  effects  on  a  family  business. 


A  punk  band  in  Sao  Paolo,  Brazil,  takes  a  break  from 
ehearsal.  Frustrated  with  the  band's  sound,  the  drummer 
valks  over  to  his  laptop.  He  boots  up.  He  logs  on.  He  points. 
He  clicks.  He  smiles.  He  rejoins  the  band.  The  bassist  and  the 
ead  guitarist  turn  to  him  and  ask  what  he  was  doing.  He 
eplies,  "Eu  acabo  de  comprar  algo  para  melhorar  nossa 
secao  de  guitaria."  Loosely  translated:  I  just  bought  something 
o  improve  our  guitar  section. 

Nothing  sounds  sweeter  to  the  online  musical  instrument 
ihop  Norwalk  Music,  than  an  order  all  the  way  from  Brazil. 
)f  course,  things  weren't  exactly  jumpin'  and  jivin'  when 

Mike  Spremulli,  Jr.  first  set  up 
Norwalk  Music  online. 

For  one  thing  no  one  knew 
their  site  existed.  For  another, 
Norwalk,  Connecticut,  isn't  exactly 
a  music  mecca.  So  with  the  Web 
lelng  what  it  is  (way  bigger  than  Connecticut),  and  with  the 
ilg  boss  (his  dad)  looking  over  his  shoulder,  Mike  Jr.  had  to  do 
•omething  to  drum  up  business. 


I 


How  MSN  LinkExchange  can  help 
you  tune  into  a  global  marketplace. 

Mike  Jr.  sought  out  the  services  of  MSN"  LinkExchange.8 
Quite  simply,  he  wanted  to  make  sure  that  if  someone 
was  looking  for  a  musical  instrument,  Norwalkmusic.com 
could  be  found.  So  he  used  MSN  LinkExchange's  Submit  It! 
to  register  with  dozens  of  the  big'search  engines.  Now, 
any  aspiring  rock  star  with  Web  access  can  locate  them. 
And  this  traffic  is  turning  into  orders.  A  bloke  from  Down 
Under  has  a  clarinet  to  his  liking.  A  coffee-shop  crooner  in 
Italy  has  a  new  set  of  guitar  strings.  A  Michigan  marching 
band  can  get  fully  outfitted  in  less  time  than  it  takes  the 
majorette  to  catch  her  baton. 

Drum  roll,  please. 

What  has  Mike's  online  venture  meant  to  Norwalk 
Music?  Increased  sales  to  the  sweet  sounds  of  26%.  If  he 
were  in  a  band,  his  family  would  be  screaming  for  an  encore. 

If  you  want  to  find  new  customers,  increase  sales, 
and  build  awareness  all  on  a  shoestring  budget,  go  to 
www.linkexchange.com 


rfvww.linkexchange.com 


(^fi   LinkExchange 


Create  your  own  small  business  success  story. 


SI991  Microsoft.  Corporation   All  nfhu  iraim   Microsoft   llnbEichanla.  MSN.  and  iWWft  do  you  mini  10  fo  today? org  eltttt,  registered  trademark*  01  trademarks  ol  Microsoft  Corporation  In  lilt  U  S   and   or  otner 
'thai  product*  and  company  names  may  b«  trademarks  ol  thali  raspocllva  owntts 


.  come  iM  ndy.  Security  is 
,o  longeWbout  keeping  people  out,  it's  about  letting 
people  in.  The  right  people.  Suppliers,  partners  and 
customers  are  all  accessing  your  business  through  the 
Internet.  Once  there,  each  needs  to  be  taken  directly 
to  the  appropriate  data.  Opening  yoor  systems  in  this 
way  also  opens  new  sources  of  revenue.  It's  a  new  way 
of  looking  at  security,  and  you've  got  a  front  row  seat. 
www.hp.com/e-services 


Securing  the  next  E. 


m 


WW 


» 


Business  Week  e.biz    NET  CULTURE 


Lemonade  Stands  on 


Electric  Avenue 

Net  sales  booths  sell  everything  from  staplers  to  pet  products 


DAVID  LEONHARi 


ou  won't  find  many  shops  on  Main  Street  that  sell 
strictly  refrigerator  magnets.  The  items  are  cheap,  and  de- 
mand for  them  is  rarely  strong  enough  to  justify  renting 
an  entire  storefront.  They're  the  ultimate  in  a  niche 
business.  On  the  Internet,  however,  none  of  that  matters. 


lust  ask  Chris  Gwynn  of  Quincy,  Mass.  His 
two-year-old  online  magnet  store,  Fridge- 
door.com,  which  he  started  as  a  part-time 
gig,  has  allowed  him  to  quit  a  well-paying 
job  and  focus  exclusively  on  his  startup. 

The  Web  is  spawning  a  world  of  just 
such  virtual  lemonade  stands — home-based 
businesses  that  hawk  everything  from  sta- 
plers to  accessories  for  Jack  Russell  terriers. 


Thanks  to  the  Net's  global  reach,  these  tiny 
sales  booths  can  appeal  to  a  highly  dis- 
persed group  of  customers — and  prosper. 
Gwynn  is  making  200  to  400  sales  a  week: 
Austin  Powers  and  Scooby-Doo!  are  hot 
right  now.  "An  inch  wide  and  a  mile  deep," 
says  Gwynn,  who  was  formerly  an  analyst  at 
Yankee  Group  Research  Inc.  "That's  what 
I'm  going  after." 


Wendy  Gem  Davis,  an  Alabama  mother  of  five,  makes  up  to  $5,000  a  month  with  her 
online  collectibles  business.  The  extra  income  helped  her  family  move  to  a  bigger  house. 
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If  1998  was  the  year  that  mainstre 
Corporate  America  discovered  E-comme 
1999  may  well  be  the  year  that  all  the  To 
Dicks,  and  Harriets  with  dreams  of  rx 
their  own  bosses  hang  out  a  shingle  in 
berspace.  "There  are  a  lot  of  people  v 
have  a  passion,"  says  Bo  Peabody, 
founder  of  Tripod,  an  online  commui 
hosting  the  home  pages  of  3.7  mill 
members.  "Now  they're  turning  that  pass 
into  a  business." 

And  they're  doing  it  in  droves.  Aroi 
30,000  small  businesses — outfits  with  ani 
revenues  of  less  than  $10  million — : 
take  orders  over  the  Web,  according 
Keenan  Vision  Inc.,  a  San  Francisco  c< 
suiting  firm.  That's  up  from  just  200  cc 
panies  in  1996 — and  should  grow 
400,000  by  2003.  Already,  some  3  mill 
more  people  make  a  living  from  home  tl 
was  the  case  in  1995,  according  to  Inter 
tional  Data  Corp.  And  experts  believe  m; 
of  them  soon  will  start  selling  via  the  W 

It  all  adds  up  to  one  of  the  few  big 
ceptions  to  the  massive  consolidation  tn 
of  the  past  decade.  Large  numbers  of  p 
pie  who  have  full-time  jobs  can  experim 
with  E-commerce  businesses  on  the  si 
boosting  their  income  or  living  out  a  f; 
tasy.  A  subset  of  them  will  even  quit  th 
day  jobs.  "This  is  a  fundamental  transf 
mation,"  says  Steve  Wesdy,  vice-presid 
for  marketing  at  auction  site  eBay  Inc. 

Perhaps — but  these  lemonade  stands 
face  huge  questions  of  sustainability.  Af 
all,  some  of  the  nation's  biggest  sellers 
goods — from  supermarkets  to  Wal-M 
Stores  to  Sears  Roebuck — have  barely  beg 
to  dabble  in  E-commerce.  When  they 
whole  hog,  a  lot  of  small-time  Web  m 
chants  could  find  their  niches  swallow 
up.  The  pressure  is  on  them  to  establisl 
position  now  and  become  big  enough 
fend  off  competition. 

It's  surprisingly  easy  to  get  started 


&&&> 


At  GoTo.com,  we  go  out  of  our  way  to  hitch 

advertisers  with  the  right  customers. 
(Making  the  relationship  work  is  up  to  you.) 


Finding  the  right  customers  for  your  Web  site  is  simply  a  matter  of  saying 
"I  do"  to  GoTo.  Our  online  marketplace  introduces  your  Web  site  to  your  best 
potential  customers  searching  for  what  you're  offering.  You  pick  the  search 
terms  relevant  to  your  site  and  you  control  where  your  site  appears  in  our  search 
results.  This  gives  you  targeted  leads  from  one  of  the  leading  search  engines  on 
the  Web.  Best  of  all,  you  only  pay  for  clickthroughs,  so  you  control  costs  and 
ROI.  Now  that's  an  engaging  proposition.  Learn  more  atwww.goto.com/tryit. 


OIW9  Colo  com,  Inc 


:om 

Search  made  simple." 
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don't  need  to  keep  any  inventory — or  even 
sell  your  own  products.  The  least  sophisti- 
cated way  that  people  are  adding  to  their  in- 
come is  by  becoming  "affiliates"  of  larger 
businesses,  such  as  the  Amazon.com  Inc. 
shopping  site.  Its  260,000  affiliates  position 
an  Amazon  banner  or  button  on  their  home 
pages.  When  a  visitor  clicks  on  the  link  and 
buys  something  from  Amazon,  the  affiliate 
gets  a  cut  ranging  from  5%  to  15%. 

The  key  to  being  a  successful  affiliate  is 
offering  content  so  compelling  that  Web 
surfers  not  only  flock  to  your  site  but  also 
click  through  it  to  buy  related  products.  In 
Britain,  David  Campion  has  built  a  Web  site 
that  includes  the  lyrics  to  every  Nirvana 
song,  a  time  line  on  the  grunge  band,  spec- 
ulation on  lead  singer  Kurt  Cobain's  sui- 
cide— and  a  link  via  an  affiliate  button  to 
cdnow.  He  makes  a  7%  commission  or 
more  on  every  CD  sale  that  originates  from 
his  site. 

Alison  Yoshikawa,  however,  can  tell  you 
what  happens  when  your  Web  site  has  little 
to  do  with  the  affiliate  link.  The  business- 
products  broker,  selling  mainly  electrical 
and  janitorial  supplies  to  companies  near 
her  Northern  California  home,  has  increased 
sales  three-  or  fourfold  by  putting  her  busi- 
ness on  the  Net.  But  she  hasn't  made  a 


eBay  to  see  if  she  could  buy  any  porcelain 
figurines  for  her  collection.  When  she  saw 
all  the  buying  and  selling  going  on,  she  re- 
alized it  could  be  the  perfect  way  to  sup- 
plement her  husband's  salary  without 
leaving  her  kids.  "I  felt  like  I  could  do  this," 
Davis  says,  "and  it  just  started  taking  off." 

She  has  gone  from  trading  figurines  to 
selling  clothing  her  kids  had  grown  out  of 
to  driving  to  the  nearby  Walt  Disney  dis- 
count outlet  and  stocking  up  on  cut-rate 
goods.  She  then  marks  them  up — usually  by 
100% — and  sells  them  to  people  as  far 
away  as  Australia  and  Kuwait.  She  brings  in 
a  profit  between  $1,000  and  $5,000  a 
month,  and  the  extra  income  has  allowed 
her  family  to  move  to  a  bigger  house. 

Now,  the  Internet  community  sites  plan 
on  making  it  even  easier  for  small  fry  to  get 
a  flying  start.  Later  this  year,  HyperMart 
Inc.  will  launch  a  service  allowing  Ne- 
trepreneurs  to  sell  goods  over  the  Web 
without  building  their  own  security  or  elec- 
tronic shopping  carts.  They'll  simply  pay 
$100  or  so  a  month  and  link  up  with  Hy- 
perMart's  technology. 

Major  Internet  companies  also  are  lend- 
ing a  helping  hand,  hoping  to  build  their 
own  traffic  in  the  process.  They're  enabling 
merchants  to  set  up  a  store  from  scratch  in 


Some  people  are  starting  online  businesses  by 
becoming  affiliates  of  sites  such  as  Amazon.com 


single  cent  off  of  the  link  to  barnesand- 
noble.com  that  her  25-year-old  daughter 
installed  on  the  Web  site  10  months  ago. 
After  all,  how  many  people  who  are  or- 
dering a  mop  are  inclined  to  buy  a  copy  of 
The  Iliad  at  the  same  time? 

Another  way  to  join  the  game  is  by  sell- 
ing goods  on  one  of  the  big  auction  sites, 
such  as  eBay  and  Amazon.  While  most  of 
the  people  who  sell  items  at  auctions  are 
trying  to  clear  out  their  attics,  others  are 
making  real  businesses  out  of  it.  Indeed, 
eBay  says  more  than  10,000  people  now 
make  all  or  a  big  chunk  of  their  salary 
through  its  site  alone. 

One  of  them  is  Wendy  Gem  Davis,  a 
30-year-old  Alabamian  with  five  children,  in- 
cluding 5-year-old  quadruplets.  About  2'A 
years  ago,  she  logged  onto  then-obscure 


ONLINE  LINK 


A  company  closeup  of  HyperMart  Inc. 
will  be  available  on  July  20  on 
ebiz.businessweek.com. 


a  few  days,  with  almost  no  technical  savvy 
and  for  about  $500  in  startup  costs  and 
$150  to  $350  per  month  after  that.  Web 
portal  Lycos  Inc.,  for  example,  just  con- 
nected its  members'  Web  sites  to  its  auction 
listings.  That  enables  merchants  to  present 
much  more  information  about  a  product 
than  they  could  on  the  auction  site  itself — 
and  still  show  real-time  updates  on  the 
bidding. 

That's  a  boon  to  people  like  Davis.  But  it 
can't  shield  her  if  one  day  Disney  decides  to 
start  selling  its  outlet  goods  online  and 
leaves  her  without  a  niche.  "These  small, 
scrappy  folks  can  do  well,"  says  Tim  Brady, 
vice-president  for  production  at  the  Yahoo! 
Inc.  portal.  "But  it's  also  very  easy  on  the  In- 
ternet for  Wal-Mart  to  see  what's  popular 
and  why  someone's  doing  well." 

That's  what  happened  to  Paula  Tage- 
mann,  a  part-time  executive  assistant  who 
last  year  set  up  a  Web  site  to  sell  office 
supplies.  Things  start  well  enough,  but  then 
Staples  and  Office  Depot  got  into  the  act. 


Jagemann  quickly  refocused  on  he 
established  stationers  set  up  E-busin| 
And  that's  the  rub.  While  it's  true; 
there  are  enormous  opportunities  for  i 
preneurs  on  the  Web,  they  can  disal 
quickly.  Flexibility  is  the  watchword.  C| 
wise,  mom-and-pop  shops  can  be  lef 
little  more  than  a  bitter  taste  in  their  mil 
—  Contributing:  David 
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HELP  FOR  MOM- 
AND-POP  E-SHOPS 


What  Internet  companies  are  doir 

to  help  the  small  fry  set  up  their 

virtual  lemonade  stands 


£      ^__ 


On  July  12,  the  No.  2  portal  announc 

that  it  would  allow  members  of 

its  Tripod  community  to  link  onlim 

auctions  to  their  home  pages- 

the  first  such  program. 


HYPERMART 


The  largest  community  of  small 

businesses — some  360,000 — will  ac 

full  E-commerce  capability  later  thi 

year.  That  means  Mom-and-Pop  sho 

won't  have  to  build  their  own  secur 

or  electronic  shopping  carts. 


T 


SHOPNOW.COM 


The  E-commerce  company  has  creati 
a  massive  online  catalog  and  a 
warehouse  of  products,  called 
MyShopNow.com,  allowing  individu; 
to  create  ministores  without  havin 
to  worry  about  inventory  or  shippinj 
Individuals  get  a  5%  cut  of  any 
sales  made  off  of  their  sites. 


w 


Starting  in  July,  sellers  and  buyers 

using  the  eBay  online  auction  site 

be  able  to  get  updates  on  their  offer 

and  bids  via  Skytel  pagers.  Later  thi; 

year:  the  same  service  via  telephone: 
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Oracle, 


the  world's  second 


largest  software  company,  is. 


No.1 


on  the  Internet 


No.1 


in  database 


IBM      6% 

Microsoft  99e 


Database  Use  -  Top  Web  Sites* 


-IBM     189? 


Microsoft   59f 


RDBMS  Market  Share** 


The  world's  most  successful  companies  rely  on  Oracle  for  e-business.  Do  you. 


wwui.oruck.com/ebusiness  or  call  l-S()()-lf>2-()22().  ext.  25065 


RDBMS 


ORACLG 
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Taking  in  the 


Travel  Sites 


TIMOTHY  J.  MULLA 


How  good  are  the  top  three  online  agents  at  helping  plan  a  trip? 


t  is  summer  in  New  York  and  on  company  time  here  I  sit  plan- 
ning my  vacation.  According  to  scads  of  surveys  that  cross  my 
desk,  I'm  not  the  only  one — some  80%  of  surfing  is  done  at 
work.  And  it's  that  time  of  year.  But  unlike  you,  fellow  cubicle  rats, 
I  don't  need  that  boss-is-coming  backup  plan — that  one-click 


way  to  put  something  that  looks  like  work  on 
my  computer  screen.  This  is  a  review  of  the 
top  three  travel  sites  on  the  Web:  Microsoft 
Expedia,  Travelocity,  and  Preview  TraveL  So — 
get  this — I  am  working.  (At  least,  that's  my 
story  and  I'm  sticking  to  it)  I  spent  10  lux- 
urious hours  surfing  travel  sites  where  the  av- 
erage visit  is  just  seven  minutes.  Now  I'm 
here  to  tell  you  wage  slaves  all  about  it  Some 
days,  I  like  this  job  very  much. 

Naturally,  there  is  a  deadly  serious  purpose 
to  all  of  this  worktime  goofing  off:  to  size  up 
the  state  of  one  of  the  Internet's  most  popu- 
lar pastimes.  Preview,  Travelocity,  and  Expedia 
are  among  the  Net's  44  most-visited  sites, 
attracting  audiences  between  3.7  million  and 
3.9  million  people  monthly,  according  to  Me- 
dia Metrix.  Are  these  the  best  travel  sites? 
Depends  on  who  you  ask.  We  picked  them 
for  a  simple  reason:  They're  the  ones  people 
use  the  most 

BEST  OF  test.  Of  the  group,  I  like 
Preview.  It  manages  the  best 
balance  between  the  three 
reasons  a  good  commer- 
cial Web  site  exists:  con- 
tent, community,  and 
commerce.  I  also  found 
it  the  best-looking  and 
easiest  to  use.  The  Web 
is  moving  toward  weav- 
ing the  three  C's  togeth- 
er tightly,  because  Web 
merchants  think  content 
and  community  will  move 
goods.  But  it  also  makes  for  a 
logical,  coherent  experience  for  the  user.  It 
simply  makes  sense  to  have  travel  informa- 
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tion  as  close  as  possible  to  where  you  can  do 
something  about  it,  and  to  match  it  up  with 
chat,  bulletin  boards,  and  the  other  corner- 
stones of  online  communities.  Preview's  bal- 
ance of  the  three  C's  is  far  from  perfect,  but 
it's  the  least  wobbly  of  the  three. 

With  that  standard  in  mind,  I  crafted  a 
way  to  test  the  sites:  I  planned  three  different 
trips.  One  was  a  theater  weekend  in  New 
York  at  a  good  hotel,  another  a  long  October 
weekend  in  Montreal,  and  the  third  a  week- 
long  lOth-anniversary  trip  to  London  in  the 
fall.  The  good  news  for  my  wife — and  for  at- 
work  slackers  everywhere — is  that  I  booked 
one  of  them.  (Which  one?  I 
did  this  on  the  company's  time,  -0 
not  the  company's  tab). 

The  bad  news  is  that  all 
three  sites  flunked  basic  ele- 


[W 


1*1 


ments  of  what  people  should  be  able 
sist  on  from  a  well-rounded  Web  site, 
of  the  three  could  get  me  to  Montrea 
way  I  wanted  to  go — by  Amtrak.  A 
them  are  too  packed  with  press  rel 
to  provide  objective,  high-quality  cor 
And  only  one  of  them  (Expedia)  even 
to  do  a  decent  job  of  creating  a  comm 
where  I  can  swap  information  with  ft 
travelers. 

"DINGY"?  Let's  start  with  content.  I 
Web  content  to  do  three  basic  things:  t 
entertain,  and  inspire  trust.  And  in  the 
two  areas  at  least,  Preview  had  the 
edge.  All  of  the  sites  offer  city-by-city  coi 
about  popular  destinations,  but  Preview 
liance  with  Fodor's  Travel  Publications 
lets  it  consistendy  serve  up  the  best-wr 
copy  of  the  bunch.  Like  a  good  vacatioi 
fun.  Fodor's  four-paragraph  introductic 
dining  in  New  York  is  enough  to  make 
buy  a  ticket.  Travelocity  was  sec 
thanks  to  content  from  Frommer' 
Microsoft  has  its  own  writers 
their  work  can  be  iffy.  Right  arc 
the  corner  from  my  office  is  Br 
way,  and  every  night  I  wa 
the  bus  through  thron 
thrilled-to-be-here  tourist 
Expedia,  New  York's  th( 
district  is  "a  small  (and 
fortunately  dingy)  sectio 
the  city."  Hey,  no  one  kr 
better  than  I  the  smel 
Eighth  Avenue  on  a  hot  s 
mer  morn,  but  the  out 
towners  seem  to  like  it — 
Times  Square  has  chang< 
little  in  the  past  few  y< 
(It's  been  in  all  the  pap> 
Plus,  Microsoft  takes  too  i 
ously  the  idea  that  Web 
ing  has  to  be  terse 
with  all  the  bullet  poi 
Travel  writing  is  suppose* 


V 
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■  \\  hersheygifts.com 

Online  in  62  days. 

24x7x365  access. 

99.5%  availability. 

Flat  monthly  cost. 


We  were 

looking  f0: 

that  would  raise  the  DcLr/ 


>r  an  e-commerce  site 


-Mark  S   Potts 
Business  Development 
Hershey  International 


When  the  brand  name  on  the  bar  is  one  of  the  ten  most  recognized  in  the 
world,  you  set  your  sites  high. 

"We  needed  a  site  that,  just  like  our  milk  chocolate  bars,  delivers  Hershey® 
quality  end-to-end,"  stated  Mark  Potts. 

"US/  gave  us  that  end-to-end  solution.  They  have  all  the  resources  — 
the  global  network  and  data  centers,  the  personnel,  and  the 

leading  partners  and  applications,  such  as  Microsoft?  Siebelf 
Microsoft       Sagent®  PeopleSoft®  and  BroadVision® — plus  the  management 
expertise  to  run  it. 

"We  have  total  control  over  the  site.  We  have  to.  It's  our  business.  And  with 
US;  managing  and  hosting  our  e-commerce  site,  we  can  give  confectionery — 
and  our  customers  —  our  undivided  attention. 

"Thanks  to  US/'s  redundant  technology,  consumers  and  businesses  can  access 
the  Hershey  site  much  faster  now  with  guaranteed  24x7x365  reliability  99.5% 
dI  the  nine.  US/  definitely  raised  the  bar  for  Hershey." 

To  see  how  USinternetworking  can  help  raise  the  bar  on  your  e-commerce 
business,  call  1-800-809-3003,  visit  us  at  www.usi.net  or  e-mail  us  at  salcs(^  usi  net 


THE  Application  Service  Provider. 


us/ 


(ESea 


>lklM.    In. 
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be  flin,  not  software  code  by  another  name. 
All  three  sites  share  one  serious  content 
flaw:  Their  "news"  sections  rely  too  much  on 
the  latest  press  releases  on  fare  sales.  This 
speaks  to  a  trend  sure  to  hamper  the  Net 
sooner  or  later:  It's  hard  to  trust  what  you 
read  on  the  Web  because  everyone  has  a 
commercial  motive.  If  you  only  publish  what 
the  industry  wants  you  to  say,  it's  tough  to 


But  let's  face  it:  People  use  these  sites 
to  buy  tickets.  So  how  are  these  sites  at 
commmerce?  At  what  they  do  best,  which 
is  selling  tickets,  these  sites  are  good.  But 
they're  not  great. 

train  IN  vain.  First,  none  of  the  three  could 
deliver  my  fall  weekend  trip  to  Montreal. 
The  simple  reason:  None  has  a  deal  with 
Amtrak,  One  reason  for  the  trip  is  the  train 


The  sites  can  book  a  New  York  hotel  room. 
But  theater  tickets?  Forget  it 


stay  relevant  enough  to  keep  people  coming 
back.  That's  why  it  makes  sense  for  a  Trave- 
locity  or  a  Preview  to  dish  up  tough  coverage 
of  air  safety  or  carry-on  luggage  rules  along 
with  the  restaurant  reviews — something  they 
just  don't  do. 

The  natural  complement  to  content  is 
community,  which  ought  to  work  especially 
well  on  travel  sites  because  people  love  to 
tell  vacation  stories.  But  Expedia  is  the  only 
one  of  these  sites  that  really  plays  the  com- 
munity game.  I  went  to  its  United  Kingdom 
bulletin  board  and  asked  for  advice  on  where 
to  go  in  the  English  countryside.  Within  24 
hours,  I  had  two  E-mails  from  Expedia  mem- 
bers about  their  trips  and  three  postings  to  the 
board.  It  was  genuinely  useful  stuff.  And  it's 
unavailable  on  Preview  (which  has  customer 
reviews  for  hotels)  and  Travelocity. 


ride  through  upstate  New  York's  fall  foliage. 
Holding  hands.  Romance,  en  route  to  a  city 
where  French  is  spoken.  If  I  want  to  fly,  no 
problem.  If  I  want  to  reserve  a  concierge-lev- 
el room  at  a  Renaissance  hotel,  all  three  sites 
delivered  the  same  room  for  about  the  same 
price.  But  no  train. 

In  New  York,  the  same  issues  kept  nag- 
ging. Preview  served  up  a  suite  with  a  king- 
size  bed  and  a  Central  Park  view  at  the  St. 
Moritz  for  $190  a  night.  Expedia  quoted 
$240  for  an  economy  room.  But  neither 
could  sell  me  theater  tickets.  Again,  I  have  to 
do  half  the  work  myself.  Isn't  the  whole 
point  of  surfing  at  the  office  to  ditch  work? 

The  trip  to  London  showed  me  which 
sites  are  easy  to  use  and  which  aren't.  Bad 
news,  Travelocity.  Both  Expedia  and  Pre- 
view let  me  start  by  choosing  the  hotel  I 


wanted.  Like  most  tourists,  I'll  typicaL1, 
a  package  to  save  money.  Then  both 
delivered  packages  within  a  few  doll; 
each  other.  Travelocity  was  a  different 
It  seemed  determined  to  make  me  stai 
package  by  choosing  an  airline.  So  I  sp 
useless  20  minutes  trying  to  figun 
how  to  build  a  package  by  first  pick 
hotel  and  then  finding  an  airline.  I'm  o 
plane  for  seven  hours  or  so,  yet  in  the 
all  week.  Finally,  I  gave  up.  I  never  did 
price,  though  I'm  sure  I  would  havi 
had  looked  harder.  I  just  got  annoyed, 
practically,  gasp,  work. 

Now,  it's  a  fair  question  whethe 
judging  these  sites  by  the  right  crije] 
don't  doubt  Travelocity  President 
Jones  when  he  says  focus  groups  tell 
they  want  price,  price,  and  more  prii 
don't  care  about  content  or  comm 
Certainly  the  market  cap  of  Priceline] 
Inc.,  which  lets  you  try  to  "name  your 
price"  for  travel  and  offers  no  content 
gives  15  billion  ways  to  argue  that  the 
C  integration  is  bunk.  But  that's  to 
Net.  Not  tomorrow's.  ® 


ONLINE  LINK 


An  interview  with  James  McQuivey  of 
Forrester  Research  and  a  profile  of  Pre\ 
Travel  is  available  on  July  27  at 
ebiz.businessweek.com. 


OUR  WEB  REVIEWS 


The  Web's  top  travel  sites  are  changing  the  game  on  travel  agencies.  But 
they  still  are  concentrated  more  on  what  the  industry  needs  to  sell  than 
on  what  consumers  need. 
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A. 
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Community 


Commerce 


Ease  of  Use 


Preview  is  the  clear  leader,  thanks  to  an  alliance  with  Fodor's.  Ex- 
pedia takes  too  seriously  the  lesson  that  Web  writing  should  be 
terse  and  bullet-pointed,  delivering  copy  that  is  a  tad  too  dry. 

Expedia's  chat  rooms  provide  access  to  fellow  travelers'  war  sto- 
ries and  Expedia-researched  answers  to  specific  questions. 
Competitors  forget  people  love  to  talk  about  trips. 

All  are  more  convenient  than  a  trip  to  the  travel  agent,  and  de- 
liver an  impressive  range  of  offerings.  But  they  had  annoying 
gaps,  such  as  the  inability  to  get  Amtrak  tickets. 

Microsoft's  Expedia  type  is  so  small,  it's  reason  enough  to 
click  the  more  inviting  Preview.  On  Travelocity,  I  couldn't 
readily  duplicate  a  London  package  deal  I  assembled  on  the 
other  two. 
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what' s  to     « 

.com: 

How  can  companies  plan  for  the 
future  when  the  playing  field 
changes  daily?  With  The  Internet 
Age,  Business  Week's  70th 
Anniversary  special  issue. 

From  the  enhanced  role  of 
E-commerce  to  the  increased 
threat  to  personal  privacy, 
this  issue  will  show  how  the  wired 
world  is  transforming  business 
and  society.  A  powerful  analysis 
of  our  digital  community,  The 
Internet  Age  will  steer  readers  to 
the  Net's  opportunities  and  clear 
of  the  Web's  pitfalls. 

Business  Week,  The  Internet  Age,  70th  Anniversary  Worldwide' Special  Issue 


Issue  Date:  October  4,  1999 
On  Sale:  September  24,  1999 
Ad  Close:  September  6,  1999 


For  more  information  please  contact: 

New  York-Bill  Kupper,  212-512-6945; 

Frankfurt-Fritz  Krusebecker,  49-69-5801-118; 

Singapore-Steve  Moss,  65-536-8262;  or  e-mail  adsales@businessweek.com. 
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A  History  of  Looking  Ahead 


\  /  Hvision  of  I  \u  McGrav  Hill 
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BY 
ROBERT  D.  HOF 


A  New  Race  of 


Giants? 


The  pioneers  of  E-commerce  could  wind  up  dominating  their  markets 


lmost  since  its  start,  the  Internet  has  been  a  great  democratizing  force, 
Internet  commerce  is  no  exception.  Just  a  little  over  four  years  ago,  Ai| 
zon.com,  eBay,  and  Yahoo!  didn't  even  exist.  Now  worth  a  combined 
billion,  they're  threatening  to  topple  commercial  and  media  giants.  The  cj 


A 

M  Bkmessage:   The   little   guy 

first  with  a  compelling  proposition,  and  the  sky's  the  limit. 

But  this  same  get-big-fast  opportunity  may  soon  create  big — no, 
make  that  really  big — companies.  Indeed,  that  potential  dominance  is 
why  investors  are  betting  so  much  on  the  leading  Web  companies.  So 
its  a  fair  question  to  ask  Will  the  Net,  which  threw  open  the  doors  to 
new  competition,  wind  up  ushering  in  a  new  era  of  megamonopolies? 
Go  ahead  and  laugh.  After  all,  E-commerce  is  still  a  mere  fraction  of 
overall  commercial  activity,  and  competition  is  so  fierce  that  a  dozen 
companies  compete  in  every  segment  The  biggest  E-merchants,  such  as 
Amazon  and  eBay,  are  duldng  it  out  the  old-fashioned  way — by  doing 
a  great  job,  offering  real  value,  and  attacking  inefficiencies. 

But  there's  a  funny  thing  about 
those  inefficiencies  that  the  Net  will 
wipe  out.  Traditionally,  inefficiencies  in 
cost  and  price  structure  have  provided 
an  umbrella  for  new  competition,  says 
Jeanne  G.  Terrile,  a  first  vice-president 
at  Merrill  Lynch  &  Co.,  in  a  recent  re- 
port on  E-commerce.  No  more  um- 
brella means  no  more  room  for  rivals 
to  get  a  toehold. 

That  could  prove  all  the  more  ( 
true  thanks  to  a  rapidly  emerging 
new  class  of  Net  middlemen  in  a  wide 
range  of  consumer  and  industrial  mar- 
kets. Online,  with  few  limitations  of  time 
and  geography,  these  new  marketmakers 
can  quickly  generate  a  virtuous  loop  of 
buyers  and  sellers,  whose  very  presence 
attracts  yet  more  buyers  and  sellers.  For 
that  reason,  they're  expected  to  dominate 
many  industries,  from  chemical  supplies  to  rolled  steel  Analyst  Charles 
H.  Finnie  of  investment  banker  Volpe  Brown  Whelan  predicts  these 
companies,  such  as  Chemdex  Corp.  and  e-Steel,  have  an  opportunity 
to  build  a  "near-monopoly  position." 

lust  look  at  the  online  auction  house  eBay.  Despite  scads  of 
competition  and  glaring  glitches  in  service,  eBay  retains  more  than 
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has   a   chance   once 


Get   on   the 


again 

80%  market  share,  according  to  Dain  Rauscher  Wessels,  simpl 
cause  buyers  and  sellers  want  to  be  where  the  action  is.  Says  Mc 
&  Co.  principal  and  Internet  business  author  John  Hagel  HI:  " 
thought  Microsoft  was  a  monopoly,  just  wait." 
CONSUMER  ADVOCATES.  And  maybe  not  for  long.  Consolidatio: 
ready  is  underway.  Consider  Amazon.com  Inc.:  After  two  y< 
jousting  with  Barnes  &  Noble's  online  book  site,  ifs  still  out  in  froi 
sales  by  a  factor  of  eight — a  beachhead  that  helped  it  grab  the 
music  after  its  first  three  months  selling  CDs.  Flush  with  investment 
ital,  Amazon.com  keeps  buying  all  or  parts  of  companies,  from  Hi 
Grocer.com  to  Pets.com.  Once  players  such  as  Amazor».com  acliii 

dominant  position,  what  is  to  stop 
from  raising  prices? 

It  may  be  too  early  to  write  o 
Net's  power  to  bring  big  guys  to 
knees — even  big  E-merchants.  So: 
one  else  with  a  radical  new  idea  can 
come  in  and  suddenly  redefine  a 
keL  Besides,  the  Net  gives  buyers 
precedented  power,  because  they 
get  much  more  information  abj 
products  and,  with  little  trouble, 
online  to  become  buying  forces.  Tl 
why  Hagel  thinks  these  new  mid 
men  could  well  turn  the  tables  and 
come  customer  advocates,  pu 
pressure  on  suppliers  for  lower  p 
Maybe  so.  My  big  worry  is 
pricing  aside,  these  Wal-Mart  Stores 
steroids  could  stifle  competition — \ 
is  the  only  reliable  way  of  ensuring 
tinued  innovation.  Years  ago,  policymakers  and  industry  leaders  bx 
badly  punted  an  opportunity  to  keep  Microsoft  from  becoming 
near-monopoly.  This  time,  I  hope  they  think  hard  about  what  to 
about  E-commerce  before  it's  too  late.  It  would  be  tragic  if  the  We 
biggest  successes  ended  up  stifling  the  very  wide-open  opportunity  t 
made  it  such  a  revolutionary  force.  • 
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There  are  no  boundaries."  Consider  the  volatility  of  the  currency  market:  millions,  even  billions 
of  dollars  hang  on  even  minute  value  swings.  So  when  one  of  the  world's  leading  news  agencies 
wanted  to  reinvent  the  way  financial  news  was  delivered,  they  came  to  us.  And  we  helped  them 
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Now  news  is  gathered,  analyzed  and  reported  around  the  world  in  the  blink  of  an  eye,  and 


AKS  STORIES  IN  SECONDS  INSTEAD  OF  MINUTES. 
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SE  CHIPS 
WIRED 
IM  WITHIN 


BISTORS  GET  TINIER  AND 
r,  yet  chips  grow  ever 
r.  What  gives?  The  chief 
it  is  wiring.  Connecting 
hose  switches  takes  a 

of  wires,  and  their  com- 
ty  is  growing  faster  than 
ristors  are  shrinking, 
jsearchers  at  Hewlett- 
ard  Laboratories  and  the 
rersity  of  California  at 
Angeles  are  cooking  up  a 

for  the  chips  to  wire 
lselves.  They  envision 
;  that  chemically  assem- 
hemselves  from  conduc- 
molecules  and  tiny  car- 
nanotube  wires.  "On 
;  today,  the  wires  are  not 

(I  the  way  nature  would 
—but    chemistry    could 

tart'  of  that,"  says  HP 
ircher  Philip  J.  Kuekes. 

the  July  l(i  issue  of  Sci- 
,  the  team  uncorks  its 
success:  a  so-called  logic 

(pictured)  thai  self-as- 
)lt'd  from  special  mole- 
l  designed  by  J.  Fraser 
dart,  a  ucla  chemist.  To 
•lify  lab  experiments,  the 
rules  arc  sandwiched  be- 
nt big  metal  electrodes 
dots  on  the  chip).  While 
prototype  gate  has  mil- 

!    <A'   molecules,    Kuekes 
future  versions  will  need 

Dore  than  a  dozen.  The 

goal,  lie  says,  is  self-as- 

bled  oanowiree.  The  re- 
could  be  chips  1,000  times 
B  powerful  than  today's — 
microprocessors  smaller 
i  pinheads.         Otis  Perl 


SOMEDAY  TOBACCO 

MAY  SAVE 

LIVES,  TOO 

YOU  MAY  N(/r  BE  ABLE  TO  GET 

blood  from  a  stone,  but  you 
can  get  it  from  a  tobacco  leaf. 
Or  at  least  researchers  at  the 
Energy  Dept.'s  Pacific  North- 
west National  Laboratory  in 
Richland,  Wash.,  can.  It's  all  a 
matter  of  tinkering  with  the 
plant's  genes. 

Pacific  Northwest  re- 
searchers have  successfully 
transplanted  the  human 
genes  for  certain  blood-clot- 
ting factors  into  tobacco 
plants,  which  were  chosen  be- 
cause they  are  common  and 
well-studied.  Most  clotting 
factors  now  are  made  from 
human  blood  plasma,  but  in- 
fectious diseases,  such  as  he- 
patitis B  and  C,  flu,  and  hiv, 
can  be  transferred  in  these 
products.  The  tobacco-pro- 


duced clotting  factoi 
bioprocessing  group  manag- 
er Daniel  Anderson,  are  not 

only  safer,  but  obtainable  al 
about  one-tenth  the  cost. 
"One  and  a  half  tobacco 
plants  would  produce  enough 
blood  factor  to  treat  one  he- 
mophilia patient  for  a  year, 
and  a  world  supply  for 
wound  healing  could  be  pro- 
duced in  a  few  small  green- 
houses," Anderson  says. 

So  far,  Pacific  Northwest 
scientists  have  developed  to- 
bacco-produced coagulation 
factor  VIII,  which  is  used  for 
hemophilia  treatments,  and 
thrombin,  a  clotting  enzyme 
that  aids  in  healing  wounds. 
The  blood  protein  is  extract- 
ed from  the  plant  leaves  and 
then  purified.  No  animals  or 
humans  have  been  tested  yet, 
and  it  will  likely  be  several 
years  before  the  blood  fac- 
tors are  available  for  humans, 
Anderson  says.  □ 


INNOVATIONS 


■  For  almost  15  years,  sci- 
entists have  been  scorching 
graphite  in  the  laboratory  to 
create  pure  soccer-ball- 
shaped  carbon  molecules 
called  "fullerenes."  But  the 
largest  versions  of  these  su- 
pertough  structures,  up  to 
240  atoms,  have  never  been 
observed  in  nature — until 
now.  University  of  Hawaii 
organic  geochemist  Lu- 
ann  Becker  and  two  col- 
leagues at  nasa  discov- 
ered giant  fullerenes  in  a 
meteorite,  thought  to  be 
l.i i  billion  years  old,  that 
landed  in  Mexico  30 
years  ago.  The  discov- 
ery, reported  in  the  July 
15  issue  of  Nature,  lends 
credence  to  the  view  that 
meteors  may  have  first  trans- 
ported carbon — an  essential 
element  of  life — to  earth.  In 
theory,  these  same  hollow 
lullerone  spheres  could  have 

ferried  through  space  some 

Of    the    volatile    gases    that 
make  earth  amenable  to  life. 

■  Don't  put  metal  in  the  mi- 
crowave, right?  It's  a  simple 


household  rule.  But  by  break- 
ing it,  scientists  at  the  Uni- 
versity of  Pennsylvania  are 
crafting  materials  that  display 
excellent  mechanical  proper- 
ties. The  team  uses  mi- 
crowaves to  heat  and  fuse 
metal  powders  such  as  iron, 
steel,  and  copper  into  gears, 
rings,   and   tubes   that   are 


denser  and  more  homoge- 
neous than  forms  fashioned 
through  normal  heating  pro- 
cesses. Such  parts  may  soon 
be  used  in  cars.  But  don't  try 
this  at  home.  Solid  metals — as 
opposed  to  metal  powders — 
do  indeed  cause  problems  in  a 
microwave,  because  they  re- 
flect the  microwave  radiation 
rather  than  absorb  it. 


CAN  SCIENCE  KILL 
YOUR  APPETITE? 

IF  YOl    THINK  THE  I  I 

to  overeat  is  all  in  your 
mind,  you  may  be  right. 
Researchers  at  the  Uni- 
versity of  California  at 
Irvine  College  of  Medicine 
have  discovered,  in  the 
brain,  a  receptor  that  is  a 
major  regulator  of  eating 
behavior.  If  a  drug  were 
developed  to  block  that 
receptor,  it  might  also 
block  the  urge  to  overeat, 
they  theorize. 

Reporting  in  the  July 
15  issue  of  Nature,  the 
scientists  say  the  receptor 
binds  to  a  nervous-system 
chemical  called  melanin- 
concentrating  hormone 
(MCH),  known  to  regulate 
how  much  and  how  often 
people  and  animals  eat. 
Olivier  Civelli,  professor 
of  pharmacology  at  U.  C. 
at  Irvine  and  lead  investi- 
gator, says  previous  stud- 
ies have  shown  that  re- 
moving mch  from  animals 
causes  them  to  be  lean, 
while  animals  injected 
with  high  amounts  of  the 
hormone  become  obese. 

The  receptor  for  the 
hormone  was  isolated  in 
rats  lacking  the  mch 
gene.  Through  a  process 
of  elimination,  the  scien- 
tists found  the  one  recep- 
tor that  binds  to  the  hor- 
mone. They  also  found 
that  the  mch  receptors 
are  located  in  the  areas  of 
the  brain  that  control 
smell,  taste,  appetite,  and 
feeding  urges. 

Civelli  says  a  drug  that 
blocks  the  receptor  might 
be  able  to  control  overeat- 
ing without  causing  seri- 
ous side  effects,  because  it 
would  not  interfere  with 
other  biological  functi 
However,  he  cautions  that 
it  could  be  10  years  or 
more  before  such  a  drug 
i>  available.  D 
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MEDICINE 


LYME  DISEASE'S 
VEXING  VACCINE 

Critics  worry  that  the  vaccine  may  have  serious  side  effects 


For  the  past  20  years,  the 
tick-borne  bacterium  that 
causes  Lyme  disease  has 
been  a  thorn  in  the  side  of 
medical  science.  While  doctors 
are  locked  in  bitter  debate  over 
how  to  diagnose  and  treat  the 
ailment,  researchers  estimate 
that  as  many  as  200,000  Ameri- 
cans are  infected  each  year. 

When  a  vaccine  went  on  sale 
earlier  this  year,  it  looked  as  if 
Lyme's  terrible  legacy  might  be 
ending.  More  than  850,000  doses 
later — at  $49  per  dose  to  doc- 
tors— Smith-Kline  Beecham  Phar- 
maceutical's LYMErix  is  causing 
as  much  confusion  as  celebration. 
Some  doctors  worry  that  the 
much-publicized  vaccine  may  in- 
duce serious  arthritis  and  other 
Lyme-like  reactions  in  a  signifi- 
cant minority  of  users.  Others 
fret  that  they'll  have  an  even 
tougher  time  detecting  the  dis- 
ease in  patients  who  take  the 
vaccine,  which  SmithKline  says 
is  at  least  78%  effective  after 
three  shots. 

The  controversy  is  just  the  latest 
twist  in  a  baffling  disease.  In  the  cur- 
rent Journal  of  the  American  Medical 
Assn.,  researchers  note  that  accuracy 
varies  substantially  among  the  53  tests 
for  Lyme  that  are  approved  by  the 
Food  &  Drug  Administration.  "To  re- 
duce this  risk  of  misdiagnosis,  it  is  im- 
portant that  clinicians 
understand  the  perfor-       L  & 


ADVOCATE:  Vijay  Sikand  is  studying  LYMErix  for  kids 


mance  characteristics  and  limitations 
of  these  tests,"  the  authors  warn. 

The  need  for  better  testing  and  treat- 
ment for  this  public  health  scourge 
grows  more  imperative  each  year.  Lyme 
disease  was  not  identified  until  1975, 
when  doctors  saw  a  rash  of  cases  in 
Lyme,  Conn.  They  realized  the  infec- 
tion, caused  by  the  Borrelia  burgdor- 
feri bacterium,  was  spread  by  deer 
ticks.  Connecticut  now  has  the  highest 
incidence,  followed  by  Rhode  Island  and 
New  York,  according  to  the  Centers  for 


Disease  Control  &  Prevention.  But 
disease  has  been  reported  in  48  statj 
Infection  is  thought  to  occur  mosn 
ten  when  people  are  bitten  during 
tick's  nymph  stage,  when  it's  no  la 
than  a  pinhead  and  particularly  hai-<j 
detect.  Some  people  develop  a  slowlyl 
panding  bull's-eye  rash  near  the  bitel 
ten  suffering  fatigue,  fever,  headacl 
muscle  aches,  and  joint  pain  as  well.  ] 
about  20%  don't  have  any  symptoms 
months.  While  most  patients  recoverl 
ter  a  28-day  course  of  antibiotics,  Li 
can  sometimes  lead  to  severe  arthritisl 
cial  palsy,  neurological  proble 
brain  inflammation,  and  hd 
problems,  all  of  which  can  peij 
years  after  the  initial  infectic 
Jody  L.  Ring  of  Greenv 
Conn.,  is  exhibit  A  for  the  pJ 
lems    surrounding    treating 
When  she  became  infected  se 
years  ago,  doctors  diagnosed  | 
symptoms   as   depression 
chronic  fatigue  syndrome, 
years  and  a  dozen  doctors  la 
Ring   was   finally   tested 
treated  for  Lyme  disease, 
went  through  intravenous 
long-term  antibiotic  treatr 
after  the  standard  four- 
drug  course  failed  to  work, 
says    she    looked    into    tat 
LYMErix,  which  is  recommenl 
for  existing  sufferers  to  avoidl 
infection,  but  decided  agains| 
after  several  doctors  told 
they  "wouldn't  even  take  it  t 
selves  or  vaccinate  people 
it"  because  not  enough  is  knc 
about  possible  complications. 
ONLY  THEORY?  The  uncertai] 
arises  from  the  potential  sic 
fects  that  could  afflict  patients 
aren't  properly  screened.  About  20*5 
30%  of  the  population  carries  a  g\ 
called  HLA-DR4.  When  infected 
Lyme  disease,  these  patients  are 
likely  to  develop  treatment-resistl 
arthritis  and  other  chronic  symptol 
Because  the  vaccine  triggers  an  immj| 
response  against  the  Lyme  bacteria 
might  set  off  those  same  symptom^ 
patients  with  the  HLA-DR4  gene. 

SmithKline  executives  insist  that 
worries  are  more  theory  than  re 


SCOURGE 


The  tick-borne  ailment 
continues  to  stymie  doctors,  who  are 
concerned  by  a  lack  of  reliable  diagnostic 
tests  and  a  controversial  vaccine 
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ity.  "We've  looked  through  the  data  and 
found  nothing,"  says  David  M.  Stout, 
SmithKline  Beecham's  president  for 
North  America.  Of  the  5,469  adults  who 
received  the  vaccine  in  clinical  trials,  in- 
vestigators say,  the  number  who  devel- 
oped arthritic  complaints  was  similar  to 
that  of  the  placebo  group.  But  the  trials 
excluded  people  with  joint-swelling  dis- 
eases, immune  deficiencies,  certain  heart 
problems,  and  chronic  Lyme-related 
symptoms,  in  case  their  conditions  con- 
fused the  outcome.  Little  is  known  about 
the  vaccine's  effect  on  those  groups. 

An  advisory  committee  did  end  up 
recommending  that  the  FDA  approve  the 
vaccine,  but  the  committee  voiced  con- 
cerns about  long-term  safety.  "I  would 
hold  off  on  vaccinating  anybody  with  an 
ongoing  clinical  illness,"  says  Robert  T. 
Schoen,  clinical  professor  of  medicine  at 
Yale  University  and  a  committee  mem- 
ber who  voted  for  approval.  "Given  that 
this  is  a  new  vaccine,  it  will  do  best  if 
we  are  thoughtful  about  using  it." 
BETTER  TESTS.  Still,  few  would  dispute 
that  a  vaccine  is  crucial.  Vijay  K.  Sikand, 
a  co-investigator  in  the  LYMErix  study, 
blames  the  controversy  on  a  lack  of  un- 
derstanding. While  adverse  reactions  are 
"theoretically  possible,"  he  says,  "they 
haven't  happened  yet."  More  importantly, 
says  Sikand,  initial  studies  show  the  vac- 
cine to  be  at  least  78%  effective  against 
initial  infections  and  100%  effective 
against  the  severe  symptoms  that  might 
show  up  years  later.  He  notes  that 
LYMErix  appears  to  be  even  more  effec- 
tive at  the  same  dose  in  children  and 
that  new  studies  advocate  a  two-  to  six- 
month  immunization  schedule  for  adults. 

Pasteur  Merieux  Connaught  USA  of 
Swiftwater,  Perm.,  says  a  vaccine  that  it 
is  now  developing  could  be  even  bet- 
ter. It  claims  its  vaccine,  called  Imu- 
Lyme,  is  92%  effective.  The  vaccine  has 
not  yet  been  approved. 

At  the  moment,  the  best  advice  may 
be  to  simply  mirror  the  clinical  trials  for 
LYMErix.  Healthy  adults  between  15  and 
70  who  have  no  history  of  arthritis  or 
immune  problems  might  decide  a  vacci- 
nation is  critical  if  they  live  in  high-risk 
areas — and  if  they  are  screened  for  the 
HLA-DR4  gene.  But  Karen  Vanderhoof- 
Forschner,  who  chairs  the  Lyme  Disease 
Foundation  in  Hartford,  says  the  larger 
issue  is  the  lack  of  a  good  diagnostic  test. 

Currently,  the  Lyme  test  cannot  be 
administered  until  four  to  six  weeks  af- 
ter a  person  is  bitten — and,  as  jama  re- 
ported, even  then  the  disease  can  be 
hard  to  detect.  "Without  a  good  test, 
how  do  you  prove  the  vaccine  works?" 
asks  Vanderhoof-Forschner.  "We  need 
to  stop  the  name-calling  and  work  on 
the  basic  science."  Until  then,  danger 
will  continue  to  lurk  in  the  backyard. 

By  Diav£  Brady  in  Greenwich,  Conn. 


Environment 


FOSSIL  FUELS 


CRACKS  IN 

THE  GREENHOUSE? 

Reduced  emissions  and  growth  may  be  compatible  after  all 


ince  1990,  U.  S.  emissions  of  car- 
bon dioxide  have  risen  and  fallen 
with  the  nation's  economic  output. 
Emissions  last  dropped  when  energy 
demand  fell  during  the  recession  of  1991, 
and  since  then  they  have  grown  an  av- 
erage of  nearly  2%  each  year,  as  the 
booming  economy  demanded  greater  use 
of  fossil  fuels.  The  burning  of  fossil  fuels 
is  the  primary  source 
of  carbon  dioxide,  the 
most  important  of  the 
so-called  greenhouse 
gases,  which  can  trap 
the  sun's  heat  and  lead 


I 


Carbon  dioxide 
output  rose  just  a 


Since  1990,  U. S.  emissions  of  car-  sible  for  analysis  and  forecasting,  foi 
bon  dioxide  have  risen  and  fallen  that  1998  emissions  of  carbon  diox 
with  the  nation's  economic  output,     were  only  0.4%  above  1997  levels.  1 

near-flattening  of  emissions  growth 
curred  even  as  the  economy  grew 
roaring  3.9%  and  as  oil  prices  hit  a 
year  low. 

"It  isn't  really  clear  what  caus 
things  to  flatten  out  the  way  they  di 

says  Eileen  Claussen 

former  Assistant  Sec 
tary  of  State  for  Ocej 
&  International  En  ipji 
ronmental  &  Scient  rCr 
Affairs  who  is  now  <  ^  ^ 
to  global  warming.  And    taQ  HI  DOOITlin£    oO    ecutive  director  of  L 

the  U.S.  belches  out  tw  rw«.  ™  r,U  r 

23%    of    the    world's 
emission  total. 

During  the  1990s,  this  link  between 
prosperity  and  growing  fuel  use  led 
many  to  conclude  that  efforts  to  limit 
C02  emissions — to  forestall  global  warm- 
ing— would  stifle  economic  growth. 

Now,  however,  it  seems  the  connec- 
tion between  economic  growth  and  car- 
bon dioxide  emissions  is  not  so  strong. 
The  Energy  Information  Administra- 
tion, the  Energy  Dept.  agency  respon- 


Pew  Center  on  Glo 
Climate     Change, 


lore 
aisle 


Washington  think  tank.  It's  too  soon 
tell   whether  the   drop   in   emissi 
growth  was  a  one-time  event  or  the  |isine 
ginning  of  a  trend,  Claussen  says 

Last  year  was  unusual:  The  El  Ni 
current  produced  a  warm  winter,  leadi 
to  a  drop  in  the  use  of  fossil  fuels 
heating.     Manufacturing    disruptio 


brought  on  by  the  Asian  economic  cri  *J" 


also  led  to  a  drop  in  energy  use 
It's    also    possible,    however,    thfo 
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3; 
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met 


74  BUSINESS  WEEK  /  JULY  26,  1999 


Your  e-business  needs  a  strong  foundation.  You  need  Digex. 


your  Web  site  been  stress  tested?  Does 
■  company  maintain  an  inventory  of  spare  server 
s?  Do  you  invest  more  time  in  managing 
inology  than  in  growing  your  e-business? 

ur  company  hasn't  answered  these  and  other 
cal  guestions  involved  in  running  a  successful 
isiness,  Digex  can  help.  Digex's  only  mission  is 
eliver  secure,  scalable,  high-performance  Web 
application  hosting  solutions. 

3x  customers — including  Nike,  American 
tury  Investments  and  Forbes — have 
sourced  the  management  of  their  Web  site, 
anet  or  intranet  to  Digex.  Why?  Because 


Digex  operates  enterprise-class  Web  hosting 
facilities  and  has  the  technical  expertise  available 
on-site  24x7  to  keep  your  e-business  in  business. 
We  continuously  invest  in  these  assets  so  our 
customers  don't  have  to. 

To  build  a  solid  foundation  for  your  e-business,  call 
Digex  at  1-888-312-4843  or  visit  uuww.digex.com 


Digex  keeps  e-business  in  business 


©  Digex.  Inc    1 999 


rThe 

future  of 
business 
is  taking 
shape. 


Want  to  see? 


What  will  the  business  world 
look  like  in  the  next  century? 
Business  Week  offers  some  answers 
with  The  Millennium  Issue,  21  Ideas 
for  the  2 1st  Century. 

In  this  special  double  issue, 
Business  Week  will  identify  and 
analyze  the  major  economic, 
technological  and  financial  trends 
that  will  alter  the  business  land- 
scape forever.  It's  a  blueprint  for 
tomorrow,  and  it's  available  today. 


For  more  information  please  contact: 

New  York — Bill  Kupper 

212-512-6945 

Frankfurt — Fritz  Krusebecker 

49-69-5801-118 

Singapore — Steve  Moss 

65-536-8262 

or  e-mail  adsales@businessweek.com 
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Environment 


changes  in  the  economy — such  as  shifts 
to  knowledge-based  services  and  the 
explosive  growth  of  the  Internet — are 
allowing  more  economic  growth  with- 
out more  fuel  consumption.  All  the  En- 
ergy Information  Administration  can 
say  is  that  consumption  of  coal,  oil,  and 
natural  gas  was  down  last  year.  (Its 
carbon  dioxide  emissions  estimates  are 
computed  from  figures  on  energy  use.) 
The  U.  N.  Intergovernmental  Panel 
on  Climate  Change  has  concluded  that 
the  earth's  temperatures  could  rise  by 
2F  to  6F  by  2100,  depending  partly 
upon  how  fast  carbon  dioxide  levels  rise. 
Environmentalists  have  urged  that  emis- 
sions be  cut  now  to  head  off  the  dire  ef- 
fects of  such  a  temperature  rise,  which 
include  the  disruption  of  agriculture,  al- 


limit  its  emissions  of  all  greenh 
gases,  during  the  period  2008  to  2' 
to  an  average  of  7%  below  1990  le 
But  ratification  has  been  stalled 
fears  that  the  costs  of  such  emiss 
reductions  will  be  too  steep. 
STRATEGIC  REDUCTIONS.  Exxon  C 
one  of  the  Kyoto  agreement's  most  v| 
critics,  has  said  that  meeting  the  trei 
emission-reduction  guidelines  would 
quire  energy  price  hikes  that  would 
each  American  family  $2,000  per  y 
But  last  year's  figures  show  that  ei 
sions  can  fall  without  higher  ene 
prices,  says  Former  Assistant  Ene 
Secretary  Joseph  J.  Romm.  In  a  i 
book  called  Cool  Companies:  How 
Best  Businesses  Boost  Profits  and  1 
ductivity  by  Cutting  Greenhouse 


JUST  A  FLUKE? 

"It  isn't  really  clear  what  caused 
[carbon  dioxide  emissions]  to  flatten 
out  the  way  they  did." 

— Eileen  Claussen,  Executive  Director 
Pew  Center  on  Global  Climate  Change 


teration  of  weather  patterns,  and  a  rise 
in  sea  level  that  could  flood  coastal  pop- 
ulations around  the  world.  Some  indus- 
try advocates  have  objected,  fearing 
that  cuts  in  emissions  could  hamper  eco- 
nomic growth. 

Patrick  J.  Michaels,  a  climatologist  at 
the  conservative  Cato  Institute,  be- 
lieves last  year's  drop  in  the  emissions 
curve  was  a  fluke.  "El  Nino  flattened 
it!"  he  insists.  He  is  confident  that 
rapid  emissions  growth  will  return  with 
colder  temperatures. 

"DOWNWARD  TRAJECTORY."  Not  SO,  says 
Howard  Geller,  director  of  the  American 
Council  for  an  Energy-Efficient  Econo- 
my, a  nonprofit  conservation  group.  He 
argues  that  the  weather  wouldn't  have 
affected  industrial  emissions — and  they 
dropped  1.2%  in  1998.  Instead,  Geller 
points  to  a  recent  drop  in  U.  S.  "energy 
intensity" — the  amount  of  energy  it 
takes  to  produce  a  dollar  of  gross  do- 
mestic product.  "We've  been  on  a  down- 
ward trajectory  over  the  last  few 
years,"  Geller  says,  and  it  is  finally 
starting  to  show  up  in  the  emissions 
figures. 

Geller  and  other  environmentalists 
are  hoping  these  figures  will  help 
change  the  national  debate  on  climate 
change  policy.  The  Kyoto  Protocol,  an 
international  agreement  drawn  up  in 
December,  1997,  requires  the  U.  S.  to 


Emissions,  Romm  describes  dozen: 
companies  that  have  prospered  wj 
reducing  emissions.  "Global  cli 
change  is  making  carbon  .mitigatioj 
strategic  corporate  investment,"  he  s: 
He  predicts  that  annual  reduction 
energy  intensity  of  5%  will  become  c 
monplace  by  the  2008  to  2012  perioi 

"More  and  more  companies  are  ir 
ing  quickly  on  this  issue,"  agrees  I 
Tebo,  vice-president  for  safety,  healtl 
environment  at  DuPont  Co.  Since  1 
the  chemicals  giant  has  invested 
million  in  greenhouse-gas  abatement 
expects  to  achieve  a  45%  reductior 
emissions  by  2000. 

It's  no  surprise  that  companies 
cutting  their  emissions,  says  Da 
Becker,  director  of  the  Sierra  CI 
Global  Warming  &  Energy  Program! 
most  cases,  Becker  says,  "cutting  e: 
gy  consumption  is  cheaper  than  fre 

For  the  time  being,  the  Clinton 
ministration  remains  cautious  about 
implications  of  the  new  emissions 
ures.  A  senior  State  Dept.  official 
the  report  "a  one-year  snapshot" 
won't  be  enough  to  change  internati 
perceptions  of  U.  S.  emissions  tre: 
But    even    a   snapshot    seems    to 
enough  to  start  a  thousand  argurw 
on  this  most  contentious  of  envi 
mental  issues. 

By  Evelyn  L.  Wright  in  New 
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STRATEGIES 


MARRIOTT'S  NEW 
VIEW  OF  DOWNTOWN 

It's  putting  rooms  for  road  warriors  in  inner  cities 


I 

The  idea  is  to  leverage  Marriott's  pop; 
Courtyard  name  and  take  advantage 
Corporate  America's  return  to  in 
cities.  And  having  saturated  the  sut 
ban  market,  Marriott  needs  new  terr 
ry  for  expansion. 

Adapting  Marriott's  suburban  h<j| 
concept  has  enabled  it  to  expand  quici 
in  a  glutted  market.  But  the  plan  can 
some  risk.  Renovating  old  buildings! 
more  costly  than  building  suburban 
tels  from  scratch.  There's  also  a  cha 
that  some  downtown  revivals  will  fiz 
dumping  multimillion-dollar  investme 
and  bruising  Marriott's  reputation 
consistency.  "You  run  the  risk  of  si 
ously  affecting  the  brand  by  putting  if 
less-than-sterling  neighborhoods,"  si 
one  hotel-industry  exec. 
WIDE  NET.  Courtyard  is  just  one  pieca 
a  rich  portfolio  of  Marriott  brands,  fri 
luxurious  Ritz-Carltons  to  low-end  F 
field  Inns.  Unlike  such  competitors 
Starwood  Hotels  &  Resorts  Worldw 
and  Hilton  Hotels,  Marriott  sought  es 
on  to  dominate  not  just  one  tier  of 
$86  billion  U.  S.  lodging  market  but  al 
it.  And  it  did  just  that  by  tailoring  its 
ferings  to  niche  sectors  while  maintain 
the  Marriott  halo. 

That  strategy  is  paying  off.  A  rasl 
overbuilding  has  pushed  down  U.  S. 
tel-occupancy  rates  in  recent  years, 
around  64%  in  1998.  Although  Marri 
felt  the  squeeze,  it  lost  only  half  a  po 
posting  78%  average  occupancy  for 
of  its  hotels.  Marriott's  overall  opei 
ing  income  soared  20%  in  1998,  to  $1 
million,  while  revenues  rose  10%,  to 
billion.  "Developers  are  flocking  to 
Marriott  brand  because  they  know 


Recently,  J. W.  "Bill"  Marriott  Jr. 
paid  an  inaugural  visit  to  one  of 
his  newest  properties,  a  Court- 
yard Hotel  in  downtown  Wash- 
ington. As  he  stepped  from  his  limo,  the 
imperturbable  chairman  and  ceo  of  Mar- 
riott International  Inc.  eyed  a  group  of 
men  loitering  around  his  grand  property, 
still  fresh  from  a  $25  million  renovation. 
What  he  didn't  take  in  was  the  rest  of 
the  block — a  ramshackle  row  of  shops 
and  a  nightclub  with  bulletproof  glass. 
How  much  does  he  know  about  the 
neighborhood?  "As  much  as  I  want  to," 
Marriott  says  without  a  smile. 

In  fact,  Marriott  no  doubt  knows  this 
downbeat  stretch  of  F  Street  better  than 
he's  letting  on.  So  why  did  the  nation's 
leading  hotel  chain  place  one  of  its  most 
highly  regarded  brands — Courtyard,  a 


Harriot 


The  push  into  not-yet-gentrified  neighborhood 
is  risky:  Will  it  erode  the  consistency  that  has 
built  Marriott  into  the  strongest  hotel  brand? 

CEO  MARRIOTT  AT  HIS  RENOVATED  COURTYARD  HOTEL  IN  WASHINGTON 


394-hotel  chain  of  no-frills  rooms  for  road 
warriors — into  a  108-year-old  former 
bank  building  on  this  seedy  urban  strip 
last  month?  It's  part  of  a  strategy  that, 
since  February,  1998,  has  seen  Marriott 
develop  up-and-coming  locations  in  about 
a  dozen  downtowns.  Among  the  new  lo- 
cales: an  abandoned  molasses  factory  in 
New  Orleans,  a  former  plumbing-com- 
pany headquarters  in  Omaha,  and  a  con- 
verted City  Hall  annex  in  Philadelphia. 


O: 


J 


the  best  brand  out  there,"  says  Hei 
Kaczmarek,  an  analyst  for  American  I 
press  Financial  Advisors,  which  ho 
9.8  million  Marriott  shares. 

Some  investors  see  Marriott  as  a  i 
ative  haven  in  a  stormy  sector.  As  pi 
it  growth  slows,  hotel  stocks  ha 
dropped  from  their  highs  of  a  couple 
years  ago.  Marriott  International  sh 
are  trading  around  $37,  up  3%  fr< 
where  they  started  in  March,  1998,  wl 
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The  Corporation 


the  original  Marriott  spun  off  its  lodging 
business  as  Marriott  International  and 
merged  its  food-service  and  facilities- 
management  businesses  into  Sodexho 
Marriott  Services  Inc.  That  performance 
pales  next  to  the  27%  rise  for  the  Stan- 
dard &  Poor's  500-stock  index  during 
that  time,  but  it  handily  beats  a  22% 
drop  for  the  s&P  hotel-motel  index. 
SIMPLE  PLAN.  Marriott  scored  one  of  its 
biggest  hits  in  1983  when  it  launched 
Courtyard.  The  concept  was  exceedingly 
simple:  follow  the  flight  of  business  to 
the  'burbs  and  target  road-weary  execs. 
Courtyard's  boxy  buildings  are  unre- 
markable, cookie-cutter  designs  sur- 
rounding a  central  pool.  But  there's  plen- 
ty of  parking  for  all  those  rental  cars. 
Rooms  have  desks  and  data  ports  for 
laptops.  Lobbies  are  modest,  but  travel- 
ers wake  to  a  breakfast  buffet. 

With  an  $89  average  room  rate  last 
year,  Courtyards  go  easy  on  corporate 
budgets.  And  because  of  their  uniformity, 
they're  easy  to  spot.  Says  ceo  Marriott, 
67:  "We  want  people  driving  up  the  high- 
way going  'Oh,  that's  a  Courtyard.  I  saw 
one  in  Nashville,  and  I  know  what  to 
expect  when  I  get  there.' "  The  formula 


works:  While  industrywide  revenue-per- 
available-room  was  up  a  mere  4%  in 
1998,  Courtyard  beat  that  by  2  points.  It 
did  the  same  in  '97,  posting  8%  room-rev- 
enue growth.  Today,  Courtyard  makes 
up  18%  of  Marriott's  overall  rooms. 

But  the  suburban  market  is  getting 
crowded.  Hilton  launched  its  Garden  Inn 

chain  three  years  ago  

to  compete  directly 
with  Courtyard.  It's  ex- 
pected to  have  200 
units  open  or  under 
construction  by  next 
year.  For  now,  Hilton  is 
sticking  with  newly 
built  properties,  says 
Senior  Vice-President 
Jim  Abrahamson:  "We 
think  urban  is  a  growth  vehicle,  but  you 
need  to  stay  focused  on  your  prototype." 
Other  rivals  are  moving  downtown  with 
their  own  rehabs.  Just  across  from  the 
New  Orleans  Courtyard  sits  an  Embassy 
Suites,  converted  from  a  sugar  ware- 
house by  Felcor  Lodging  Trust  Inc. 

To  keep  a  step  ahead,  Marriott  plans 
to  add  about  20%  more  Courtyards  in 
cities  over  the  next  five  years.  The  con- 


Urban  sites  cost 

more  to  rebuild 

than  building  new 

hotels  in  the  'burbs 


Marriott:  Something  for  Everyone 


EXECUTIVE 


For  senior  execs  and  entrepreneurs  who 
want  more  personalized  service 

Targets  business  and  leisure  travelers 
seeking  special  touches 

Apartment-like  digs  for  longer  stays 


$129 
NA 


COURTYARD 


RESIDENCE  INN 


SPRINGHiLL  SUITES 
TOWNEPLACE  SUITES 


No-frills  rooms  with  a  place  for  the  road 
warrior  to  work 

A  high-end  "home  away  from  home," 
complete  with  modem  jacks 

Moderately  priced  but  spacious 

Extended  stays  at  a  discount 


$89 

$99 
$85 
$63 


RAMADA  INT'L 
FAIRFIELD  INN 

DATA:  MARRIOTT  INTERNATIONAL  INC 


Overseas  rooms  at  penny-pinching  prices 
For  the  budget-minded  business  traveler 


NA 
$51 


•Average  dally  rates  for  1998 


verted  buildings  are  on  track  with 
jected  bookings,  the  company  sayi 
hopes  to  expand  the  concept  to 
brands,  by  building  extended-stay 
naissance  Hotels  &  Resorts  in  city  a] 
ment  buildings,  for  instance. 

Short  term,  some  customers  ma 
turned  off.  "We  do  have  some  gu 
that  are  not  fully 
isfied,"  concedes  C 
E.    Lambert,    Col 
yard's     senior     \| 
president    for    br] 
management.  "Pel 
go  in  and  say:  Whj 
my  parking?' " 
ington's  Courtyard  | 
others  offer  only' 
parking.  Chd 

Adams,  a  Chapel  Hill  (N.  C.)  athl 
director  in  town  for  a  meeting  of| 
National  Federation  of  State 
Schools,  says  he'd  steer  clear  o| 
Street:  "Of  all  the  places  we  go  all 
the  country,  this  is  the  worst  downtj 
I've  seen." 

Making  urban  sites  pay  off  is  to 
work.  Rebuilding  downtown  hotels 
20%  to  30%  more  than  building  til 
tional  Courtyards.  And  renovations  I 
be  complicated.  Ancient  plumbing 
electrical  systems  often  are  more  e> 
sive  to  rebuild  than  to  build  from  scr 
And  older  buildings'  layouts  pose 
lenges.  Washington  General  Mana 
Michael  James  was  stumped  when  wl 
ers  told  him  they  couldn't  fit  two  " 
size  beds  into  room  701,  even  tho| 
they  had  just  done  so  in  room  801. 
out  the  building's  walls  were  inches  ttj 
er  at  the  base,  making  the  lower-; 
rooms  smaller.  And  its  "pool"  is  1] 
more  than  a  big  bathtub  in  the  ce 
Says  James:  "Believe  me,  we  did 
want  to  dig  a  hole  in  the  ground 
build  that  pool,  but  it's  a  Courtyard  s| 
dard  to  have  a  pool." 

Getting  an  early  jump  on  redevel 
ment  requires  other  adjustments.  Wj 
ington's  city  leaders  have  targeted 
Street  for  a  facelift,  but  meanwhile,  | 
tel  managers  have  hired  extra  secu 
and  will  steer  customers  away  from  | 
rough  side  of  the  block.  "We  will 
to  educate  guests  that  this  is  a  to| 
town,  not  to  walk  that  way  after 
o'clock  at  night,"  says  James.  Brl 
manager  Lambert  says  Marriott  had] 
tie  choice  but  to  move  fast:  "The  nel 
borhood  may  affect  our  performanq 
early  years,  but  if  we  were  to  wait 
F  Street  was  done,  we  couldn't  at 
it."  As  Marriott  goes  downtown, 
finding  the  rooms  come  with  an  entii 
different  view. 

By  Lorraine  Woellert  in  Washin 
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Back  when  it  was  scarce,  information  was  power.  But  now  that  the  total  volume  of  data  doubles  every  nine 
months,  information  is  as  likely  to  devour  your  company  as  give  you  a  competitive  edge  Fortunately,  a  Storage 
Area  Network  (SAN)  solution  from  StorageTek  has  built-in  intelligence  to  help  you  manage  information,  gain  access 
to  information,  and  make  information  powerful  again.  For  intelligent  SAN  solutions,  visit: 


.storagetek.com/ 


The  way 


MR51 


information 

is  expanding, 

it  will  either 

become  an 

asset  or 
swallow  you 

whole. 


INFORMATION     m  a  ti  (     POWERFUL  STORAGETEK 


The  Corporation 


— T 


STRATEGIES 


WHEN  WAL-MART  FLEXES 
ITS  GYBERMUSCLES . . . 

Plans  for  a  beefed-up  Web  site  make  E-tailers  nervous 


Everyone  knows  that  to 
succeed  in  E-commerce, 
you've  got  to  get  in  early, 
and  big.  Come  late  to  the 
game,  and  you  might  as  well 
pack    it    in.    But   Wal-Mart 
Stores  Inc.  is  about  to  test 
that    most    sacred    of   Web 
rules.  After  three  years  of  tin- 
kering with  its  Wal-Mart.com 
site — and  sitting  back  while 
others  blazed  new  trails  on 
the  Internet — the  discount  re- 
tailing giant  finally  appears 
ready  to  flex  some  online  mus- 
cle. And  the  betting  in 
Silicon  Valley  and  among 
shopping  experts  is  that  Wal- 
Mart  could  wind  up  dominating 
this  retail  neighborhood,  too. 

Up  to  now,  Wal-Mart.com 
has  remained  an  E-commerce 
midget.  It  ranks  No.  43  among 
online  shopping  venues,  ac-  y 
cording  to  Media  Metrix, 
trailing  such  upstarts  as 
eBay  Inc.  and  Buy.com 
Inc.  While  Amazon.com 
Inc.  hauled  in  nearly  10  million 
visitors  in  May,  Wal-Mart.com 
welcomed  only  801,000.  For  the 
year,  some  analysts  expect  Wal- 
Mart's  Web  effort  to  generate 
sales  of  under  $50  million  vs.  $157  bil- 
lion total  sales  for  the  chain. 
FAMILIAR  GROUND.  Before  the  end  of 
this  year,  though,  Wal-Mart  promises  to 
unveil  a  Web  site  with  beefed-up  offer- 
ings of  everything  from  toothpaste  to 
apparel  and  consumer  electronics  to 
more  closely  match  the  breadth  of  its 
land-based  stores.  One  sign  that  the  dis- 
count-store giant  expects  a  rapid  ramp- 
up:  It  recently  signed  deals  with  order- 
processing  expert  Fingerhut  Business 
Services  Inc.  and  bookseller  Books-A- 
Million  Inc.  Both  know  how  to  distribute 
individual  orders  straight  to  customers' 
homes — a  far  different  proposition  than 
shipping  in  bulk,  which  is  Wal-Mart's 
expertise. 

This  is  familiar  ground  for  Wal-Mart. 
When  it  was  preparing  to  break  into 
the   grocery   business   with   its   first 


A  Retail  Giant 
Plays  Catch-Up 


WAL-MART.COM 

AMAZON.COM 

TOTAL  SITE 
VISITORS 

801,000 

9.9  million 

PERCENT  OF 
U.S.  WEB  USERS 

1.3% 

16% 

AVG.  TIME 
ON  SITE 

6  min. 

14.4  min. 

VISITORS  WITH 

$75K-PLUS 

INCOME 

27.3% 

35% 

For  May,  1999 


DATA;  MEDIA  METRIX 


supercenters,  it  studied  the  competitic 
then  hired  wholesalers  to  do  much 
the  support  work.  As  it  perfected  tl 
models,  Wal-Mart  absorbed  that  work 
and  then  steamrolled  local  competitoi 
Now  it's  hoping  to  do  the  same  on  tl 
Web.  "This  process  is  not  new  for  us  i 
we  begin  new  businesses,"  says  Seni 
Vice-President  Glenn  L.  Habern,  whc 
leading  Wal-Mart's  online  charge. 

Wal-Mart  is  trying  its  best  to  pis 
down  the  relaunch.  But  it  clearly  is  hea 
ed  for  a  collision  with  Amazon,  the  pr 
eminent  E-tailing  brand  that  on  July 
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WHAT  SAVIN  IS 

DOING  TO 

MAKE  XEROX  YOUR 

X- DOCUMENT 
OUTPUT  COMPANY. 


You-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital  docu- 
ment solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

After  all,  at  Savin  we  too  have  the  forward-thinking,  award-winning  technology  essential 
to  boosting  productivity  in  today's  digital  offices.  Like  our  fast,  versatile,  connectable  digital 
imaging  systems  that  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple- right 
from  your  desktop.  And  full-color  digital  imaging  systems  that  turn  electronic  documents 
into  brilliant  hard  copy. 

But  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 
Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
most  easv  to  work  witn  name  in  the  business.  With  smart,  energetic,  highly- 
trained  Savin  professionals  willing  to  do  whatever  it  takes  to  give  you  the 
satisfaction  and  service  you  deserve. 

lo  find  out  x-actly  what  we'll  do  to  win  you  over,  contact  us  at 
l-K(X)-234-19(X)  or  www.savin.com. 


savin 


WE'VE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER 
SAVIN  C0RPORA1ION.  333  lUDlOW  SI    STAMFORD.  CI  06904 

1999  CHANNELS  CHOICf   AWARD 


■ovm  Ccxporatlon 


The  Corporation 


said  it  will  branch  out  from  books,  music, 
and  videos  into  toys  and  consumer  elec- 
tronics. Wal-Mart  stores  already  are 
known  for  those  categories  and  the  new 
site  will  stock  them  as  it  tries  to  stake  a 
claim  as  the  Web's  low-priced  general 
store.  Says  Chief  Executive  David  D. 
Glass:  "We'll  pursue  [online  retailing] 
more  aggressively  this  year  because  our 
customers  and  other  people's  customers 
are  beginning  to  tell  us  more  and  more 
about  what  they  really  want  and  expect 
from  the  Internet." 

ADVANTAGES.  With  "Wal-Mart  Interac- 
tive" still  under  construction,  execs  are 
cautious  about  revealing  details.  But  in 
an  interview  with  business  week, 
Habern,  54,  says  the  site  will  have  prod- 
ucts from  all  25  categories  in  a  typical 


Wal-Mart  discount  store.  That's  more 
than  double  the  current  online  selection. 
The  new  site  will  have  a  richer  choice  of 
higher-priced  items — such  as  dvd  players 
and  digital  cameras — than  even  the 
stores.  And  the  online  book  offering  will 
swell  from  50,000  titles  to  700,000.  Ama- 
zon says  it  has  access  to  4  million  ti- 
tles, including  out-of-print  books. 

Don't  look  for  groceries  on  Wal-Mart's 
site,  at  least  for  a  while.  But  you'll  be 
able  to  return  products  ordered  via  a 
computer  to  any  of  Wal-Mart's  2,451 
U.  S.  discount  stores.  And  "personaliza- 
tion" technology  will  tailor  online  specials 
to  a  customer's  shopping  habits.  If  you're 
a  regular  buyer  of  cat  food,  for  instance, 
you  won't  see  deals  on  dog  chow. 

None  of  this  sounds  revolutionary. 


Repeat  visitors  to  Amazon,  after 
are  used  to  getting  tailored  recom 
dations  of  books  and  CDs.  So  wh 
the  fuss?  Wal-Mart  has  formidable 
vantages  in  brand  recognition,  bu; 
power,  and  technology.  And  none  of  I 
E-tailing  leaders  has  the  financial  he: 
Wal-Mart,  which  is  expected  to  e 
$5.4  billion  this  year,  up  23%. 

Today,  those  other  outfits  are  offeJw 
cut-rate  prices — and  losing  money 
build  market  share.  But  tomorrow 
Wal-Mart  makes  money  at  the  sanw 
lower  prices,  they  may  have  no  ch 
but  to  bleed  red  ink.  Wal-Mart  " 
take  the  tremendous  volume  discoi 
that  it  gets  and  apply  that  to  an  Im 
net  pricing  model  that  no  current 
future  Internet  company  could  possi 


klappl 
bines 
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FINDING  E-GOMMERCE  RICHES 
IN  THE  BACK  OFFICE 


Back  in  the  late  1980s  and  early 
1990s,  catalog  giant  Fingerhut 
Companies  Inc.  made  a  big  mis- 
take. Executives  expected  explosive 
growth  in  their  core  business — sell- 
ing everything  from  baking  pans  to 
computers  by  catalog  to  lower- 
income  households.  So  Fingerhut 
plunked  down  more  than  $210  mil- 
lion to  build  three  state-of-the-art 
warehouses.  Sure  enough,  sales 
rose,  but  not  nearly  enough  to  fill 
the  new  warehouses.  By  1997,  more 
than  half  of  Fingerhut's  warehouse 
space  was  vacant. 

There's  nothing  like  empty  shelves 
to  force  a  change  in  strategy.  Finger- 
hut began  promoting  its  back-office 
services  such  as  processing  orders, 
distributing  products,  and  handling 
customer-service  calls  and  returns  as 
a  way  to  lease  the  warehouse  space. 
When  the  E -commerce  boom  kicked 
in,  the  new  Fingerhut  Business  Ser- 
vices division  was  in  prime  position 
to  capitalize.  Today,  it  handles  pro- 
cessing for  22  companies.  That  in- 
cludes everything  from  startups  such 
as  eToys  Inc.  to  giants  such  as  Wal- 
Mart  Stores  Inc.  and  Levi  Strauss  & 
Co.,  whose  warehouses  are  equipped 
to  send  stock  to  stores  but  not  di- 
rectly to  customers. 

The  back-office  business  is  now  a 
small  but  rapidly  expanding  piece  of 
Fingerhut — and  one  reason  the  com- 
pany was  purchased  by  Federated 
Department  Stores  Inc.  for  $1.7  bil- 


lion in  February.  Business 
Services  will  contribute 
about  $40  million  in  sales 
this  year  to  Federated's  $18 
billion  total.  However,  Busi- 
ness Services  President 
John  Buck  expects  sales  will 
increase  to  $100  million  next 
year.  With  more  ware 
house  capacity,  it 
could  become  a  bil- 
lion-dollar business 
within  five  years, 
he  says.  "It's  just 
been  one  of  those 
in-the-right-place-at-the- 
right-time  things,"  Buck 
says.  "But  there's  nothing  wrong 
with  a  little  luck." 
INVISIBLE  ROLE.  Fingerhut's  role  is 
invisible  to  the  customer  buying,  say, 
a  pair  of  501  jeans  on  the  Levi.com 
site.  With  a  few  clicks  of  the  mouse, 
shoppers  send  their  name,  address, 
and  credit-card  information,  which 
Levi's  server  then  sends  to  Finger- 
hut's computers.  It  takes  15  minutes 
to  make  sure  the  credit  card  is  valid, 
the  product  is  available,  and  the  ad- 
dress is  correct.  Then  Fingerhut  re- 
serves a  pair  of  jeans  at  its  ware- 
house, produces  a  label,  and  directs 
an  employee  to  the  right  shelf.  The 
pants  are  packed,  labeled,  and 
mailed.  From  Web  site  to  mail  carri- 
er takes  12  to  24  hours. 

But  if  the  Web  giveth,  it  also 
taketh  away.  Some  of  Fingerhut's 


biggest  customers,  like  Pier 
1  and  Wal-Mart,  have  signed  con- 
tracts for  only  a  couple  of  years.  As 
these  customers  build  expertise, 
they're  likely  to  being  doing  those 
tasks  in-house.  The  trick  for  Finger- 
hut will  be  to  replace  them  with 
more  up-and-comers  such  as  e'Toys, 
which  avoided  building  a  $60  million 
West  Coast  facility  by  using  Business 
Services.  But  even  eToys  is  already 
building  its  own  facility  to  handle 
East  Coast  orders.  And  Buck  admits 
that  back-office  competitors  such  as 
Federal  Express  could  emerge. 
"We're  not  going  to  be  in  this  advan- 
tageous position  forever,"  he  says. 
For  now,  though,  it's  a  nice  head 
start. 

By  Nanette  Byrnes  in  New  York, 
with  Larry  Armstrong  in  Los  Angeles 
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ore  than  5000  Compaq  sales  and 
arkcting  representatives  rely  on 
■I  applications.  Compaq  and  Siebel 
jsiness  solutions  are  establishing 
new  standard  in  the  industry." 

COMPAQ. 

Mike  C apellas 

CIO, 

Compaq  Computet  Corp. 


"While  other  vendors  talk, 

Siebel  delivers  Internet-based 

solutions." 

\MBRECHT  &  QUIST 

Mment  Banking  for  the  New  Economy 

Cristina  Morgan 
Managing  Director; 
Hambrecht  &  Quist 


rely  Web-based,  Siebel  99  is  without 
tion  the  single  most  comprehensive 
front  office  solution  available." 


:$.•/     YaNKEeGroUP 

1  !'•  riaufi  i  (  «Mm| 

"We  standardized  on  Siebel 

software  for  our  sales  and 

business  development  activities. 

We  are  excited  about  their  new 

Web-based  products." 

Charles  Schwab 

Charles  Schwab 

Chairman  and  Co-CEO, 

The  Charles  .Schwab  Corporation 


"Thousands  of  MCI  WorldCom 

sales  and  service  representatives  are 

now  able  to  better  serve  millions  of 

customers  every  day  as  a  result  of 

MCI  WorldCom  standardizing  on 

Siebels  Web-based  products." 

MCI  WORLDCOM 

Omar  Leeman 

President  Business  Operations, 

MCI  WorldCom 


Harry  T  s  e 

Directoi  Enterprise  Applications, 

the  Yankee  Group 

Siebel  fully  supports  Internet 
self-service  and  eCommerce." 

Novell 

Eric   S<  hmidt,  PhD 

(  hairman  and  c  HO, 

Novell 


"Siebel  System's  Internet-based 

applications  empower  our 

employees  and  our  customers  with 

up-to-the-minute  information." 

Banc  of  America  Securities  LLC 
Bankof  America.  _^ 


Lew  Coleman 

Chairman, 
Bam  of  America  Securities  LLC 


"Siebel  Web  applications  are  the  tried, 

tested,  and  proven  market  leaders  in  sales, 

marketing,  and  customer  service." 

P^icewaTerhous^oopers  B 

Scott  Hari/ 

CEO, 

PricewaterhouseCoopers  Consulting 


"Siebel  99  offers  a  fully  Web-based 

product  that  can  be  accessed  anywhere 

via  a  Web  browser." 

^BancBoston 
Robertson  Stephens 

Eric  B.  Upin 

Sr.  Software  Research  Analyst  and  Managing  Director, 

BancBoston  Robertson  Stephens 

"Siebel  delivers  a  full  suite  of 

Internet-enabled  sales,  marketing, 

and  customer  service  solutions  that 

customers  c£(n  buy  and  deploy  today." 

Aberdeen  Group 

Hugh  Bishop 

Vice  President,  Customer  Information  Systems, 
Aberdeen  Group 

"Siebels  Web-based  products  have 
completely  redefined  eBusiness." 

/room 

Hiro  Satake 

President, 

Uochu-Techno  Sciences  Corp. 


r  more  information,  visit  us  at  www.siebel.com  or  call  1-800-273-9913  ext.  102013 


The  Leader  in  Front  Office  eBusiness 


SAN   MAlfO    •    CHICAGO    •    BOSTON    •    NEW  YORK    •    LOS  AN&CLFS    •    LONDON    •    SYDNEY    •    PARIS    •    MUNICH    •    TOKYO    •    MEXICO  CITY 

-•■.prvrd  Swbel  ■%  i  teqitterrd  tudenuik  of  Si*brl  Sylttms,  Enc  All  other  product  rumev  marks,  tni  logoi  m*y  be  the  tudemarkj  of  theif  rwp*aiv*     . 


STRAIGHT  TALK  ABOUT  ONLINE  INVESTING 


itio 


There's  been  a  lot  of  talk  lately  about 
online  investing.  About  its  promises 
and  its  dangers.  About  the  freedom  it 
gives  individuals  to  make  informed 
investment  decisions.  And  about  how 
that  freedom  can  be  just  as  easily  used 
to  make  uninformed  decisions. 


Over  the  past  two  years  we've  pioneered  online  investing  -  today  we're 
one  of  the  world's  largest  online  brokers.  Our  success  is  the  result  of  our 
focus  on  offering  high-quality,  low-cost  financial  services  to  investors 
who  make  their  own  investment  decisions.  We  have  empowered  those 
investors  with  real-time  market  data  and  financial  information  that 
previously  was  available  only  to  professional  investors,  saving  them 
millions  of  dollars  in  commissions  in  the  process. 

But  along  the  way,  we  have  never  claimed  that  online  investing  is  for 
everyone.  It's  not.  Before  you  sign  up  with  an  Internet  broker,  you  should 
consider  carefully  whether  investing  online  is  right  for  you.  Here  are  a 
few  things  to  think  about: 


Here's  what  we  believe: 


To  invest  online,  you  must  be  ready  to  make  your  own  investment  decisions. 

You  must  take  the  time  to  learn  about  the  fundamentals  of  investing.  In  addition  to  the  rewards  of  various  investment 
alternatives,  you  need  to  understand  the  risks  as  well.  A  wealth  of  information  is  now  available  (both  online  and  off),  bilt  you 
hold  the  responsibility  of  mastering  it. 

If  new  to  investing,  you  might  want  to  self-manage  only  a  portion  of  your  investment  portfolio.  For  the  balance  of  your 
portfolio,  consider  using  mutual  funds,  or  perhaps  a  fee-based  advisor. 

Active  investing  is  most  appropriate  for  investors  who  can  withstand  a  high  degree  of  risk.  Starting  slowly  is  probably  a  wise 
decision  if  you  are  investing  for  the  first  time. 

Don't  think  you  need  to  trade  actively  to  reap  the  rewards  of  investing  online.  All  self-directed  investors  can  benefit  from  the 
convenience  and  low  cost  of  online  trading,  whether  they  trade  once  a  day  or  once  a  year. 

If  you  think  you  might  be  ready  to  trade  actively,  limit  your  trading  to  funds  you  can  afford  to  lose.  Consider  dividing  your 
portfolio  into  risk-adjusted  segments. 

Lastly,  approach  all  stock  tips  and  investment  advice  with  a  healthy  dose  of  skepticism.  Remember  that  good  investment  advice 
is  perhaps  the  rarest  of  all  commodities.  Even  when  advice  is  given  with  the  best  of  intentions,  it  may  not  be  right  for  you. 


ONLINE 


O 


100  WOOD  AVENUE  SOUTH 
ISELIN,   NJ  08S30 

OI«B»  DATEN    ONLINE    IROKEHAQC    SERVICEt   COW 


ii  challenge,"  says  retail  consultant 
I'.  Flickinger  III  of  Reach  Mar 
■.  The  pattern  will  Bound  familiar 

ny  bruised  Wal-Mart  rivals. 
tomographic  Bhift  on  the  Web 

also  work  in  Wal-Mart's  favor.  In 
sales  to  consumers  should  swell 
512  billion  this  year  to  $-11  billion 
I,  says  research  linn  Jupiter  (dil- 
ations I. I.e.  Many  of  Wal-Mart's 
and  middle-class  customers  may 
online  now,  but  they  are  likely  to 
ate  the  ranks  of  new  users.  "In- 
users  are  increasingly  coming  to 
ble  the  population  at  large,"  says 
r  analyst  Kenneth  R.  Cassar. 
iVORLD  STABILITY.   As  that  hap- 
a  name  like  Wal-Mart  that  con- 
eal-world  stability  may  push  aside 
Web  innovators.  Says  Robert  C. 
,  general  partner  of  Benchmark 
il,  which  backs  E-tailing  efforts 
:h  players  as  Toys  'R'  Us  Inc.  and 
;ore  planetRx  Inc.:  "The  power  of 
Drand  and  their  supplier  relation- 
are  going  to  be  huge  advantages 
sm  in  the  online  world." 
will  loyalty  to  Wal-Mart  translate 
Web?  That  will  depend  on  price, 
zt  assortment,  and  service.  Prices 
isier  to  check  and  match  on  the 


Many  Wal-Mart 
>ppers  aren't  online 
>w  but  will  be  soon 


and  one-stop  shopping  is  less  of  an 
tage  if  a  specialty  store  with  bet- 
lection  is  only  a  mouse  click  away. 
)ok  for  Wal-Mart  to  leverage  its 
base  of  stores.  Besides  allowing 
is,  it  is  likely  to  heavily  promote 
eb  site  to  the  90  million  customers 
ng  its  doors  each  week, 
lazon  professes  to  be  unfazed  by 
•umbeat  of  anticipation  about  Wal- 
9  plans.  "There's  room  for  thou- 
of  successes  on  the  Web.  It's  not  a 
r-take-all  proposition,"  says  Ama- 
pokeswoman  Kay  Dangaard.  But 

analysts  think  that  in  the  long 
inly  two  or  three  broad-based  re- 
s  will  thrive.  Retail  consultant 
M.  Stibel,  principal  with  the  New 
jid  Consulting  Group  in  West  port, 
,  has  watched  for  years  as  Wai- 
st in  lied  consumer  behavior  on  the 

"There  is  no  company  on  this 
t  that  knows  more  about  the  In- 
t  and  the  way  to  make  money 
gh  K-commerce,"  he  says.  After  a 
■  start,  the  giant    of  lienlonville, 

has  a  good  chance  to  show  who's 

sal  Wal-Mart  of  the  Web. 

By  Wendy  Zellner  in  Dallas 
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AUTOMOBILES 


A  DIESEL  IN 
EVERY  DRIVE? 

New  engines  spark  a  race 
for  market  share  in  Europe 

Thanks  to  breakthroughs  in  fuel-in- 
jection technology,  European  auto 
makers  are  marketing  diesel-pow- 
ered  cars  that  are  peppier,  cleaner,  qui- 
eter, and  more  efficient  than  ever.  They 
are  now  one  of  the  fastest-growing  seg- 
ments of  Western  Europe's  14-million- 
unit  annual  auto  market.  Their  share  will 
soar  from  one-quarter  last 
year  to  one-third  by 
2003,  says  Peter 
Schmidt,  editor  of 
British  newsletter 
Automotive  In- 
dustry Data.  The 
booming  sales 
have  sparked  a 
fight  for  mar- 
ket dominance, 
pitting  current 
leader  Volks- 
wagen against 
a  rush  of  new 
entries  from 
BMW,  psa  Peu 
geot  Citroen,  Fiat,  and 
Mercedes. 

The  diesel  trend  is 
born  of  engine  envy. 
Volkswagen  has  enjoyed 
near-monopoly  status  in 
the  European  diesel  car 
market,  with  its  Golf  tdi 
by  far  the  best-seller,  vw 
took  the  lead  away  from 
Mercedes-Benz  and  Peu- 
geot in  the  early  '90s, 
when  it  introduced  di- 
rect-injection technology. 
Putting  fuel  and  air  directly  into  cylin- 
der improved  fuel  consumption  by  15%, 
allowing  vw  to  charge  premium  prices 
for  its  cars.  The  Golf  TDI,  for  example, 
starts  at  $16,737,  vs.  $14,158  for  the 
gas-powered  model. 

RAIL  ROADSTERS.  Rivals  are  now  light- 
ing to  get  a  share  of  those  fat  margins. 
They're  doing  that  with  the  help  of  Fiat, 
which  invented  a  new  kind  of  fuel-in- 
jection system  in  1(.M)7  called  common 
rail.  Bach  injector  is  connected  to  a  sin- 
gle rail  that  runs  the  length  of  the  en- 
gine, allowing  fuel  to  be  |nmi|>ed  at  high 
pressure  through  shorter  fuel  lines  into 


each  cylinder  Combined  with  an  elec 
ironic  monitorin]  m  thai  calcul 

the  exad    amount    of  fuel   needed,  thii 

method  leads  to  more  efficient  burning 

of  fuel.  Fiat,  which  offer-  the  Bystem 
OH  all  of  its  models,  has  also  Bold  a  man- 
ufacturing license  to  German  component 

maker  Robert  Bosch  Group,  and  it  now 
supplies  several  carmakc 

The  result  is  a  technology  standoff 
that  threaten's  vw's  dominance.  Cus- 
tomers don't  care  how  the  fuel  gets  into 
cylinders,  as  long  they  have  an  afford- 
able car  that's  fun  to  drive.  Diesel  has 
long  been  30%  cheaper  than  gasoline  in 
Europe,  where  gasoline  prices  can  top 

$4  per  gallon.  And  yvy>c  T  TlPf) 
now*    even    perfor-  °     u    " 

mance  is  no  longer  Volkswagen's 

an  issue,  b.mw  made   lead  in  diesel 

technology  is 
under  threat 
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that  point  in  June  last 
year,  when  its  two-liter, 
four-cylinder  turbo  diesel 
won  a  24-hour  race  in 
Germany. 

New  diesel  entries  are 
coming  in  all  price 
ranges.  Using  the  Fiat 
system,  Audi  and  BMW 
are  preparing  to  launch 
the  first  diesel-powered 
v-8  models  by  the  end  of 
the  year,  and  Mercedes 
will  follow  next  year.  The  Audi  A-8  ver- 
sion, due  in  September,  will  sell  for  an 
estimated  $65,800.  At  the  lower  end, 
the  VW  Lupo  31  tdi  mini,  priced  from 
$14,158,  goes  on  sale  this  month. 

The  huge  growth  rates  for  diesels 
could  slip  in  the  middle  of  the  next 
decade,  notes  Schmidt  of  aid,  as  car- 
makers apply  improved  fuel-injection 
technology  to  gas  engines  as  well.  For 
now,  though,  any  European  consumer 
with  an  eye  on  fuel  costs  just  can't  seem 
to  resist  those  snappy  new  diesels. 
By      Karen      Lowry      Miller     in 

Frankfurt,  with  bureau  reports 
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It  was  a  state-of-the  art  plant,  whose 
machines  turned  out  shiny  silver 
software  disks  with  dizzying  speed. 
Situated  in  Digital  Park  in  a  village 
just  outside  Cambridge,  England,  Poly- 
Mould  fit  right  in  among  the  computer 
startups  and  was  just  down  the  road 
from  Microsoft  Corp.'s  new  $80  million 
research  and  development  center.  With- 
in a  few  months  after  opening  the  plant 
in  the  summer  of  1997,  John  Staud — a 
37-year-old  Texan — and  his  25  employ- 
ees were  printing  the  world's  most  pop- 
ular software  disks,  including  Microsoft's 
Office  and  Windows  NT,  and  shipping 
them  throughout  Europe. 

It  seemed  too  good  to  be  true,  and  it 
was.  Staud's  plant  was  a  pirate  opera- 
tion. Many  of  the  disks  he  was  ship- 
ping were  high-quality  knock-offs,  cost- 
ing Microsoft  tens  of  millions  of  dollars 
in  sales.  The  bonanza  ended  on  a 
steamy  summer  day  a  year  ago,  when 
German  customs  authorities  pounced  on 


a  shipment  from  Staud's  plant  and 
seized  $60  million  of  pirated  disks.  Lat- 
er, they  arrested  Staud.  On  June  15,  af- 
ter nearly  a  year  behind  bars  awaiting 
trial,  he  was  convicted  of  importing 
counterfeit  software  and  sentenced  to 
four  years.  It  marked  Europe's  first 
tough  sentence  for  a  software  pirate — "a 
breakthrough  case  for  us,"  says  John 
Frank,  Microsoft's  chief  counsel  in  Eu- 
rope. Staud,  in  a  German  jail,  refused 
through  his  lawyer  to  be  interviewed. 
The  story  of  Staud  and  his  factory 


illustrates  how  software  e 
terfeiting  in  Europe  is  be 
ing  vastly  more  sophistics 
It  also  shows  how  difficult 
for  software  makers  to  t: 
down  pirates.  Together,  E 
ern  and  Western  Europe 
resent  the  biggest  market 
pirated  software  in  the  w 
(chart,  page  94) — some  $3.4 
lion  in  lost  sales  annually,  c 
pared  to  $3.2  billion  in  Ni 
America  and  $2.9  billior 
Asia.  Increasingly,  softw 
companies  suspect,  organi 
crime  groups  that  have 
counterfeiting  in  Asia  and 
U.  S.  are  setting  up  shoj 
Europe's  high-tech  heartl; 
"It's  become  hugely  lucra 
for  crooks  to  get  into  this  t 
ness  [here],"  says  Allen  Di 
European  counsel  for  the  B 
ness  Software  Alliance,  an 
dustry  group.  Staud  has 
been  linked  to  organized  cri 
DREAM  MARKET.  From 
Lotus  division  to  Apple  C 
puter  Inc.,  the  entire  U.  S. 
software  industry  is  gett 
hit.  But  most  of  the  stc 
sales,  perhaps  two-thirds,  c( 
out  of  the  hide  of  mighty 
crosoft.  The  new  generatioi 
counterfeiters  has  perfec 
ways  to  make  consumer 
ware  disks  nearly  identica 
Microsoft's  own.  In  this  unc 
ground  industry,  thieves,  ft 
ers,  and  counterfeiters  coo 
nate  to  churn  out  shri 
wrapped  products,  packag 
them  with  stolen  certificates  of  auth 
ticity  and  forged  user  manuals. 

Few  would  suspect  that  Western 
rope  could  be  such  a  congenial  place 
sell  pirated  ware.  But  the  Contine 
so-called  gray  markets  are  a  dre 
come  true  for  counterfeiters.  In  th 
outlets,  from  flea  markets  in  Barcel 
to  trade  fairs  in  Hannover,  illegally 
ported  goods,  including  pirated  dis 
are  sold  on  the  cheap.  Even  when  po 
crack  down  on  reselling  rings,  as  w 
Spanish  authorities  busted  100  softw 


TEXAS  TRANSPLANT 

PolyMould's  owner  received  a 
tough  sentence  for  importing 
bogus  software  into  Germany. 


JOHN  STAUD 
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vendors  at  Barcelona's  outdoor  market 
last  year,  most  operators  simply  fold 
their  tables  and  walk  away. 

Technology  advances  are  making  it 
cheaper  all  the  time  to  get  into  coun- 
terfeiting. Investigators  estimate  that 
Staud's  plant,  for  example,  cost  under  $3 
million  to  set  up— less  than  5%  of  the 
retail  value  of  its  aborted  truckload. 
Europe's  tangled  police  jurisdictions 
make  it  easy  to  play  hide-and-seek  with 
money  and  product  flowing  across  the 
region's   porous  borders.   And   over- 
worked law  enforcement  officials— in- 
tent on  solving  burglaries  or  cracking 
drug  rings — have  been  slow  to  tackle 
software  counterfeiting  operations. 

It  was  in  1996  that  Microsoft  began 
to  notice  top-notch  knock-offs  reaching 
Europe.  To  company  officials,  that  was  a 
clear  sign  Asian  crime  syndicates,  which 
ran  replication  plants  from  California  to 
China,  were  lining  up  partners  in  Eu- 
rope. The  European  market,  like  the 
U.S.,  was  rich  with  consumers  ready 
to  pay  full  price  for  certified  software. 
More  were  opting  for  new  disks,  rather 


On  the 

Trail  of 
Software 


than  cloned  copies  from  friends.  Al- 
though this  trend  was  beginning  to 
drive  down  unlicensed  sales,  Microsoft 
was  worried  about  sophisticated  coun- 
terfeiters: If  they  could  do  a  near-per- 
fect job  imitating  the  real  thing,  Euro- 
peans would  wind  up  with  fake  disks, 
phony  guarantees,  and  no  customer  ser- 
vice. That  could  devastate  Microsoft's 
brand  in  its  No.  2  global  market. 
ONE-MAN  OFFICE.  Microsoft  turned  to 
detective  Fred  Mathews  and  dispatched 
him  to  Europe.  Then  50  years  old, 
Mathews  was  a  22-year  veteran  of  the 
San  Diego  police  force.  He  had  plenty  of 
experience  battling  international  crime 
syndicates  shipping  cocaine  across  the 
Mexican  border.  Microsoft  set  Mathews 
on  the  trail  of  Europe's  software  crimi- 
nals. In  late  1996,  he  opened  up  a  one- 
man  investigative  office  in  Microsoft's 
vast    complex    in    Reading,    up    the 
Thames  from  London. 

The  California  detective  started  by 
reading  transcripts  of  the  few  piracy 
cases  already  tried  in  European  courts. 
He  quickly  came  upon  a  case  in  Bel 
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POLYMOULD:  Stand's  British  factory 


|  JULY  27, 1998  Mathews  learns  from 
a  source  that  the  Cambridge  plant  is 
planning  a  large  shipment  of  pirated 
software  to  Germany.  A  few  days  lat- 
er, it  leaves  Britain,  despite  Math- 

|  ews'  calls  to  police  to  stop  it. 

JULY  31  At  Mathews'  request,  cus- 
toms officials  in  Germany  seize  the 
truck  with  $60  million  in  counterfeit 

software. 

j, 

SAME  AFTERNOON  Receiving  a  call 

j.   :_   :„  4.„~..M^     CtonH 


I  drives  to  Germany— and  is  arrested. 


MIDNIGHT  After  Cambridge  police 
refuse  to  raid  the  plant,  Mathews 
obtains  a  civil  search  warrant  and 
launches  a  raid  with  Microsoft 
lawyers. 


:  ouyUS  copies  uf 
Microsoft  Office  97 
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gium  that  involved  a  Luxembourg  <■  ...  v 
pany_Soft  Logistics— owned  by  StJJ 
The  company  had  printed  manuals  f" 
small-time  software  counterfeiter. 
Staud  told  police  that  he  was  did 
and  thought  his  customer  was  a  liceij 
producer.  The  argument  satisfied 
gian  police.  But,  as  Mathews  test! 
in  Staud's  recent  trial  in  Germany: 
seemed  likely  to  me  that  Mr.  Staud  I 
more  involved  than  originally  appear] 
Mathews  had  little  trouble  locaj 
Staud's  British  house.  The  address- 
Harvey  Goodwin  Gardens— was  a  r 
die-class  neighborhood  in  Cambri(j 
He  learned  from  police  records 
Staud  was  a  Texan  who  came  to. 
many  in  the  mid-'80s  and  managed 
build  up  high-tech  companies.  Bel^ 
records  showed  Staud  had  a  busir 
in  England.  But  Mathews  couldn't  I 
it.  Staud,  recently  remarried,  was  spd 
ing  most  of  his  time  in  Luxembourg 
Months  later,  poring  over  business  i 
istries  online,  Mathews  came  uponl 
businesses  in  Staud's  name.  He  coulJ 
locate  most  of  them,  but  there  wasl 
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OCTOBER,  1996  Concerned  about  | 
growing  software  piracy  in  Europe, 
Microsoft  hires,  former  San  Diego 
police  officer  and  money-launder- 
ing investigator  Fred  Mathews. 

AUGUST,  1997  Mathews  discovers 
a  state-of-the  art  software  replica- 
tion plant  near  Cambridge,  Eng- 
land. He  tracks  the  ownership  of 
the  plant  to  John  Staud,  a  37- 
year-old  Texan  with  a  home  and 
bank  accounts  in  Luxembourg. 
Cambridge  police  decline  to  take 
part  in  the  investigation. 


Ttuv  AfLivcmaiitv 

JUNE  15, 1999  Staud  is  found 
guilty,  following  a  one-month  trial,  c 
importing  pirated  software  into 
Germany.  He  is  sentenced  to  four 
years  in  jail— by  far  Europe's  tough-p 
est  ruling  on  software  piracy.  He      I 
now  faces  prosecution  in  Britain.      L 

JULY,  1999  Mathews  is  following 
120  additional  cases  of  piracy  of 
Microsoft  software  in  Europe.  They 
range  from  replication  plants  in 
Bulgaria  to  Web  businesses  hawkirw 
pirated  programs. 
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hiding  PolyMould.  The  reconverted  grain 
store  stood  on  the  edge  of  Longstanton,  a 
rural  village  down  the  road  from  Cam- 
bridge. The  plant  had  started  producing 
compact  disks  in  August,  1997. 

Mathews  suspected  that  Staud's  fac- 
tory was  a  pirate  haven.  But  he  had 
no  evidence.  That's  why  Cambridge  po- 
lice, he  says,  showed  little  interest  in 
pursuing  the  matter.  (Cambridge  police, 
citing  an  ongoing  investigation  of  Staud, 
decline  to  answer  questions  on  the  case.) 
So  Mathews,  acting  by  himself,  put 
Staud's  plant  under  surveillance.  He 
talked  to  his  neighbors  but  kept  clear  of 
employees  for  fear  of  alerting  Staud. 
MOVING  UPSCALE.  Meanwhile,  all  across 
Europe,  bootleggers  using  new  CD- 
recorders  were  putting  together  com- 
pilations of  pirated  programs  and  mar- 
keting to  a  vast  public  through  the  Web. 
Plenty  of  pirates,  Mathews  learned, 
were  moving  upscale.  At  least  one  ring 
of  digital  buccaneers  in  Europe,  for  ex- 
ample, conspired  with  warehouse  work- 
forces to  steal  software  CDs  packaged 
with  new  computers  and  sell  them  on 
the  black  market.  Other  rings  burglar- 
ized plants  in  Europe,  taking  Microsoft 
guarantee  certificates  to  make  pirated 
disks  pass  for  legitimate  ones.  A  1996 
heist  in  Ireland  and  two  break-ins  in 
Scotland  in  1997  supplied  Europe's  un- 
derground with  years  worth  of  legiti- 
mate guarantee  certificates. 

At  the  same  time,  superior  counter- 
feit software — including  Microsoft  Of- 
fice— was  hitting  the  top  end  of  the 
market.  Mathews  suspected  some  of  it 
was  manufactured  in  Cambridge.  In  ear- 
ly 1998,  he  contacted  legitimate  suppli- 
ers who  were  printing  manuals  and 
manufacturing  plastic  cases  for  Staud's 


ASIA/PACIFIC 


plant,  which  also  produced  licensed  mu- 
sic and  software.  In  late  July,  one  sup- 
plier* provided  a  crucial  lead:  A  big  ship- 
ment was  headed  to  Germany.  The 
goods,  the  supplier  believed,  could  be 
counterfeit. 

Cambridge  police  promised  to  follow 
the  truck.  But  late  July  was  vacation 
season,  and  the  police  force  was  short  of 
manpower.  To  Mathews'  dismay,  the 
truck  was  making 
its  way  out  of  Brit- 
ain unobstructed.  He 
found  out  that  it  was 
headed  to  Germany 
via  the  Netherlands. 
He  called  police  in 
Britain  and  Germany. 
No  luck.  "My  interest 
was  to  get  the  police 
talking  to  each  other," 
he  says.  "But  they 
have  a  problem  with 
protocol." 

Finally,  Mathews 
called  a  customs  inspector  in  Cologne. 
The  Germans  agreed  to  intercept  the 
truck  outside  of  Aachen,  near  the  Bel- 
gian border.  On  July  31,  they  stopped 
the  truck  and  inspected  it.  Inside  they 
found  75,000  CDs  and  55,000  manuals — 
all  counterfeit,  it  was  later  learned.  The 
shippers  called  Staud  on  his  car  phone, 
informing  him  of  complications.  He  later 
arrived  on  the  scene  in  his  bmw  and 
was  arrested. 

Now,  it  was  a  race  to  capture  evi- 
dence in  the  Cambridge  plant.  Math- 
ews asked  Cambridge  police  to  launch  a 
raid.  They  told  him  they  were  too  busy. 
So  Mathews  and  Microsoft  lawyers 
rushed  to  London,  where  they  applied 
to  a  judge  for  a  civil  search  warrant. 
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1998  LOSSES  TO  SOFTWARE  PIRACY 


EUROPE 


$2.9  BILLION       $3.4 

NORTH  AMERICA 
$3.2  BILLION 


DATA:  BUSINESS  SOFTWARE  ALLIANCE 


BILLION 


PIRATE'S  PARADISE:  Counterfeiter*  sell 


igh  Barcelona's  outdoor  market 


They  reached  the  court  in  late 
noon,  got  the  papers,  and  headed  1 
to  Cambridge.  Near  midnight,  t 
reached  the  silent  plant.  But  not  un 
a.m.  did  the  Microsoft  team  persi 
the  PolyMould  guards  to  let  them 
The  next  day,  Staud's  employees 
rived  for  work  only  to  find  the  fac 
shuttered.  Two  weeks  later,  Cambr 
police  dispatched  20  officers,  Micrc 
says,  to  oversee 
dence-gathering. 
ish  police  are  cont 
ing  their  investigi 
into  Staud,  who  | 
also  face  charge 
Britain.  British 
bars  Staud's  ex- 
ployees  and  the  p< 
from  commenting 
At  his  trial 
Aachen  in  Ju 
Staud  sat  impassi 
as  his  two  lawj 
tried  to  punch  h 
in  Microsoft's  case.  The  defense  arg 
that  Staud,  living  in  Luxembourg, 
a  victim  of  pirating  colleagues 
Britain.  He  had  no  reason  to  beli< 
they  argued,  that  his  plant,  which 
made  legitimate  licensed  music  and  f 
ware,  wasn't  also  licensed  for  Micros 
They  lamented  the  evidence  still  un 
lock  and  key  in  Britain.  "We  never 
a  look  into  the  details,"  says  1 
Lehmbruck,  his  lawyer,  who  is  app 
ing  the  case. 
GROWTH  INDUSTRY.  Staud's  intercep 
shipment,  of  course,  represented  jus 
fraction  of  pirated  software  in  Eur< 
But  the  case  was  the  first  to  draw 
tention  to  software  counterfeiting  in 
region — and  to  punish  it  harshly.  IN 
European  Union  officials  in  Brussels 
weighing  continentwide  standards 
combat  piracy.  But  the  problem  w 
get  any  easier  as  the  EU  expands  to 
East.  "Bulgaria  alone  has  enough  pi; 
to  supply  all  of  Europe,"  says  Ke 
Lara,  European  legal  counsel  for 
todesk  Inc.,  a  U.  S.  software  compar 
In  Microsoft's  Reading  office,  Mi 
ews  doesn't  have  time  to  savor  his 
tory  in  the  Staud  case.  He's  grapp 
with  a  growth  industry,  just  as  he 
in  his  cocaine-policing  days  on  the  M 
ican  border.  In  fact,  with  two  new 
sistant  investigators,  Mathews  is  b 
pursuing  120  new  cases  for  Micros 
But  as  the  technology  grows  more 
phisticated,  so  do  the  criminals.  Si 
ware  piracy  shows  no  signs  of  slow 
down,  in  Europe  or  elsewhere — not 
long  as  information  is  worth  money. 

By  Stephen  Baker  in  Aachen 
Inka  Resell  in  Paris 
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AOIMORK? 

It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


It's  as  easy  as  1-2-3... 


STEPJ: 

Connect  to  the  Internet  using  your  local  Internet 
Service  Provider  or  by  using  the  Local  Area 
Network  (IAN)  Internet  Connection  at  work. 


Now 

NetMail  lets  you  check 

your  AOL  e-mails  from 

your  Web  browser! 

Go  to  www  aol  com  for  details 


STEP  3: 


STEP  2: 


Start  up  your  AOL  software.*  Before  signing-on  to 
AOL,  you  will  first  need  to  reconfigure  your  AOL 
connection  setup  to  connect  via  TCP/IP.  Here's  how: 

1.  On  the  Sign-on  screen,  click  "Setup." 

2.  Choose  Create  a  location  for  use  with  new 
access  phone  numbers  or  an  ISP  option 
and  click  "Next." 

3.  In  the  "Add  Location"  window,  type  a  name 
for  the  location  (for  example,  TCP/IP 
location). 

4.  Choose  Add  a  custom 
connection  (for 
example  TCP/IP)  and 
click  "Next."  A  TCP/IP 
location  will  he  created 
automatically 


Sign-on  to  America  Online.  If  you  are  already  an 
AOL  member,  use  your  existing  screen  name  and 
password  and  sign  on  as  normal.  If  you  are  not 
an  AOL  member,  you  can  download  the  current 
software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for  customers 
who  use  AOL  exclusively  via  TCP/IP.  The  Bring 
Your  Own  Access  Plan  is  just  $9-95  per  month 
for  unlimited  use  of  America  Online** 

Next  time  you're  looking  for  the  best  of  the  Internet 
and  more  at  work,  check  out  AOL. 


otoft* 


A 

AM  E  R.I  CA 

An/mc< 

So  easy  to  use, 
no  wonder  it's  #/ 


To  receive  FREK  AOL 
software  call. 


1-800-4-ONLINE 


*  It  you  ate  not  an  AOl  member,  you  can  download  the 
current  software  through  our  Web  site  at  www  aol  com  of 
call  1-800  4-ONLINE  to  gel  software  delivered  to  you 

"Additional  charges  apply  it  you  do  not  connect  through 
TCP/IP  Go  to  AOL  Keyword:  B*ng  to  switch  to  this  plan 

©  1999  America  Online.  Inc 
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THE  INTERNET 


jiv,  if 


TRANSFORMING 
THE  ART  OF  THE  DEAL 

The  Net  is  causing  underwriters  to  rethink  their  practices 


b » 


ISays 

>'  )0BJ 


When  Network  Appliance  Inc., 
an  Internet-friendly  software 
outfit    in    Silicon    Valley, 
wanted  to  raise  $140  mil- 
lion in  a  stock  offering  in  March, 
company  executives  couldn't  face 
another  stretch  of  plane  flights, 
hotel  food,  and  suffocating  con- 
ference rooms.  Instead  of  hop- 
scotching  across  the  country  to 
meet  investors  on  an  invest- 
ment banking  "road  show," 
they  decided  to  try  a  better 
way.  "We're  a  technology 
company,  right?"  says  Chief 
Executive    Dan    Warm- 
hoven.  "So  let's  use  tech- 
nology   to    solve    our 
business  needs." 

Lehman  Brothers 
Inc.,  the  company's  lead  ;'- 
underwriter,  was  hap- 
py to  oblige.  Technology  in- 
vestors knew  Network  Appliance  be- 
cause its  stock  was  already  publicly 
traded  and  many  had  met  Warmhoven 
before.  And  with  $290  million  in  annual 
sales,  the  outfit  had  a  proven  record. 
So  Lehman  set  up  a  "virtual"  road 
show.  Password-packing  investors 
clicked  onto  the  Internet  to  hear 
Warmhoven  describe  slides  about  the 
company  as  they  flashed  across  their 
computer  screens.  The  investors  tapped 
into  the  taped  presentation  at  will. 
Then,  for  three  days,  NetApp  took  calls 
for  questions,  mostly  from  institutions. 
Says  Marc  L.  Paley,  co-head  of 
Lehman's  global  equity  capital  markets 
unit:  The  technology  "saves  a  huge 
amount  of  time  and  expense  . . .  and  in- 
vestors demand  and  want  it." 

Internet  road  shows  are  just  part  of 
a  revolution  in  the  way  investment 
bankers  do  their  jobs.  Just  as  online 
trading  is  shaking  up  the  way  stock  is 
bought  and  sold  in  the  aftermarket,  the 
Net  is  reshaping  the  way  underwriters 
bring  offerings  to  the  market.  From  the 


pitch  whereby  Wall  Street  powerhouses 
offer  their  wares  to  companies  that  need 
money  to  the  way  the  securities  are 
priced  and  delivered,  the  Net  is  forcing 
underwriters  to  rethink  their  practices. 
At  Merrill  Lynch  &  Co.,  managers  view 
adapting  to  the  new  investment  banking 
as  "the  most  critical  and  potentially 
most  far-reaching  change  they  will  face 
in  their  careers,"  says  direct  markets 
chief  Michael  Packer. 
NO  LONGER  SACRED?  To  be  sure,  the 
adjustments  are  coming  fitfully  and  un- 
evenly, with  some  Wall  Street  houses 
rushing  to  be  early  adopters  and  others 
decidedly  skeptical,  even  a  bit  scared.  If 
much  of  the  underwriting  process  mi- 
grates to  cyberspace,  efficiencies  could 
well  erode  the  sacrosanct  7%  fee.  To 
drive  acceptance  of  what  executives  call 
a  "disruptive  technology" — one  bring- 
ing paradigm-shifting  change — Merrill 
Lynch  even  went  outside,  to  publishing 
firm  Simon  &  Schuster,  to  recruit  E- 
commerce  expert  Packer.  While  the  firm 
is  a  leader  in  using  the  Net,  Merrill  eq- 


uity capital  markets  chief  Michae 
Ryan  acknowledges  change  is  tough. 
I  put  it  to  a  vote,"  he  says,  "the  ma, 
ity  would  vote  for  the  status  quo." 
Some  Wall  Street  executives  ini 
the  Net  can't  replace  person-to-peri 
contacts.  Pressing  the  flesh,  says  G( 
man,  Sachs  &  Co.  managing  direc 
Lawton  W  Fitt,  will  continue  to  do 
nate  everything  from  bidding  for  bi 
ness  to  persuading  investors  to  b 
"When  it  comes  to  the  way  we  ren< 


advice  to  our  clients,  I  don't  see  it  [  i\m,. 


SPECli 


I 


Net]  as  revolutionary,"  says  Fitt,  v 
deals  regularly  with  Net  compan 
seeking  capital.  "The  human  element  J^j 
not  coming  out  of  the  process." 

Over  time,  though,  the  human  e 
ment  may  become  less  important.  1 
best  example  is  the  road  show,  wh<  D[| 
many  underwriters  now  routinely  sch 
ule  Net  presentations  instead  of,  or  ale 
with,  personal  visits.  NetRoadshow, 
Atlanta-based  unit  of  broadcast.com, 
found  the  demand  for  these  events 
growing  rapidly  (page  103) 
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i  eady,  technology  is  forcing  some 
i  earching  among  linns  and  regular 
«  Tin-  Securities  &  Exchange  <  lorn 
k  is  revisiting  rules  thai  limit  road 
\;  to  select  institutional  audiences. 

Btors  want   to  balance   public  de- 

t'nr  information  against  the  risk 
msophisticated  investors  may  get 
•d.  Says  former  sec  Commissioner 

in  Hikings  Institution  senior  fellow 
n  M.  H.  Wallman:  "We  need  to  re- 
some  of  the  mechanisms  that  we 
>  ensure  the  information  is  appro- 
■lv  scrubbed  and  accurate." 
il,  the  Net  now  is  letting  uiu lee- 
rs more  easily  put  information  in 


investors'  hands.  Prospectuses  are  avail 

able  through  such  Web  sites  as  Renais- 
sance Capital  Corp.'s  tlioipo.Mte.com, 
[POmaven.com   and    [PO.com.   Since 

rP0.C0m  claims  a  million  visits  a  month, 
investors  clearly  crave  such  informs 
tion.  "Our  users  are  looking  for  all  kinds 
of  things  related  to  IPOS,"  says  Brad 
Sinrod,  IPO.com  Inc.'s  president.  (The 
company  also  provides  data  to  BUSINESS 
WEEK  Online.) 

Eventually,  the  Net  may  allow  un- 
derwriters to  better  target  individual 
investors.  And  as  they  develop  investor 
profiles,  they  could  have  a  broad  effect 
on  the  way  the  markets  behave,  reduc- 
ing stock  flipping  and  price  volatility  by 
careful  stock  placements,  for  example. 
"You  can  find  the  people  who  may  not 
only  buy  your  stock  but  may  hold 
it  for  the  long  term,"  says  Ken- 


net  h  D.  Jones,  chief  of   taffal  Thomai 

Weiss!  Partner     in  San  PrandSCO. 

But  the  Net  is  more  than  Jusl  a  mar 
keting  tool.  It.  has  become  a  standard 
research  aid,  for  instance,  for  Wall 
Street  due-diligence   reviews.   Tbt 

no  question  that  the  research  that  u.-ed 
to  be  done  by  going  to  the  library  is  be 
ing  done  now  over  the  Net,"  says  Gold- 
man's Fitt.  "You've  got  much  more  in- 
formation at  your  fingertips."  By  using 
such  services  as  Yahoo!  Finance, 
Hoover's,  or  EDGAR  Online,  researchers 
can  quickly  snare  data  about  rivals, 
partners,  and  customers.  Lead  under- 
waters can  also  better  coordinate  with 
firms  that  co-manage  deals  with  them 
thanks  to  E-mail  or  dedicated  Web  sites. 
That  could  make  obsolete  the  conven- 
tional "data  rooms"  where  deal  materials 
are  typically  stored  by  the  boxload. 
MAVERICK.  Still,  the  medium  gives 
some  underwriters  pause,  especially 
about  pricing  securities.  Fewr  East 
Coast  firms  like  the  approach  tried 
by  California  maverick  W.  R.  Ham- 
brecht  +  Co.:  taking  bids  from  in- 
vestors via  the  Net  to  get  the 
most  appealing  price.  In  the  two 
stocks  the  firm  has  taken  public 
so  far — Ravenswood  Winery  Inc. 
and  Salon.com — some  investors 
were  disappointed  that  there 
were  no  big  post -offering  price 
spikes.  "Mediocre  results,"  says 
Renaissance  Capital  analyst 
Randall  Roth. 
Of  course,  defenders  of  Net 
auctions  say  the  lack  of  a  spike 
only  proves  that  the  pricing  is 


1 

The  Old  Way  and  the  eBiz  Way 

Selling  securities  to  investors  may  never  be  the  same 

1 

THE  OLD  WAY 

THE  EBIZ  WAY 

PITCH 

Underwriters  appear  before  corporate  execs  in  "beauty 
contests"  to  win  accounts. 

Online  "pitch  book"  easily  answers  such  questions  as 
"who  is  your  technology  analyst?" 

GENCE 

Underwriters  study  client  company,  interview  executives, 
customers,  bankers. 

Internet  lets  underwriters  quickly  gather  data  on  the 
company. 

TING  THE 
SPECTUS 

Bankers  and  lawyers  laboriously  fashion  detailed 
descriptions  of  firm,  finances,  plans,  and  risks. 

Online  drafting,  speedy  document  reviews.  Lawyers  whisk 
drafts  around  by  E-mail. 

1  ROAD 
IW 

Executives  hit  road  for  days  or  weeks,  meeting  potential 
investors. 

Management  makes  presentations  online. 

t;iNG 

1  DEAL 

Bankers  poll  potential  investors  by  phone.  Underwriter 
and  company  set  offering  price  per  share,  along  with 
amount  to  be  raised. 

Auctions,  such  as  W.R.  Hambrecht's,  would  reduce 
subjectivity. 

)   RIBUTION 

Institutions  and  wealthy  investors  get  first  crack  at 
securities. 

Pioneers,  such  as  DU  Direct,  distribute  more  equitably. 

DATA.  IHOMAS  WtlSEL  PARTNERS  LLC.  BUSINESS  WEEK 
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fairer,  since  it  comes  from  a  broader 
audience.  Underwriters  generally  price 
such  deals  now  by  informally  taking  "in- 
dications of  interest"  from  a  few  insti- 
tutional buyers,  but  the  small  field 
means  the  pricing  can  be  off.  "What 
we're  really  trying  to  do  is  to  broaden 
the  market  for  ipos,"  says  firm  Chair- 
man William  R.  Hambrecht. 

Even  if  Hambrecht 's  method  proves 
too  radical  for  underwriters,  the  Net 
still  could  influence  pricing.  Underwrit- 
ers could  easily  contact  more  potential 
buyers  to  get  better  soundings.  "If  you 
can  cast  your  net  far  enough,  you'll  get 
enough  information  about  the  market- 
place to  price  ipos  and  not  leave  that 
much  on  the  table,"  says  Merrill's  Ryan. 

Hambrecht  is  really  unsettling  Wall 
Street     with     another     Net-inspired 


thrust — this  time  aimed  at  underwriting 
fees.  Since  the  Net  can  save  hefty 
amounts  of  money,  he  says,  firms  ought 
to  make  do  with  3%  to  5%,  instead  of 
the  standard  7%.  That  would  play  nice- 
ly to  regulators  troubled  by  the  lack  of 
fee  competition.  Antitrust  officials  at 
the  Justice  Dept.  in  April  launched  a 
probe  of  the  major  brokerage  firms  for 
alleged  underwriting  fee  price-fixing. 

Wall  Street's  insurgents,  of  course, 
are  pushing  the  uses  of  the  Net  hardest. 
Upstarts  such  as  Wit  Capital,  E Offer- 
ing, and  the  fbr.com  unit  of  Friedman 
Billings  Ramsey  Group  Inc.  of  Arling- 
ton, Va.,  are  driving  change — and  win- 
ning business.  But  corporations  still  pre- 
fer the  big  names  because  of  their 
prestige,  market  clout,  and  research  ca- 
pabilities. Goldman,  Morgan  Stanley,  and 


Merrill  together  managed  55%  of 
initial  offerings  in  the  first  half  of 
year,  up  from  35%  in  1998's  ope 
half,  according  to  Securities  Data 

As  the  mainline  firms  make  more 
of  the  technology,  they  will  likely 
their  edge.  It's  no  wonder  that  G| 
man  in  March  took  a  22%  stake  in  ] 
Capital  and  that  Lehman,  on  June 
cut  a  deal  with  Fidelity  Investm* 
that  gives  Fidelity  access  to  Lehm 
research  prowess  and  stock  offerii 
"The  technology  is  here,  and  it  is  a 
tive,"  says  Lehman's  Paley.  "You  c 
fight  it."  Indeed,  the  firms  that  turn 
to  be  faster,  more  efficient,  and  be 
underwriters  will  likely  be  those  t 
prove  the  most  Net-friendly. 

By  Joseph  Weber  in  Toronto, 
Peter  Elstrom  in  New  York 


IF  THE  INVESTOR  WONT  GO  TO  THE  ROAD  SHOW . . . 


Road  shows  are  the  bread 
and  butter  of  investment 
banking.  Corporate  exec- 
utives travel  throughout  the 
country  to  promote  the 
virtues  of  their  companies'  lat- 
est stock  or  debt  offerings. 
Now,  executives  are  also  trav- 
eling in  cyberspace,  and  the 
company  that's  doing  a  lot  of 
the  transporting  is  an  outfit 
called  NetRoadshow. 

Based  in  Atlanta,  NetRoad- 
show is  run  by  entrepreneur 
Brad  Hammond,  46,  formerly 
in  institutional  sales  at  Robin- 
son-Humphrey Co.  He  got  the 
idea  in  1995,  but  it  took  him 
about  two  years  and  a  letter 
from  the  Securities  &  Ex- 
change Commission  to  get  the 
business  under  way.  In  1998, 
NetRoadshow  broadcast  about 
132  productions  for  clients,  including 
Bear  Stearns,  Donaldson  Lufkin  & 
Jenrette,  and  Goldman  Sachs. 

Here's  how  it  works:  NetRoad- 
show sends  out  film  crews  to  tape 
the  company  presentation  before  the 
investment  bank's  institutional  sales 
force.  Then  a  Web  version  is  created. 
Management  appears  on  the  left  side 
of  a  computer  screen,  talking  about 
synchronized  slides  that  flash  on  the 
right  side.  The  investment  bank 
hands  out  a  password  to  clients,  who 
can  review  the  road  show  at  their 
leisure.  Bankers  get  information  on 
who  watched  the  road  show  and  for 


HAMMOND:  His  sites  grab  "important  eyeballs 


how  long.  Then  they  follow  up  with 
sales  calls.  "We've  seen  their  effec- 
tiveness grow  each  and  every  day 
we've  used  them,"  says  Michael  T. 
Ott,  head  of  equity  capital  markets 
at  Deutsche  Bank  Alex.  Brown  Inc. 
OPTIONS.  So  far  this  year,  NetRoad- 
show has  done  418  such  events.  The 
top-of-the-line  NetRoadshow,  which 
includes  audio  and  telephone  options 
for  users  with  slow  Net  connections, 
goes  for  as  much  as  $20,000,  says 
Hammond.  In  the  second  quarter  of 
'99,  NetRoadshow  did  more  than  $2 
million  in  sales  and  is  "very  prof- 
itable," he  says. 


In  January,  broadcast.com 
leading  broadcaster  of  stream- 
ing media  on  the  Web,  agreed 
to  acquire  NetRoadshow  for 
$50  million  in  broadcast.com 
stock.  On  Apr.  1,  Yahoo!  Inc. 
announced  it  was  acquiring 
broadcast.com,  sparking  a  run 
in  the  stock  Hammond  re- 
ceived. "It  worked  out  great 
for  me,  but  it  also  worked  ou 
great  for  them,"  he  says. 
"Some  of  the  most  important 
eyeballs  in  the  investing  worl 
are  looking  at  our  material 
daily." 

Today,  about  85%  of  Ham 
mond's  business  is  road  shows 
But  he  plans  to  go  beyond  ro 
shows  to  sell  Internet  broad 
casts  of  quarterly  earnings 
announcements,  investor  con- 
ferences, and  analyst  presenta- 
tions. "We're  quickly  expanding  into 
other  stuff,"  he  says. 

Hammond  isn't  the  only  one  to 
have  the  idea  of  holding  electronic 
road  shows.  Competitors  include 
Bloomberg  LP  and  Next  Venue.  And 
the  roster  of  rivals  will  grow  as 
NetRoadshow  does  more  kinds  of 
financial  Web  broadcasts.  But  with 
strong  relationships  forged  with  top 
investment  banks  and  backing  from 
Yahoo!  and  broadcast.com,  Net- 
Roadshow is  poised  to  become  a 
bigger  part  of  Wall  Street's  Intern 
game  plan. 

By  Amey  Stone  in  New  1 
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New  PC  power 
for  the  Net. 


The  new  Pentium"  III  processor. 

More  power  for  your  network,  the  Internet  and  beyond. 


<3? 


ri«. 
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It's  a  wired  world.  That's  why  you 
need  the  new  Intel"  processor  designed 
for  the  Net:  the  Pentium'  III  processor. 
It  gives  you  more  power  to  run  today's 
Net -based  applications.  And  more  power 
n  the  client  can  mean  less  stress  on  the  Net.  The 
nn  III  processor  also  helps  you  keep  track  of  your 
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networked  resources.  And,  working  in  concert  with  a 
Pentium"  III  Xeon '"  processor- based  server,  you  have  a 
powerful  combination  for  your  connected  business.  To 
learn  more  about  the  Pentium  III  processor, 
visit  us  on  the  Web,  where  you'll  also 
find  information  on  Intel   products  and 
year  2000.' 
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OFFSHORE  TRUST: 
NOT  SO  WATERTIGHT 


Recent  U.S.  court  rulings  make  it  harder  to  stash  funds  abroa 


Like  many  other  well-heeled  Amer- 
icans, options  trader  Stephan  Jay 
Lawrence  succumbed  to  the  lure 
of  offshore  trusts  as  a  supposedly 
safe  way  to  protect  his  assets.  He  lost 
big-time  during  the  1987  crash,  with 
margin  calls  putting  him  in  hock  to  his 
brokers  at  Bear  Stearns  &  Co.  Not  long 
before  he  was  socked  with  a  $20.4  mil- 
lion arbitration  award  in  1991,  Lawrence 
put  the  bulk  of  his  assets — upwards  of 
$7  million,  according  to  court  records — 
into  a  trust  in  the  Republic  of  Mauritius. 
And  when  Bear  Steams  moved  to  col- 
lect, Lawrence  filed  for  bankruptcy. 

But  last  September,  a  bankruptcy 
court  judge  in  Miami  refused  to  let 
Lawrence  discharge  his  debts  and 
thwart  Bear's  collection  efforts.  And  the 


Mauritius  trust  was  the  primary  rea- 
son. "A  bankruptcy  discharge  for  a 
debtor  who  engages  in  this  type  of  con- 
duct should  be  as  rare  as  the  dodo  bird 
that  once  graced  the  shores  of  Mauri- 
tius," ruled  Judge  Thomas  S.  Utschig. 

The  Lawrence  case  is  one  of  several 
setbacks  that  are  raising  questions 
about  the  future  of  such  trusts.  They 
are  no  longer  an  effective  tax  stratagem. 
In  cases  ranging  from  divorces  to  plain 
old  debt  evasion,  more  judges  are  re- 
fusing to  accept  these  trusts  as  a  legit- 
imate way  of  stiffing  creditors.  And  in 
the  most  chilling  blow  yet,  in  mid-June 
Judge  Charles  E.  Wiggins  of  the  U.  S. 
Ninth  Circuit  Court  of  Appeals  in  San 
Francisco  upheld  a  lower  court's  decision 
to  jail  a  California  couple  for  contempt 


after  they  argued  it  I 
impossible  to  repati| 
money  from  their 
Islands  trust.  "Thesel 
big  nails  in  the  cof 
that  could  soon  "elir 
offshore  trusts  as 
set-protection  tool," 
Jay  D.  Adkisson, 
publishes  The  Adki\ 
Analysis,  an  asset-j 
tection  newsletter. 
Lately,  the  rich 
flocked  to  set  up  offs 
Although  there  are 
hard  figures,  Adkis 
says  he  would  not 
surprised  if  over  100 
Americans  have  set 
offshore  trusts  in  the 
five  years."  Estimate 
money  stashed  offsl 
exceed  $1  trillion 
appeal  is  obvious.  A 
result  of  the  lawsuit 
plosion,  "most  don't  tl 
their  money  is  prote< 
in  America,"  expli 
Arnold  S.  Goldsteir 
lawyer  who  specialize 
asset  protection. 

Among  popular  lun 
are  the  Cook  Islai 
Gibraltar,  Nevis  in 
Caribbean,  and  a  do 
other  small  islands 
have  drafted  trust  1 
to  lure  America 
"These  erect  a  series 
brick  walls"  designei 
keep  U.  S.  creditors 
bay,  says  Denver  at 
ney  Barry  S.  Engel, 
co-authored  the  Cook 
lands'  trust  law.  Moi 
these  jurisdictions  re 
to  recognize  U.  S.  c( 
judgments,  forcing  creditors  to  star 
over  again  in  the  remote  home  of 
trust,  where  the  odds  of  success 
slim.  Clients  usually  cede  control 
foreign  trustee  to  insulate  themse 
further  from  legal  attack. 
LOST  LUSTER.  Until  recently,  1 
trusts  worked  well.  "We  cut  off 
creditors  at  the  pass"  by  getting  tl 
to  settle,  says  Gideon  Rothschild,  a  I 
York  lawyer  who  heads  the  Amen 
Bar  Assn.'s  asset-protection  commit 
And  many  such  settlements  have  b 
meager.  Engel  brags  that  of  the  a 
60  trust  challenges  in  which  he  has  b 
involved,  "the  average  settlement 
been  less  than  10<2  on  the  dollar." 

But  now  the  trusts  are  losing  t 
appeal.  Although  some  promoters 
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Among  the  things  you'lllbe  testing  before  Christmas 

don't   forget  lyour   website. 


More  holiday  shoppers  than  ever  will  be  snarling  up  the  Internet  this  year. 
\l.ikc  Bure  \on  can  handle  it.  lest  now  with  Mefcurj  [nteractive,  while  there's 
still  time.  Mercurj  Interactive's  application  testing  solutions  have  helped  the 
biggest  names  in  <--lail  do  big  business  on  the  Internet.  The)  can  help  you  too. 

Are  you  ready  for  Christinas/ 


[»    INTBI 

www.testchristmas.com 


*».  iiim   iMiKti  i  i\  \ 


Reach  these  Business  Week  advertisers  on  the  Web: 


ABB 

www.abb.com 

Extricity 

www.extricity.com 

ITU  TELECOM 

www.itu.int/rELECOM 

AboveNet  Communications,  Inc. 

www.above.net 

Fidelity  Investments 

www.fidelity.com 

KOMATSU  LTD 

www.komatsu.com 

ADT  Security  Systems 

www.adt.com/business.htm 

FileMaker,  Inc. 

www.filemaker.com 

Lexus 

www.lexus.com 

American  Honda  Motor  Co. 

www.honda.com 

Ford 

www.fordvehicles.com 

Lincoln  Navigator 

www.lincolnvehicles.com 

APC 

www.apcc.com 

Goldman  Sachs 

www.gs.com 

Mercury  Interactive 

www.mercuryinteractive.com 

Bell  South  Wireless  Data 

www.bellsouthwd.com/ipl4 

goto.com 

www.goto.com 

Microsoft 

www.microsoft.com 

Cadence  Design  Systems 

www.cadence.com 

GTE 

www.gte.com 

Netcentives  Inc. 

www.netcentives.com 

Charles  Schwab 

www.charlesschwab.com 

GTE  Internetworking 

www.internetworking.gte.com 

Oracle  Corporation 

www.oracle.com 

Clarify 

www.clarify.com 

Hewlett  Packard 

www.hp.com 

Pagenet 

www.pagenet.com/2way 

Cisco  Systems,  Inc. 

www.cisco.com 

HP  ECSO 

www.sure-e.com 

Panasonic 

www.panasonic.com/office 

Compaq 

www.compaq.com 

Honeywell 

www.honeywell.com 

PricewaterhouseCoopers 

www.pwcglobal.com 

CyberSource  Corporation 

www.cybersource.com 

IBM 

www.ibm.com 

Razorfish 

www.razorfish.com 

Danka 

www.danka.com 

Infinium  Software 

www.infinium.com 

RealEstate.com 

www.realestate.com 

Datek  Online 

www.datek.com 

Informix 

www.informix.com/isell 

Savin  Corporation 

www.savin.com 

Deutsche  Bank 

www.db.com 

Intel 

www.intel.com 

Saturn 

www.saturn.com 

DTE  Energy 

www.dteenergy.com 

interBiz  Solutions 

www.interBiz.cai.com 

Schott 

www.schottglass.com 

Ernst  &  Young 

www.ey.com 

INTERSHOP  Communications,  Inc. 

www.intershop.com 

Seagate 

www.seagate.com 

A  Division  of  Tlie  McGraw-Hill  Compt 


address 
director 


Siebel  Systems,  Inc. 

www.siebel.com 

StorageTek 

www.storagetek.com 

Sybase 

www.sybase.com 

Trend  Micro 

www.trend.com 

Toyota  4-Runner 

www.toyota.com 

Unisys 

www.unisys.com 

USinternetworking,  Inc. 

www.usi.net 

USWeb/CKS 

www.uswebcks.com 

UUNET  Technologies 

www.uu.net 

Williams 

www.williams.com 

Watchguard 

www.watchguard.com 

Wingspan  Bank 

www.wingspan.com 

Xerox  Corporation 

www.xerc^.com 


BusinessWeell 


Most  Read.   Best  Read.  Worldwk 


BusinessWeek  ONLINE ^r 


m  HitiMt 
m  hut 
la  imitH 

tlOlll  I01IM IS 

ItUiKUl 
smut  mnm 
■  seiHit 

tunc*! 

AUU  Nil  ttXHl 


Point.  Click.  Succeed. 


Ii.MdMl.iiNl 


cmo***t  MMKu 
On«n»  Tr»r*  C«MW 


^T- 


BusinessWeek  ONLINE, 


Business  Week  Online  gives  you  instant 
access  to — and  an  immediate  edge 
with — global  news  and  business  trends. 
Featuring  daily  briefings,  market  updates, 
stock  quotes,  and  resources  for  small 
business,'  E-business,  career  and  travel, 
it's  a  sure  path  to  success. 


www.businessweek.com 
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Lawrence  abandoned  his 
appeal  of  <  H  dug'  ruling. 
That  has  freed  hie  credi 
to  leave  no  -tunc  un- 
turned'' to  crack  the  I  ■ 
aaya  Paul  S.  Singerman, 
the  Miami  lawyer  for  the 
bankruptcy  trustee. 

Hut  no  development  is 
more  frightening  to  the  off- 
shore trust  industry  than 
the  new  Ninth  Circuit  rul- 
ing. The  case  involved 
Denyse  and  Michael  Ander- 
son, who  in  1997  sought  in- 
Wiggins  let  vestors  to  back  the  sale  of 
ruling  stand  water-filled  dumbbells  and 
"talking  pet  tags" — which 
the  Federal  Trade  Commission  charged 
was  actually  "a  Ponzi  scheme."  Much  of 
their  $6  million  in  commissions  from  the 
aquatic-barbell  scheme  had  been  moved 
to  a  Cook  Islands  trust  they  had  set  up 
in  1995.  The  Andersons  protested  their 
innocence,  but  the  ftc  prevailed  in  court. 
UNMOVED.  When  U.S.  District  Judge 
Lloyd  D.  George  ordered  the  Ander- 
sons to  repatriate  their  assets,  they  ar- 
gued it  was  "impossible"  to  comply  be- 
cause of  the  rules  governing  the  trust. 
George  was  unmoved.  He  ordered  the 
Andersons  jailed  for  six  months  for  con- 
tempt of  court.  From  now  on,  creditors 
can  cite  this  decision  to  ask  courts  "to 
throw  people  in  jail  for  contempt  if  they 
refuse  to  bring  trust  assets  back  to  the 
U.  S.,"  predicts  Adkisson. 

Not  surprisingly,  advocates  of  off- 
shore trusts  don't  think  their  days  are 
numbered.  Most  unfavorable  rulings  "in- 
volved egregious  fact  patterns  and 
fraudulent  transfers,"  argues  Engel. 
Comparing  the  safety  of  offshore  trusts 
to  flying,  Engel  argues  that  "just  be- 
cause a  plane  crashes  doesn't  mean  we 
can't  fly."  Still,  Rothschild  admits  these 
rulings  will  have  "a  chilling  effect"  and 
force  trust  planners  to  be  more  careful. 
For  all  the  bad  news,  Engel  and  oth- 
er hard-core  advocates  aren't  deterred. 
These  rulings  "won't  limit  the  use  of 
trusts  by  me,"  vows  Engel,  who  says 
properly  designed  trusts  are  still  work- 
ing well.  Arnold  Cornez,  a  consultant 
and  author  of  The  Offshore  Money 
Book,  says  offshore  annuities  and  life 
insurance  policies  could  prove  more  ef- 
fective since,  when  you  buy  them,  you 
are  giving  your  money  to  a  third  parly. 
"There  is  very  little  downside  to  the 
process,"  adds  Rothschild.  In  the  "WQTSt- 
case  scenario."  if  you  are  threatened 
with  jail,  "you  can  always  become  an 
expatriate,"  he  adds.  Or  you  can  do  the 
unthinkable — and  pay  up. 

By  William  C.  Symonds  in  Boston 
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I  iwking  trusts  as  a  way  to  evade 
.  die  Internal  Revenue  Ser 

ffectively  closed  thai  loophole 
irs  ago.  Rigorous  reporting 
■  kiu  require  any  U.S.  citizen  who 
B  9  a  trust  or  who  transfers  money 
i  as  to  notify  the  government  with- 
I  days,  or  face  heavy  lines.  As  a 
i.  an  offshore  trust  "won't  save  you 
1  ng  in  taxes,"  says  Rothschild. 
U  trusts  are  becoming  less  effec- 
>  t  shielding  your  assets  from  an 
I  spouse  in  divorce  court.  Take  the 
e  f  Dr.  Roger  Reichers,  a  Mt.  Kisco 

urologist  who  moved  $4  million 
J  Cook  Islands  trust  that  didn't 
(  -ally  designate  his  wife,  Mary,  as  a 
it  qgry.  When  Mary  later  tiled  for  di- 

I  Roger  argued  that  he  had  been 
i  to  protect  the  family  from  mal- 
<  se  claims,  not  keep  money  away 
i  lis  wife.  Rut  a  New  York  judge 
?  in  .luly,  1998,  that  the  trust  had 
ii  unded  with  "marital  assets,"  and 
t  lary  was  entitled  to  half  the  $4 
1 1.  Roger  is  appealing  the  ruling. 

I I  August,  another  New  York  judge 
i  \cn  further  in  a  case  involving  a 
Ifllion  Cayman  Islands  trust  set  up 
'.  w  York  businessman  Vazha  Pap- 


ain. Ruling  the  trust  "was  a 
bald  attempt  ...  to  place 
marital  property  out  of  his 
wife's  reach,"  the  judge  or 
dered  Vazha  to  terminate 
the  trust  and  bring  back 
the  money  to  be  divided  up. 
Given  such  rulings,  "1  don't 
favor  using  trusts  in  a  di- 
vorce context,"  says  Austin 
(Tex.)  lawyer  Duncan  E. 
Osborne,  a  leading  offshore 
expert. 

Offshore  trusts  are  also 
coming  under  attack  in 
bankruptcy  courts.  One  of  GO  TO  JAIL: 
the  earliest  cases  involved  a  contempt 
Larry  Portnoy,  a  New  " 
York  executive  who  had  put  assets  into 
a  trust  in  Jersey — in  the  Channel  Is- 
lands— and  then  asked  to  be  discharged 
from  his  debts  to  Marine  Midland  Bank. 
But  in  1996,  the  U.  S.  Bankruptcy  Court 
judge  in  New  York  refused  to  discharge 
Portnoy's  debts,  arguing  such  a  result 
would  "offend  strong  [state]  and  federal 
bankruptcy  policies." 

In  the  Lawrence  case,  Judge  Utschig 
was  far  more  scathing  in  his  refusal  to 
accept  the  Mauritius  trust.  In  late  June, 


Wiggins  let 
ruling  stand 


HOW  THE  COURTS  ARE  UNDERMINING 
OFFSHORE  TRUSTS 


Mary  Reichers  vs.  Dr.  Roger  Reichers; 
New  York  State  Supreme  Court,  July,  1998 

divorce  action,  the  husband  allegedly  secretly  shifted  $4  million  into  a 
;  Islands  trust  before  his  wife  filed  for  divorce.  Although  the  trust  didn't 
e  his  wife,  Mary,  as  a  beneficiary,  the  court  ruled  she  was  entitled  to 
the  $4  million 'anyway. 

Marina  Papson  vs.  Vazha  Papson; 
New  York  State  Supreme  Court,  August,  1998 

later  divorce  decision  that  went  even  further,  the  husband  allegedly 
ed  $1.5  million  into  a  Cayman  Islands  trust  without  telling  his  wife. 
ng  the  trust  was  a  violation  "of  public  policy,"  the  court  ordered  the 
>and  to  terminate  the  trust  and  bring  the  money  back  to  New  York. 

;phan  Jay  Lawrence;  U.  S.  Bankruptcy  Court,  Miami,  September,  1998 

ipttons  trader  allegedly  moved  some  $7  million  into  a  trust  in  Mauritius, 
before  an  arbitrator  ruled  he  owed  Bear  Stearns  $20  million.  Arguing  he 
onger  had  access  to  the  money,  the  trader  filed  for  bankruptcy  in  1997. 
in  a  scathing  1998  ruling,  the  U.S.  Bankruptcy  Court  refused  to  grant 
discharge  of  debts. 

Federal  Trade  Commission  vs.  Denyse  and  Michael  Anderson; 
U.S.  Ninth  Circuit  Court  of  Appeals,  June,  1999 

l  le  biggest  blow  yet,  the  appellate  court  upheld  a  lower  court's  decision 

)  2nd  the  Andersons  to  prison  on  contempt  charges,  after  they  argued  it 

i  impossible  for  them  to  repatriate  money  they  had  moved  to  a  Cook 

ids  trust.  The  FTC  charged  the  trust  protected  money  that  the  Ander- 

i  allegedly  had  earned  from  operating  a  telemarketing  Ponzi  scheme. 
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to  leave  no     lorn-  on 
turned"  to  crack  I  lie  I 

says  Paul  s.  Singerman, 

tin    Miami  lawyer  for  the 
bankruptcy  trustee. 

Hut  no  development  is 
more  frightening  to  the  off 
shore  trust  industry  than 
the  new  Ninth  Circuit  rul- 
ing. The  case  involved 
Denyse  and  Michael  Ander- 
son, who  in  1997  sought  in- 
vestors to  back  the  sale  of 
water-filled  dumbbells  and 
"talking  pet  tags" — which 
the  Federal  Trade  Commission  charged 
was  actually  "a  Ponzi  scheme."  Much  of 
their  $6  million  in  commissions  from  the 
aquatic-barbell  scheme  had  been  moved 
to  a  Cook  Islands  trust  they  had  set  up 
in  1995.  The  Andersons  protested  their 
innocence,  but  the  FTC  prevailed  in  court. 
UNMOVED.  When  U.S.  District  Judge 
Lloyd  D.  George  ordered  the  Ander- 
sons to  repatriate  their  assets,  they  ar- 
gued it  was  "impossible"  to  comply  be- 
cause of  the  rules  governing  the  trust. 
George  was  unmoved.  He  ordered  the 
Andersons  jailed  for  six  months  for  con- 
tempt of  court.  From  now  on,  creditors 
can  cite  this  decision  to  ask  courts  "to 
throw  people  in  jail  for  contempt  if  they 
refuse  to  bring  trust  assets  back  to  the 
U.  S.,"  predicts  Adkisson. 

Not  surprisingly,  advocates  of  off- 
shore trusts  don't  think  their  days  are 
numbered.  Most  unfavorable  ndings  "in- 
volved egregious  fact  patterns  and 
fraudulent  transfers,"  argues  Engel. 
Comparing  the  safety  of  offshore  trusts 
to  flying,  Engel  argues  that  "just  be- 
cause a  plane  crashes  doesn't  mean  we 
can't  fly."  Still,  Rothschild  admits  these 
rulings  will  have  "a  chilling  effect"  and 
force  trust  planners  to  be  more  careful. 
For  all  the  bad  news,  Engel  and  oth- 
er hard-core  advocates  aren't  deterred. 
These  rulings  "won't  limit  the  use  of 
trusts  by  me,"  vows  Engel,  who  says 
properly  designed  trusts  are  still  work- 
ing well.  Arnold  Cornez,  a  consultant 
and  author  of  The  Offshore  Money 
Book,  says  offshore  annuities  and  life 
insurance  policies  could  prove  more  ef- 
fective since,  when  you  buy  them,  you 
are  giving  your  money  to  a  third  party. 
"There  is  very  little  downside  to  the 
process,"  adds  Rothschild  In  the  "worst- 
case  scenario,"  if  you  are  threatened 
with  jail,  "you  can  always  become  an 
expatriate,"  he  adds.  Or  you  can  do  the 
unthinkable — and  pay  up. 

/;  /  Willmm  ('.  Symonds  in  I'-  - 
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Corporate  Gifts 
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1000  Temporary  Tattoos  with  your  Logo, 

Just  $189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  tax) 

Customized!  Full  Color!  2"  x  2" 

Calico 

3000  Alamo  Drive,  Ste  201  •  Vacaville.  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Computer  Equipment 


HEWLETT-PACKARD 

Buy-Sell  -Trade 
LaserJet  Colorpro    Draft  /Master 

DeskJet  Draftpro    Design- Jet 

Electrostatic  Plotters        Ruggedwriter 

HP  9000  Workstations  &  Vectras 

Demo  &  Refurbished  Equipment 

Tpfj  Dsshcr   Inc 

PO  Box  131269  Birmingham,  AL35213-6269 

Phone  205/591-4747    Fax  205/591-1 1 08 

800/638-4833  E-mail  sales@dasher.com 


Education/Instruction 


Get  Your  MBA 
Through  Distance  Learning 


•  Prestigious  British  University 

•  World  Leader  in  Distance  Learning 


^Leicester 
^•University 

•  No  GNAT  required 

•  Local  support  center 

•  Flexible  Education  Financing  available 

•  Work  experience  &  qualifications  considered 

•  Member  of  the  Association  of  Business  Schools 

•  Accredited  by  the  Association  of  MBAs 

•  Offered  under  Royal  Charter 


Aft 


Management 
Centre 


Vdi 

800-874-5844  •  email:  rdiusa@erols.com  •  WWW.rdi.CO.uk 


Corporate  Gifts 


MAKE  A  BIG  HIT 

Loqo  &  Personalized  Golf  Balls 


JJUtJbti/J:' 

TOfrJWT 

UHEaon. 

PRECEPT 

Pfhnacie 
MAXFLL 


To 
Order 
Call 


I.D.  GOLF  BALLS 

1-888-ID  BALLS 

(1-888-432-2557) 


Rushmore    |L  J|  W%  JL 
University   lYlDM 

International  MBA  by  Distance 

Learning.  Flexible  curriculum. 

Bachelors  not  always  required. 

370  Anchor  Drive  Ste.  250,  Dakota  Dunes 

SD  57049  US.  Phone:  605-232-6039 
Fax:  605-232-6011  bw@distancemba.com 

www.distancemba.com 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  -• 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Aviation/Fractional  Ownership 


WHICH  IS  FASTER,  YOUR  ASAP 
OR  YOUR  COMPETITION'S? 

As  a  fractional  owner  of  a  Learjet*  or  Challenger®  business  jet, 

modern  CEOs  are  able  to  respond  with  speed  and  spontaneity  due 

to  less  congested  airfields  and  personalized  scheduling  built 

around  their  specific  business  needs.  For  more  information  regarding 

the  many  affordable  benefits  of  being  a  Flexjet®  fractional  owner, 

^^  call  1-800-FLEXJET. 

FLEXmJfKSim 

we  build  the  aircraft 
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800.441.4741 

www.ifiwu.edw 

Accredited  by  the 
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MONTICELL 
UNIVERSIT1 


The  Practitioner's  MBA 

Programs.  Accredit* 

Doctor,  Master,  Bache 

www.monticello 
Fax  605-988-074 
800-405-7935 


The  Leader  in  Distai 
Learning  for  20  Ye; 


•Associate*Bachelor*MasteH 

Business  (Mgmt,  HRM,  Health  ( 
Management  of  Technolog; 
Pschology.  Law 

Southern  California  Unive 
for  Professional  Studit 

1840  E  17th  St  BW.  Santa  Ana.  C/ 
800-477-2254       www.scup 
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Bar  Code  Readers,  Prin 
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Readers,  Pole  Displays 
much  more.  Visit  us 
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and  consulting.  Worldwide. 

francorP' 


FOR  AO  RATES  AND  INFORMATION 

PHONE:  (312)  464  0500 
FAX:  (312)  464  0512  OR  WRITE: 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 

500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 

CHICAGO.  IL606II 


Capital  Available 

iancial  Professionals  ^ 

iD  TO  BORROW? 
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jA/ebsite:  panglobal  net     ^/ 

Venture  Capital 


Palm  Pilot  Holsters 
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I  ind  branded  services. 
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splan  @  ix.netcom.com 


Protect  Your  Palm  Organizer 

Palm  III  •■  PalmV 

#  Work-thru 
Carry  Cases 
1/8"  form-fit  skin. 
Open  lid  to  access 
Close  for  safe  stor- 
age. Pen,  IR  port  & 
buttons  readily 
accessible.  Incredible  non-slip  design,  no 
Velcro  or  adhesives.  $49  50  postpaid 
Money  back  guarantee.  RHODIANA,  800- 
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GET  YOUR  PRODUCTS 

INTO  MILLIONS  OF  MAIL 

ORDER  CATALOGS! 

We're  a  commissioned  manufacturer's 
rep  firm  specializing  in  selling  to  this 
growing  market.  Please  call: 

Direct  To  Catalogs,  Inc. 
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Developed  for  NASA.. .Perfected  by  Tempi  r-Pedic... 
Designed  to  Fit  Yoir  Body... 
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Free  setup  and  removal 

Hardwood  Base 

Indurated  Compression  Rods 


'eny  Cover 
with  Air-PermeaWe 
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SWEDISH  SCIENTISTS  GO  UNDERCOVER 
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Try  it  at  our  risk  for  90  days! 
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FREE  DEMONSTRATION  KIT 
IS  NOW  YOURS  FOR  THE  ASKING. 


<L< 


TfeMPUR-PEDIC 
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partners  nationally  to  offer  our 
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1-800-951-9620 

www.FutureSettlement.com 


Logo  Apparel 
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Publishing  Services 
Publish  Your  Book 
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or  call  1-800-695-9,599 
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Home  Decorating 


Own  A  Masterpiece! 


Exact  replicas 
on-canvas  in 
stately  wood 
frames.   Your 
friends  will 
think  you 
looted  the 
Louvre! 


FREE  Color  Catalogue 

1-800-2-CANVAS,  nq,,  i2« 

Visit  us  at: 

www.MastersCollection.com 


Dealers  Wanted 


INNOVATIVE  NEW 
SAFETY  PRODUCT 

Industrial  -  Offshore  &  Marine  -  Unique 

Opportunity  lor  dynamic  Sales  Specialist! 

MIN.  INVESTMENT  -  MAX.  REWARD 

CALL  PAUL  ©704-525-6210 


Business  Opportunities 


MAJOR  EXPANSION 


54  year  old  company  is  now  setting 
up  a  limited  number  of  exclusive 
dealers  to  market  our  products.  This 
is  a  no-nonsense  opportunity  to  be  in 
your  own  business  and  make  70- 
80%  profit  Call  for  exciting  details. 


1-800-675-6144 


Business  Software 


MAIL  ORDERS  •  WEB  ORDERS 

PHONF  ORDERS 


Order  entry,  credit,  card  processing,  shipping,  A/R,  A/I! 
contact  management  with  integrated  internet  e-mail  options, 

inventory  management,  reporting,  list  management  and 

mailing— everything  you  need  for  order  taking  by  phone,  mail 

even  the  World  Wide  Web  in  one  simple  easv-to-use  and 

affordable  Windows  program  from  Dvdacomp. 
Call  I-80O-858-5666  or  visit  vrtvw.dvdacomp.com/bwk 

McttlOrdei-Manager 


Financial  Services 


JAPANESE  HEDGE  FUND 

We  are  a  pioneer  Japanese  Hedge 
Fund  with  sound  track  record  which 
really  hedge  against  downside  risks. 

Tel:  +65-324-7873 

Fax:  +65-324-5531 

e-mail:  ndcpl@pacific.net.sg 

Home  Page:  http://homer.paclflc.net.sg/~ndcpl/ 
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No  Credit  Check  -  72  hr  Svce.  •  EZ  approval 

100K  to  5  mil.  5.5%  -  Borrowing  Made  Easier 

with  compensating  balance  deposits. 
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OFFSHORE 


Companies  from  $250 


•  Ready  made  companies 

•  Lowest  first  year  and  annual  fees 

•  Banking  and  investment 

•  Mail  and* Fax  forwarding  services 

•  Offshore  credit  cards 

•  Asset  protection  Trusts 

•  Nominee  service 


Tel. 


+353-1-679-0600  Fax:+353-1-676-0475 
E-mail:  offshore@fmcgate.com 
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Ridge  House,  1  Conyngham  Road,  Dublin  8,  Ireland 


Established  since  1980 
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Arrange  Business  Loans  and  Equipment 
Leases  from  $1,000  to  $10  million.  No  co- 
brokering.  Work  directly  with  National 
Lenders.  Unlimited  earnings  potential  and 
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FREE  45  minute 
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information  packet 
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ORDER  BY  PHONE  FREE 

1-800-997-2S 
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OFFSHORE  PRIVAi 
MAILBOX  RENTA1 


■  Many  Hidden  Benefits 

•  Bahamas  Address 

•  Mail  Forwarding  -  Courier  Sei 

■  All  Offshore  Services 

A.S.A.P.  SERVICES  LTI 

Nassau,  Bahamas 

CALL  NOW  1-888-355-8S 

www.asapbahamas 
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FREE  Information 
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Attorney  owned  and  opera! 


www.corpcreations.co 
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Start  or  expand  your  busin  ;t 
with  a  business  loan  that 
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STREET 


1IGHT  TO 
1ALL  CAPS? 


corporate  action  suggests  a  turnaround 


all  Street  is  finally  starting  to 
think  small.  Small-cap  stocks  have 
suffered,  falling  6.3%,  from  the 
tag  of  1998  through  the  first  quar- 
this  year.  But  in  the  second 
r,  the  Russell  2000  stock 
which  consists  of  small-eap- 
ion  companies,  posted  a  total 

of  15.55%,  vs.  7.05%  for  the 
wd  &  Poor's  500-stock  index, 
l  June,  for  the  first  time  this 
Dvestors  put  more  money  into 
"ap  mutual  funds  than  they  took 
ccording  to  Minneapolis  market 
(cher  Leuthold  Group, 
eral  analysts  say  it's  the  begin- 
of  a  turnaround.  "Because  the 

are  still  relatively  cheap  on  a 
■ion  basis,  investors  are  starting 
kice,"  according  to  Mary  Lisanti, 
jnvestment  officer  for  equities  at 
star    Investment    Management 

IYBACKS.  But  the  real  precursor 
nail-cap  bull  market  may  be  the 

of  corporate  activity,  including 
•  buying,  in  small  companies.  Ac- 
g  to  a  study  by  First  Call  Corp. 
fSlNKss  WEEK,  insider  buying  of 
cap  stock  has  averaged  two  buys 
■  sell  since  last  October.  In  the 
trior  to  that,  insid- 
ing  outpaced  buy- 
i  a  :!-to-l  margin. 

companies  are  an- 
ing  share-repur- 
programs  left  and 
It  makes  sense  be- 

while  their  earn- 
are  strong,  their 
I  are  cheap,"  says 

Buckingham,  re- 
l  director  at   The 

nt  Speculator,  a 
etter  that  follows 

rap  stocks.  Preston 

icy,  manager  of  the  T.  Rowe  Price 
*  lap  Value  Fund,  agrees;  "The 
•t's  unwillingness  to  value  the  a\ 

small  company   at    a   fair  price 
les   a   rare   opportunity   for   man 
Bit  to  buy  their  own  stock  at  bar- 
)rice." 

it's  not  just  corporate  insiders 


SMALL-CAP  LBO 
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who  are  on  a 
small-cap  shopping  spree. 
Large  companies  are 
snatching  them  up,  too.  In 
the  past  year,  17  companies 
in  Athe/s  210-stock  portfolio 
have  been  the  subject  of  takeover  an- 
nouncements by  larger  companies  for 
stock  or  cash  at  prices  averaging  30% 
above  the  market  price  before  the 
merger  was  announced.  "Large  compa- 
nies with  high  [price- 
earnings]  stocks  or  cash 
are  scooping  up  these 
small  companies  because 
the  cost  of  borrowing  is 
cheap  and  the  cost  of  eq- 
uity is  cheap,"  says 
Athey. 

According  to  a  recent 
Merrill  Lynch  &  Co. 
study,  mergers  and  ac- 
quisitions among  compa- 
nies with  market  caps 
under  $2  billion  will  be 
the  highest  in  a  decade. 
And  M&A  deals  in  companies  with  mar- 
ket caps  from  $200  million  to  $1  billion 
are  expected  to  increase  to  168  this 
year  from  lf><>  last  year. 

Perhaps  most  noteworthy,  loveraged- 
buyout  activity,  when  an  investor  group 
buys  a  company  mostly  with  debt  and 
uses  its  asset  sales  or  cash  How  to  re 


pay  the  money,  is  also 
increasing.  There  are  36  deals 
projected  for  this  year,  compared  with 
one  in  1998  (chart).  "The  only  time 
you  see  lbo  firms  get  involved  is  when 
the  target  companies  are  absolutely 
cheap,"  says  Athey.  "The  lbo  firm  is 
borrowing  money  at  around  9%  to  11% 
to  finance  the  buyout,  and  they've  got 
to  pay  that  back,  so  the  deal  has  to 
make  sense  on  its  own  merits."  Five 
companies  in  Athey's  fund  are  being 
taken  over  in  lbos. 

All  this  corporate  action  bodes  well 
for  the  small-cap  sector,  say  experts. 
"If  the  corporate  deal  flow  continues, 
then  there  may  be  a  resurgence  of  one 
of  the  most  difficult  components  of  the 
small-cap  thesis — namely,  small-cap  val- 
ue stocks,"  says  Satya  Pradhuman,  di- 
rector of  small-cap  research  at  Merrill 
Lynch.  Some  reasons:  Investors  who 
are  looking  for  takeover  premiums 
should  start  moving  into  small-cap  value 
issues,  and  insider  buying  should  con- 
tinue to  boost  small-cap  share  prii 
"Small  caps  need  about  a  year  of  good 
performance  before  the  big  institutional 
money  starts  piling  in."  says  Lisanti. 
Once  that  happens,  the  stocks  should 
get  a  much-needed  pop. 

And  that  would  be  the  biggest  deal  of 
all  for  small  caps. 

B  i  Marcia  Vickt  rs 
hi  New  York 


BUSINESS  WEEK  /  JULY  26,  1999  107 


Cover  Sto 


:-;m    ■■ 


-ormally,   life   for   Benjamin   M. 
Rosen  is  like  a  cake  coated  with 
an  especially  thick  layer  of  frost- 
ing. From  his  lair  on  the  43rd 
floor  of  a  glitzy  tower  in  midtown 
Manhattan,  the  66-year-old  com- 
puter-industry legend  looks  out 
on  a  stunning  view  of  Central 
Park  and  the  Manhattan  skyline.  He's  sur- 
rounded by  the  fine  things  he  has  collected— a 
Picasso  drawing  on  his  dining-room  wall,  a 
Botero  bronze  sculpture  by  the  window  and  a 
130-bottle*  collection  of  single-malt  Scotch  lined 
up  on  the  Ibreakfront.  This  is  a  portrait  of  a 
man  in  the  winter  of  his  life  savoring  his  hard- 

:  won  riches. 

The  phone  rings.  He  jumps  up,  then  checks 


r 


At  6> 
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I  ■ 


osen  is  toiling  harder  than  ever  to  fix  the  P 


A  DIGITAL 
LIFE 


1954  Earns  a  BS  in  electri- 
cal engineering  from  the 
California  Institute  of  Tech- 
nology, followed  in  1955  by 
a  masters  fVom  Stanford 
University. 


1959  Rosen  spends  six 
months  bumming  around 
Europe.  He  introduces  the 
Frisbee  to  the  South  of 
France. 

1961  After  receiving  an  MBA 
from  Columbia  University,  he 
embarks  on  a  20-year  career 
as  an  electronics  industry 
stock  analyst  on  Wall 
Street — ending  as  a  vice- 
president  at  Morgan  Stanley. 


1978  Launches  his  annual 
PC  Forum  conferences, 
schmoozefests  that  help 
coalesce  the  computer 
industry. 

1981  With 
semicon- 
ductor 
entrepre- 
neur L.J. 
Sevin,  he 
starts  ven- 
ture-capital 
firm  Sevin 
Rosen 
Funds. 
Companies 
it  backed  now  have  a  com- 
bined market  cap  of  more 
than  $100  billion. 


COMPl 

1983  He  is  appoinj 
man  of  Compaq  Co 
position  he  holds  ttj 

I 


*w 


*a^z» 


MAR.  11, 1933  Benjamin 
Maurice  Rosen  born  in  New 
Orleans.  One  of  the  high- 
lights of  his  youth  was 
marching  in  the  Mardi  Gras 
parade. 


Je#  A,  APPle 

Computer 
launches 
the  Apple 
II  personal 
computer. 
Rosen  is  so 
taken  with 
it  that  he  carts  one  around 
to  meetings  with  Morgan 
Stanley  customers  to 
demonstrate  its  usefulness 
as  a  business  machine. 


I 


1982  He  funds  hippie  entre- 
preneur Mitchell  Kapor's 
upstart  Lotus  Development. 


The  company  releasa 
product,  the  Compaij 
Portable,  weighing ; 
and  costing  $2,995] 
goes  public  in  Decerf 
raising  $67  million. 


1991  He 

and  the 
board  fire 
Compaq 
Co-Founder 
and  CEO 
Rod  Canion 
after  a  dis- 
agreement 
over  prod- 
uct strate- 
gy. Looking 
back,  Can- 
ion  says  it 
was  the 
correct 
move  to 
make  at  the 
time. 


lis 

DP 


himself.  "I  won't  worry  about  that.  It  isn't  the  important 
line,"  he  says.  He  sits  down,  but  the  spell  is  broken,  and  re- 
ality sets  in.  Rosen's  lush  life  Ls  on  hold,  and  now  the  visionary 
financier  who  backed  the  likes  of  Compaq  and  Lotus,  is  toiling 
perhaps  harder  than  ever  before.  This  is  no  time  to  stop  and 
smell  the  single-malt  Scotch.  As  chairman  of  Compaq  Com- 
puter Corp.,  he  presided  over  the  Apr.  17  firing  of  Chief  Ex- 
ecutive Officer  Eckhard  Pfeiffer  and  then  stepped  in  as  acting 
CEO. 

"PERVERSE  PLEASURE."  Now  Rosen  is  neck-deep  in  perhaps 
the  most  difficult  job  in  all  of  technology:  fixing  Compaq,  a  $31 
billion  behemoth  beset  by  slowing  growth,  slipshod  execu- 
tion, and  a  baffling  miscalculation  on  the  importance  of  the  In- 
ternet. In  three  out  of  the  last  six  quarters,  either  Compaq's 
revenues  or  earnings  have  fallen  short  of  expectations.  Its 
U.  S.  PC  sales  in  1999's  first  quarter  grew  a  measly  10%, 
while  rival  Dell  Computer  Corp.  racked  up  55%  growth.  And 
Compaq  is  forecasting  a  $260  million  loss  in  the  quarter  just 
completed.  The  stock  is  down  46%  since  late  January,  to 
about  $26  today.  Even  Lewis  E.  Piatt,  ceo  of  Hewlett-Packard 
Co.,  another  computer  giant  that's  searching  for  a  new  CEO, 
bristles  at  the  suggestion  that  the  two  companies  are  in  the 


same  boat.  "We're  not  confused,"  he  snaps.  "I'd  argue  1    ^ 
Compaq  is."  etorc 

Rosen  couldn't  disagree  more.  Yet  it's  perceptions  ^  w' 
these  that  have  him  working  12-hour  days  to  tackle  the  pi  lllf 
lems  at  Compaq.  It's  anything  but  business-as-usual  for  Ra  ^  m 
one  of  the  industry's  most  influential  power  brokers — a  s  lfcj' 
spoken  man,  who  has  worked  for  decades  behind  the  sea  ™> ll 
spotting  the  trends  and  pulling  the  strings.  Never  mind  th( l[  ll" 
startups  that  he  has  invested  in  over  the  past  few  year  J1* 
which  he  loves  to  drop  in  on.  Forget  his  usual  prowling  to 
the  overlooked  entrepreneur  that  might  spawn  a  brand-ne^  le' ( 
dustry.  And  golf,  his  passion  of  the  past  11  years?  His  m  *lai1' 
berships  in  eight  swank  country  clubs  are  sitting  idle.  "Li  * !'  '• 
did  I  know  I'd  be  working  this  hard  at  66,"  he  says. 

Yet,  he  also  takes  a  "perverse  pleasure  in  this,  in  spit(  '*' ;i 
my  grousing  about  the  work,"  he  says.  Rosen  is  convinced  t le '■ 
Compaq's  strategy  is  a  sound  one.  "Many  of  the  press  and  '  * 
alyst  reports  are  negative.  But  I  know  we're  going  to  tun  01  ll 
around  and  I'm  going  to  take  a  great  deal  of  pleasure  in  it,"  * 
says.  He  ought  to.  The  value  of  his  5.5  million  shares lo1  - 
Compaq  has  dropped  to  $143  million — about  half  what  it  vl',!a 
six  months  ago. 


After  a  career  of  nearly  40  years,  Rosen's  stature  is  huge,  itei 
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1993  With 
rocket  scien- 
tist older 
brother, 
Harold 
Rosen,  he 
launches 
Rosen 
Motors,  an 
attempt  to 
:o  industry  to 
rw  turbine  engine, 
any  fails  in  1997. 

paq  overtakes 
:ome  the  world's 
!  company. 

(J&eevrt 

f    1998  Rosen 
invests  in  Ask 
Jeeves,  the  easy- 
to-use  Internet 
search  service. 
The  company 


goes  public  in  June,  1999, 
and  his  5.8%  stake  is  worth 
nearly  $90  million.  Compaq 
announces  plans  to  acquire 
Digital  Equipment  Corp.  for 
$8.4  billion  as  part  of  its  plan 
to  become  a  major  player  in 
corporate  computing  markets. 

APR.  17, 1999  Rosen  and 

the  Compaq  board  fire  CEO 

Eckhard 

Pfeiffer. 

Rosen  is 

appointed 

acting  chief 

executive 

while  the 

search  for  a 

new  CEO 

goes  on. 

JUNE  17, 1999  Rosen 
announces  a  major  reorgani- 
zation at  Compaq  and  the 
company  forecasts  a  $260 
million  loss  for  the  second 
quarter. 


hough  Compaq  'is  far  from  a  startup  these  days,  the 
I  to  reinvent  the  company  gives  him  an  opportunity  to 
ilge  what  he  loves  about  business.  "What's  most  grati- 
to  me  is  to  take  sketches  or  ideas  and  create  a  living 
Jiy  employing  thousands  of  people — and  creating  new  in- 
es.  It's  an  exhilarating  feeling,"  he  says. 
this  time,  though,  Rosen  had  hoped  to  have  someone 
it  the  helm.  He  has  been  forced  to  recalibrate  his 
ible  and  now  is  expecting  to  land  a  ceo  some  time  in  the 
!()  days.  Whoever  it  is,  it  won't  be  his  first  choice.  That 
late,  Continental  Airlines  Inc.  President  Gregory  D. 
teman,  (hopped  out  on  June  28.  Officially,  Brenneman 
te  is  happy  where  he  is.  Unofficially,  those  familial-  with 
scussions  say  that  Brenneman  was  worried  that  Rosen 
be  a  backseat  driver  who  wouldn't  give  him  free  rein  to 
ie  company. 

,  the  legend  of  Rosen.  It's  huge  even  in  techdom,  a 
Of  jumbo  personalities  and  deafening  hype.  For  the 
18  years,  Rosen  has  had  an  uncanny  sense  of  where 
ology  was  headed  and  how  tn  cash  in  on  it.  As  a  Wall 
t  analyst  in  the  '60s  and  '70s.  he  was  the  among  the 
to  recognize  the  PC  revolution  and   put   the  likes  of 
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Intel  Corp.  and  Apple  Computer  Inc.  on  the  map 
Rosen  was  the  Indu  try*    agenda    etter  lb    w    Forum 
conferences    where  he  entertained  the  young  William  H. 

Gates    III    and    pals   by    balancing   chaif     and    DOXS     OB    hi-. 

chin    were  musl  attend  Bchmoozefe  I    thai  solidified  th 
of  the  coming  year-.  Later,  as  a  venture  capitalist,  he 
the  first  to  spot  the  promise  in  Compaq  and  software  maker 
Lotus  Development  Corp.  And  when  Compaq  lost  its  way  in 

I'.i'.M,  it  was  Rosen 
who  stunned  the  in- 
dustry by  booting  out 
CEO  and  co-founder 
Joseph  R.  "Rod"  Canion,  putting  the  company  on  an  agj_" 
sive  course  that  made  it  No.  1  in  PCS. 

Now  well  see  if  Rosen  still  has  the  Midas  touch.  In  the  12 
weeks  since  he  swapped  his  posh  New  York  pad  for  a  hotel  in 
sweltering  Houston,  he  has  been  on  a  tear.  Rosen  and  his  two 
partners  in  an  interim  Office  of  the  CEO — directors  Frank  P. 
Doyle  and  Robert  Ted  Enloe  III — have  an  overarching  goal: 
To  whack  $2  billion  in  expenses,  speed  up  the  company,  and 
dive  headlong  into  the  Internet  game.  Right  off,  Rosen  took  an 
axe  to  Compaq's  sacred  sales  channel,  slashing  the  number  of 
distributors  from  40  to  four  as  a  way  to  better  manage  in- 
ventories. He  streamlined  the  company's  structure  into  three 
new  divisions — consumer  PCs,  business  PCs,  and  corporate 
computing  and  services.  More  important,  each  of  those  divi- 
sions now  has  profit  responsibility. 

RAISING  EYEBROWS.  Transforming  Compaq  from  a  no-show 
into  an  E-commerce  contender  is  now  Priority  No.  1.  Rosen 
vows  to  move  the  needle  on  sales  of  Compaq  business  com- 
puters over  the  Internet  from  15%  to  25%  by  the  end  of  the 
year.  He  has  set  aside  $100  million  to  boost  the  company's  pro- 
file as  a  supplier  of  powerful  Internet  computers  and  ser- 
vices. He's  pushed  out  a  half-dozen  managers  and  is  looking  to 
hire  an  Internet  czar.  And,  in  an  eyebrow-raising  move,  he  has 
sold  controlling  interest  in  the  company's  AltaVista  Web 
search  engine  subsidiary  to  gain  a  strategic  alliance  with 
CMGI  Inc.  and  its  portfolio  of  40  Web  companies. 

For  the  most  part,  Rosen  &  Co.  are  getting  kudos  for 
their  efforts  from  Wall  Street  analysts — and  acknowledge- 
ment that  it  was  time  for  Pfeiffer  to  go.  Already  the  stock  has 
nudged  up  4  points  since  they  stepped  in.  "Eckhard  was  all 
talk  and  no  action,"  says  analyst  Ashok  Kumar  of  Piper  Jaf- 
fray  Inc.  "Ben  and  the  boys  are  moving.  They're  biting  the 
bullet  and  taking  the  pain  now." 

But  is  it  too  much  pain?  The  past  three  months  have  been 
a  whirlwind,  even  by  ceo  standards.  And  they've  been  down- 
right stunning  for  someone  just  holding  down  the  job  tem- 
porarily. That  has  experts  fretting  that  Rosen  may  be  going 
too  far,  and  no  ceo  candidate  worth  his  or  her  salt  will  want 
to  step  into  the  middle  of  his  grand  plan. 

Rosen  seethes  at  such  a  notion.  "It's  not  true,"  he  says. 
"During  good  times,  which  has  been  most  of  Compaq's  16 
years,  I've  been  a  normal  board  member.  I  go  to  meetings.  I 
talk  to  the  CEO.  I  help  if  he  wants."  He  has  no  interest  in 
managing  Compaq  long  term,  he  says,  adding:  "I'm  a  dilet- 
tante, not  a  worker."  Besides,  Rosen  says  he  has  had  little 
choice  but  to  move  fast  with  rivals  outpacing  the  company  on 
so  many  fronts.  "We're  operating  on  Internet  time  now,"  he 
says.  "The  industry  is  moving  so  rapidly  there's  a  big  penalty 
for  not  acting." 

It  may  turn  out  that  Compaq  is  penalized  anyway.  Rosen's 
new  streamlined  structure  may  speed  things  up,  but  it  won't 
put  Compaq  any  closer  to  the  biggest  corporate  customers,  an- 
alysts say.  That's  a  must  in  today's  marketplace,  where  PC 


techdom's  jumbo  personalities  and  deafening  hype 
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ROSEN'S  TURNAROUND  PLAN 


REORGANIZE  OPERATIONS  To  better  understand  customers,  the  company  is  being  split  into  three  divisions — 
PCs  for  consumers,  PCs  for  businesses,  and  high-powered  computers  and  services  for  big  corporate  customers. 

RESTRUCTURE  DISTRIBUTION  In  an  effort  to  reduce  inventories  in  its  distribution  channels,  Compaq  in  Augus 
will  reduce  the  number  of  wholesalers  it  deals  with  from  40  to  four. 

TAP  THE  POWER  OF  E-BUSINESS  The  company  increased  its  spending  for  a  new  initiative — called  Non  Stop 
eBusiness — by  $100  million.  It  hopes  to  sell  lots  of  high-powered  Digital  and  Tandem  computers  to  Web  sites. 


COMPAQ'S  GROWTH 
HAS  SLIPPED... 


--- 

■ 

■ 

rTlRST-QUARTER  U.S.    1 
PC  SHIPMENT  GR0WTH*| 

....... 


COMPAQ      DELL       GATEWAY   HEWLETT       IBM 
PACKARD 


DATA:  INTERNATIONAL  DATA  CORP. 


•FROM  A  YEAR  AGO 


SELL  MORE  COMPUTERS  ONLINE 

To  boost  online  sales  from  less  than 
15%,  Compaq  is  adopting  a  central- 
ized system  for  handling  E-commerce 
orders  from  customers  and  distribu- 
tion partners.  The  idea  is  to  match 
the  efficiencies  of  direct-seller  Dell 
Computer. 

FIND  A  NEW  CEO  The  board's 
attempt  to  hire  Continental  Airlines 
President  Gregory  D.  Brenneman  was 
rebuffed.  Now  it's  back  to  the  drawing 
board.  Rosen  is  looking  for  a  high- 
powered  executive,  even  one  from  out- 
side the  computer  industry. 


..AND  ITS  STOCK  PRICE 
HAS  SWOONED 


0 
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makers  also  supply  the  heavy-duty  servers  and  software  that 
handle  a  company's  biggest  jobs,  ibm,  for  example,  uses  its 
booming  services  business  to  develop  tight  customer  rela- 
tionships and  feed  client  needs  back  to  its  product  develop- 
ment groups.  Rosen  needs  to  create  a  similar  feedback  loop  ei- 
ther by  beefing  up  Compaq's  service  organization  or 
eliminating  resellers  altogether  for  the  company's  largest  cus- 
tomers. "Their  resellers  know  more  about  the  client  than 

they  do,"  says  Gartner 
Group  Inc.  analyst 
Kevin  Knox. 

The  Digital  Equip- 
ment Corp.  acquisition  was  going  to  fix  that.  Compaq  bought 
Digital  last  June  for  $8.4  billion  as  a  way  to  offer  soup-to-nuts 
computers  and  services  for  corporate  customers.  Digital  also 
gave  Compaq  much-needed  software  skills  and  rounded  out  its 
selection  of  high-end  computer  systems — important  products 
that  drive  the  market  for  services.  But  so  far,  Compaq  has 
struggled  to  integrate  Digital  and  hasn't  been  able  to  make  the 
service  organization  pay  off. 

Rosen's  even  bigger  challenge  may  be  turning  Compaq  into 
an  E-player.  Compaq  traded  83%  of  AltaVista  for  a  16% 
stake  in  cmgi  to  give  the  company  a  rapid  infusion  of  Net 
skills.  That  may  prove  to  be  a  financial  boon  if  cmgi's  stock 
continues  to  defy  gravity.  It's  not  clear,  however,  that  the 
deal  actually  gives  Compaq  the  E-commerce  capabilities  it  will 
need,  such  as  software  so  Compaq's  computers  will  be  in  big- 
ger demand  to  handle  Web-site  traffic.  "It  seems  odd  to  spin 
off  the  one  thing  that  they  had  that  really  has  an  established 
brand  on  the  Net,"  says  James  Moore,  chairman  of  manage- 
ment consultant  GeoPartners  Research  Inc. 

Rosen  isn't  buying  that.  He  says  that  Compaq  is  by  far 
the  market-share  leader  in  PCs,  and  it  can  harness  Digital's 
high-powered  computers,  networking  expertise,  and  ser- 


vices. Compaq  is  better  positioned  than  Dell,  he  believes| 
cause  it  can  sell  computers  to  customers  the  way  they 
to  buy  them — via  the  Internet,  through  retailers,  or 
Compaq's  field  sales  force.  The  deal  with  cmgi,  he  belie 
gives  Compaq  the  ability  to  sell  a  potent  combination 
computers  and  technology  provided  by  cmgi's  Web  cor 
nies — all  sewn  together  for  customers  by  Compaq's 
vices  organization.  "I  see  no  reason  why  we  can't  bel 
leading  information-technology  company  in  the  next  [ 
years,"  says  Rosen.  , 

That's  trademark  Rosen,  who's  so  well-known  for  his 
mism  that  he's  quick  to  insist  he's  not  'looking  through  Re 
colored  glasses."  Still,  his  can-do  spirit  is  starting  to  infuse 
company.  Rosen  and  his  sidekicks  have  busted  Compaq's 
of  indecision — quickly  shifting  personnel,  approving  ne\ 
vertising  plans,  canceling  corporate  jets  that  had  beer 
dered,  and,  according  to  director  Tom  Perkins,  "reducing 
prison  culture"  of  the  executive  offices  by  getting  ri{ 
guards  and  security  cameras. 

Partners  already  see  a  difference  in  the  computer 
Christina  C.  Jones,  president  of  pcOrder.com,  an  E-comm| 
technology  provider,  says  Compaq  moved  quickly  in  Jt 
complete  a  deal  with  pc.Order  to  provide  the  technolog 
Compaq's  online  sales  activities.  "Having  Rosen  there  reallj 
celerated  things,"  she  says.  "People  at  Compaq  feel  emp 
ered  to  move  aggressively." 

Rosen  is  leading  by  example.  Executives  say  PfeJ 
had  become  isolated  from  the  troops.  Rosen,  by  contrast,! 
his  meals  in  the  company  cafeteria,  as  do  Enloe  and  Do 
The  three  are  reading  and  answering  all  their  own  E- 
They've  met  one-on-one  and  in  groups  with  hundred! 
people  at  headquarters.  And  they've  gone  to  a  seriej 
meetings  around  the  country — the  company's  so-called  [ 
lutions  Seminars  for  corporate  customers.  While  travel 


Rosen  &  Co.  busted  Compaq's  dam  of  indecision, 
cutting  corporate  jets,  guards,  and  security  cameras 
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No  one  ever  got  fired  for  buying  you-know-who?  Not  anymore. 

commerce,  you  need  a  company  with  a  proven  deployment  record  for  fast  return  on  investment.  Intershop. 


www.intershop.com/working 


THEY  SAY 
NO  THANKS 

A  handful  of  exec- 
utives have  taken 
themselves  out  of 
the  running  since 
Compaq  began  its 
search  for  a  CEO 
to  replace  Eckhard 
Pfeiffer,  who  was 
fired  Apr.  1 7.  The 
company  says  it 
hopes  to  have  a 
new  chief  execu- 
tive within  30 
days.  The  latest 
speculation:  It's 
looking  at  execs  in 
the  communica- 
tions industry. 


RAYMOND 
LANE 

President 
Oracle  Corp. 

The  software  exec 
says  he  shouldn't 
run  a  PC  company. 
On  Rosen:  "Ben 
let  Eckhard 
Pfeiffer  go  off  and 
he  wasn't  paying 
attention  to  the 
business." 


GREGORY 
BRENNEMAN 

President 
Continental  Airlines 

Brenneman  won't 
comment,  but 
sources  say  he  was 
concerned  that 
Rosen  would 
meddle  and 
wouldn't  let  him 
run  the  business 
with  a  free  hand. 


EDWARD 
ZANDER 

President 

Sun  Microsystems 

He's  happy 
running  operations 
at  the  booming 
computer 

company.  "None  of 
these  PC  makers 
ever  make  money," 
he  says  of  Compaq 
and  its  brethren. 


DAVID 
HOUSE 

President 
Nortel  Networks 

The  former  Intel 
exec  is  leaving 
Nortel  in  August, 
but  sources  say 
he's  unlikely  to 
take  the  Compaq 
job.  He  thinks 
Compaq's  troubles 
run  too  deep. 


Cover  Story 


the  trio  took  side  excursions  to  huddle  with  some  400  Com- 
paq employees  in  branch  offices  around  the  country. 

How  is  the  sexagenarian  cramming  so  much  into  a  short 
time?  Determination,  for  one.  This  is  a  guy  who  every  year 
leads  what  friends  call  the  "Bataan  death  march"  of  golf — 
three  36-hole  days  at  Mexico's  Cabo  San  Lucas  resorts.  On  the 
job,  Rosen  is  superefficient.  He  and  his  two  partners  in  the  Of- 
fice of  the  ceo  are  jammed  into  Pfeiffer's  old  quarters  so 

they  can  talk  continu- 
ously and  even  over- 
hear each  other's 
phone  conversations. 
Rosen's  staff  meetings  are  quick  and  to  the  point — usually  less 
than  one-hour  long.  And  he  has  squeezed  in  conversations  with 
more  than  100  customers  since  mid-April. 

None  of  this  should  be  a  surprise.  Rosen  has  never  been 
satisfied  with  being  ordinary  and  excelled  at  a  tender  age. 
Brother  Harold  remembers  that  Benji — his  family's  pet  name 
for  him — learned  the  trick  of  doubling  numbers  at  age  3  and 
would  perform  on  demand,  standing  on  a  chair  so  guests  at 
the  family's  home  could  see  him.  "He  got  up  to  1,048,576 — two 
to  the  20th  power,"  says  Harold,  a  semi-retired  rocket  scientist. 
"Turns  out  binary  numbers  stood  him  in  good  stead  when  the 
Digital  Age  came."  The  urge  to  entertain  has  stuck  with 
Rosen,  too.  He  juggles,  spins  trays  on  his  fingers,  and  balances 
chairs  on  his  chin  to  this  day. 

"EXHILARATING."  There's  still  a  lot  of  the  kid  in  him.  He  loves 
charades  and  crossword  puzzles — completing  The  New  York 
Times'  vaunted  Sunday  magazine  puzzle  in  ink.  He  gets  great 
pleasure  out  of  showing  people  things  he  has  collected — in- 
cluding a  classic  Wurlitzer  jukebox  in  his  kitchen.  (During  a 


tour  of  his  apartment,  Rosen  opens  the  box  to  show  its 
nosaur-like  vacuum  tubes.)  He  came  to  golf  late,  at  age  55, 
still  has  a  not-so-terrible  19  handicap.  He's  so  committed  to 
game  that  four  years  ago  he  had  both  of  his  ailing  knees 
placed  at  once  so  he  could  limit  the  amount  of  time  he'd  be 
the  links. 

Rosen's  early  family  life  wasn't  so  pleasant.  His  father 
dentist,  plied  his  trade  in  the  parlor  of  the  family's  New 
leans  home.  His  parents,  Isadore  and  Anna  Rosen,  divorc 
when  he  was  eight  and  his  mother  made  just  $20  a  week  a 
secretary  while  raising  three  children  on  her  own.  She  vali 
education  and  wanted  to  see  her  children  get  ahead.  So,  w 
help  from  a  brother,  she  scraped  together  enough  money 
send  Rosen  to  a  top-notch  private  school.  His  mother  a 
brother  served  as  role  models  that  helped  him  "always  see  t 
solutions,  not  the  problems,"  says  Rosen. 

That's  not  to  say  he  doesn't  feel  down  from  time  to  tin 
"He  called  me  after  he  fired  Eckhard  and  said  it  was  the  ha 
est  day  of  his  life,"  says  sister  Ruth  Weisel.  Rosen  has  be 
separated  from  his  wife,  Alexandra,  for  the  past  two  years 
something  he's  not  willing  to  talk  about.  He  doesn't  share  en 
tion  easily.  Outwardly,  he's  calm  and  analytical — even  un( 
stress.  At  the  end  of  one  torturous  day  at  Compaq,  he  w( 
back  to  his  hotel  room  where  he  nervously  munched  his  w 
through  most  of  the  candy  in  the  minibar. 

Early  on,  Rosen  emulated  big  brother  Harold.  He  follow 
him  into  engineering,  and  even  worked  with  him  briefly 
Raytheon  Co.  in  Southern  California  in  the  early  1950s.  B 
Rosen  changed  lanes  when  he  saw  that  he  would  only  be 
run-of-the-mill  engineer.  He  had  always  been  interested 
business,  so  he  went  to  Wall  Street  and  established  liimself 


Rosen  thrives  on  intellectual  stimulation,  which 
is  why  he's  constantly  seeking  out  entrepreneurs 
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When  considering  e-commerce  providers,  consider  this:  In  the  new  Internet  world, 
the  old  names  aren't  necessarily  the  best  to  work  with.  Just  because  someone  built  your 
mainframe  doesn't  mean  they  should  be  providing  your  e-commerce  solutions. 

Enter  Intershop.  Focused  exclusively  on  producing  sell-side  e-commerce  applications, 
our  software,  combined  with  our  network  of  systems  integrators  and  partners,  is  at  the 
heart  of  a  total  solution.  In  fact,  our  applications  could  even  be  deployed  without  long  lead 
times  or  months  of  waiting. 


Which  is  one  reason  why,  last  year  alone,  more  new  commerce  sites  were  developed 
on  our  products  than  our  closest  three  competitors  combined.  (  International  Data 
Corp.,  April,  1999) 

Better,  you  can  easily  upgrade  from  simple  web  catalogs  to  industrial  strength 
web-enabled  business  processes. 

And  that  brings  fast  return  on  investment.  At  whatever  level  you  need.  No  sudden 
cost  spirals.  No  new  mainframes.  Just  a  sell-side  e-commerce  site  that  gets  you  up  and 
doing  business  on  the  web  today.  Way  before  anyone  else.  So  the  only  people  who  get 
terminated  are  your  competitors. 

To  find  out  more  or  download  a  case  history,  visit  our  web  site,  www.intershop.com. 
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a  technology  analyst — primarily  at  Morgan  Stanley  &  Co. 
Rosen's  special  insight  was  that  he  understood  early  that 
the  calculators  and  digital  watches  made  possible  by  semi- 
conductor technology  would  soon  grow  up  into  more 
powerful  machines.  When  the  Apple  II  computer  came  out 
in  1977,  he  became  a  self-appointed  evangehst  for  the  po- 
tential of  the  PC — carrying  one  around  on  visits  to  Morgan 
Stanley  clients  and  demonstrating  to  them  that  the  ma- 
chine was  not  a  toy. 
"He  was  the  first  per- 
son on  Wall  Street 
who  took  PCs  serious- 
ly," says  Mitchell  Kapor,  the  Lotus  founder. 

Rosen  had  a  knack  for  spotting  opportunities  because  he 
was  a  gadget  geek  himself.  He  suffered  the  pain  of  carrying 
around  the  Apple  II,  so,  five  years  later,  he  understood  the  at- 
traction of  the  original  "luggable"  Compaq  computer  when 
Canion  showed  him  a  sketch  drawn  on  the  back  of  a  diner 
place  mat.  He  wrote  his  own  financial  calculation  programs  un- 
til PC  spreadsheets  came  out.  And,  if  something  went  wrong, 
he  was  on  the  phone  with  the  company  to  give  his  critique. 
The  first  time  Kapor  met  Rosen  was  in  1979,  when  Kapor  and 
a  partner  published  a  basic  graphics  program  and  Rosen 
called  him  up  looking  for  technical  support. 

Backing  startups  was  a  natural  progression  from  Rosen's 
Wall  Street  perch — which  he  gave  up  in  1981  because  it  had 
become  too  routine.  He  teamed  up  with  L.  J.  Sevin,  a  former 
chip  company  ceo  whom  Rosen  met  as  an  analyst  covering  his 
company,  Mostek  Corp.  That  year,  they  hung  out  their  shingle. 
They  had  their  share  of  spectacular  failures — Osborne  Com- 
puter, for  example,  the  British  maker  of  a  non-IBM  compatible 
PC  that  crashed  and  burned  in  1982.  But  Rosen  and  Sevin  are 
remembered  for  their  hits:  Lotus,  Compaq,  Ciena,  Silicon 
Graphics,  Citrix,  and  Electronic  Arts.  "He  was  great  at  sniff- 
ing out  things  that  were  going  to  happen — rather  than  already 
happened,"  says  Sevin,  who  is  retired. 


Rosen  wasn't  just  a  great  investor.  He  plunged  ii  '';""", 
helped  his  companies'  CEOs  out  when  needed.  Canioi 
Compaq  co-founder,  remembers  that  it  was  Rosen  wh<  i 
vinced  computer  dealers  to  carry  Compaq  as  well  as  IB 

But  Rosen  is  best-known  for  being  tough  with  CEOs  "^ 
pecially  for  the  way  he  fired  Canion.  The  company  was  t 
ened  by  cheap  Asian  imports,  and  the  two  disagreed  or 
to  fix  things.  Canion  planned  on  building  his  own  lowe 
PCs.  But  Rosen  believed  Compaq  needed  to  get  into  the  ' 
ket  faster  and  should  buy  standard  components  from  sup]  " 
To  prove  his  case,  he  sent  a  small  team  of  Compaq   fl,ai1 
neers  to  Comdex,  the  big  computer  trade  show.  They  b  Sl 
components  at  considerably  lower  cost  than  if  Compaq  ha 
the  whole  thing  itself.  At  a  fateful  October  board  mei 
Rosen  presented  his  findings  and  the  board  fired  Canion 
moting  Pfeiffer  to  fill  his  shoes. 

Canion  was  stung.  He  and  Rosen  didn't  speak  for  j 
But  gradually  their  relationship  became  cordial  again.  Anc  * 
month,  they  met  in  Compaq's  executive  offices — the  first 
Canion  had  been  there  since  his  ouster.  Rosen  gave  G 
some  advice  about  a  business  issue  he  was  wrestling 
Looking  back,  Canion  still  disagrees  with  Rosen  about  the 
cost  PC  strategy.  But  he  says  Rosen  was  justified  in  firing  ^ 
"I  was  burned  out.  I  needed  to  leave,"  says  Canion.  "He 
didn't  have  a  strong  sense  of  urgency." 

Pfeiffer's  ouster  was  an  altogether  different  matter, 
hind  the  scenes,  Rosen  and  the  board  had  been  fretting 
Pfeiffer's  performance  since  last  summer — and  told  him  sc 
rector  Perkins  says  the  board  gave  Pfeiffer  two  "C-mini 
on  his  annual  review  for  product-quality  problems  and  his  » 
ure  to  develop  a  potential  successor. 

Last  fall,  Rosen  suggested  that  Pfeiffer  recruit  some  to  ■  Fori 
ecutives  and  create  an  Office  of  the  President.  "Eckhard  pu 
back,"  says  Perkins.  Board  members  say  Pfeiffer  had  isol  >J  Lai 
himself  with  his  clique  of  Chief  Financial  Officer  Earl  Mi  stJ 
Senior  Vice-President  John  Rose,  and  Human  Resources  ( interest* 


says  i 
mth 

iD-pei 
lion 
e.  Su 

mips  in 


oiiirm 
we  sta 
Bu 
b  was 


pi  IS 


I  WAS  AN  ASSET. . .  RATHER  THAN  A  MEDDLER' 


Benjamin  M.  Rosen  has  long  been  a 
strong  force  in  the  companies  he 
invests  in,  largely  due  to  his  belief 
in  an  independent  board  chairman. 
Rosen  is  chairman  of  Compaq  Comput- 
er Corp.,  where  he  is  one  of  the  11  out- 
side directors  on  the  12-person  board. 
But  he  is  criticized  for  being  meddle- 
some by  some  people  and  for  not  acting 
soon  enough  by  others,  business  week 
software  editor  Steve  Hamm  got 
Rosen's  views. 

Q:  Why  did  you  become  a  champion  of 
the  independent  board  of  directors? 
A:  It  came  out  of  my  venture-capital 
roots.  In  startups,  the  typical  board  is 
made  up  of  the  founder  and  CEO  of  the 
company  and  the  investors  who  are  the 
venture  capitalists.  They're  owners  of 
the  company,  and  one  of  them  is  select- 
ed as  chairman.  As  the  company  grows, 
some  of  the  venture  capitalists  cycle 
off — and  you  bring  in  other  outsiders 
with  different  skills.  That's  what  hap- 
pened with  Compaq,  with  the  exception 
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that  I  stayed  on  as  chairman.  The 
board  is  supposed  to  represent  share- 
holders, to  maximize  long-term  value, 
and  to  select  and  supervise  manage- 
ment of  the  company. 

Q:  In  many  companies,  the  ceo  is  the 
chairman  and  a  lot  of  the  directors  are 
insiders.  Why  did  you  do  it  differently? 
A:  It  emerged  because  we,  as  the  own- 
ers of  the  company,  felt  it  was  the  right 
thing  to  do.  The  ceo  should  not  be  in 
charge  of  the  group  that's  supervising 
the  ceo.  You  need  checks  and  balances. 

Q:  What's  the  boundary  between  the  job 
of  the  ceo  and  the  job  of  the  nonexecu- 
tive cfuiirman? 

A:  They're  very  different.  The  nonexec- 
utive chairman  is  in  charge  of  the  board 
and  keeps  the  closest  liaison  with  the 
ceo.  But  it's  not  an  operating  role.  It's 
not  a  management  position. 

Q:  But  at  Compaq,  you  seem  to  have 
gone  over  the  line.  You  asked  Compaq 


employees  to  do  some  research  Itowi 
in  1991  that  was  instrumental  »np 
ly  in  the  board  firing  ceo  Rod  the  u 
A:  When  a  company  faces  a  cr  it  issue 
board  has  to  react  and  decide  m  indu 
it's  a  short-term  issue  that  will  if! 
over  or  a  long-term  issue  that  »  i 
feet  the  life  of  the  corporation,  to  mas 
case,  the  board  felt  we  were  fa  .Itn 
a  necessity  to  change  the  corp<fe 
strategy  to  meet  a  changing  w  e  had 
where  price  became  paramouw  nenta 
sumers'  decisions.  The  only  wa 
could  be  competitive  was  to  ra  1 1 
change.  The  management  disag  \u 
They  felt  the  problems  were  te  o 
So  I  felt  compelled  to  support  i  b 
sis  in  some  tangible  way.  That's  in 
sought  middle-level  managers  1 1 
me  document  the  case.  h; 

io 

Q:  Did  you  do  anything  like  th- 
tfie  board  fired  ceo  Eckhard  PI  n 
A:  No.  We  had  been  observing 
pany's  problems  over  a  two-yea  eo 
In  three  of  the  last  four  years,  i  n 


Hltsch — all  now  gone     causing  resent  incut  in  the  man 

4   ranks.  The  three  could  nol  be  readied  for  comment 

p  nspecL,  it  would  have  been  better  if  we  acted  earlier," 
f  <  Rosen.  He  faults  himself  for  not  pushing  Compaq 
»  o  harness  the  Internet.  He  really  didn't  focus  on  il  un- 
i  onths  ago.  "We  should  have  been  on  the  leading  edge," 
I 

ft  i  the  axe  fell,  Rosen  wasn't  the  sole  instigator,  how- 
t  her  hoard  members  say  they  asked  Rosen  to  call  the 
u  neeting  in  New  York  on  Apr.  If).  "He  doesn't  bully  the 

ito  a  point  of  view,"  says  director  Ken  Roman,  a  for 

executive.  The  board  voted  unanimously  to  boot  Pfeif- 
spent  most  of  the  six-hour  session  debating  how  to 
ie  transition.  They  agreed  that  they'd  search  outside 

•w  CEO — and  asked  Rosen  to  fill  in  temporarily. 

his  pail,  Pfeiffer  doesn't  believe  he  deserved  to  be 
I  He  says  he  had  nearly  completed  integration  of  Digital's 

nis  with  Compaq. 

l7,(XK)-person  work- 

•duction  was  ahead 

dule.  Sure,  "there 

umps  in  the  road," 

concedes.  The  tran- 

»  direct  selling  was 
wore  slowly  than  he 
I'ped.  But,  "overall, 

on  was  good,"  he 

ceo  search  is  back 
are  one  now  that 
>man  is  out  of  the 
Former     candi- 

like  Oracle  Corp. 
,ay  Lane  and  at&t 

Dt  John  D.  Zeglis — 
nterested.  And  Nor- 


short  of  expecta- 
ok  a  significant  hit 

price.  There  were 
)ng  the  way.  We 

to  wrestle  with 
msing  this.  Was  it 
the  company,  a 
t  issue,  an  execu- 
n  industry  issue? 
t  of  this,  we  made 
acquisitions,  and 
.0  mask  the  under- 
.  It  wasn't  until  the  first 
his  year  that  we  realized  the 
e  had  been  seeing  were 
mental  than  we  had  thought. 

concerned  that  Compaq's 
independent  board  is  going 
>  candidates.' 
by  the  quality  of  the  people 

n  this  position,  I'd  say  we 
hat  this  is  not  the  case, 
have  preselected  themselves 
ii  candidates  tend  to  be  se- 
And  it  would  take  an  inse- 
1  to  be  put  off  by  this. 

topic  have  sit id  you're  a 
■ircr.  What's  i/our  response? 


tel  Networks  President  David  L.  House,  who  was  approached 

more  recently,  is  lukewarm  to  the  job,    oui  I 

says  he's  not  giving  up  the  chairman  hjp  in  order  to  lure  a  new 
I  in,  but  director  Roman  says  the  board  IS  open  to  letting 
the  new  leader  be  chairman  as  well  as  chief  executive.  "We 
want  the  best  CEO  for  the  business  and  we're  willing  to  do 
whatever  is  necessary  to  get  that  CEO,"  he  says. 

CEO  candidates  might  be  interested  to  know  that.  Rosen  was 
no  gentler  about  giving  himself  the  boot.  In  1993,  he  and  Iris 
brother  Harold  started  Rosen  Motors  to  develop  a  hybrid 
car  that  would  be  jxjwered  by  a  gas  turbine  engine  and  an  en- 
ergy-saving flywheel.  The  prototype  was  highly  fuel-efficient 
and  gave  off  virtually  no  emissions.  But  the  Rosens  couldn't 
convince  any  of  the  major  auto  makers  to  back  them,  and  in 
1997,  after  Ben  Rosen  invested  $24  million  of  his  own  money, 
the  brothers  shut  down  the  70-person  operation. 

It  was  a  sad  day  when  Rosen  Motors  closed — but  Rosen  did- 
n't go  into  mourning.  It's 
nothing  like  the  way  he 
feels  about  Compaq  today. 
"I  could  fail  with  impunity 
with  Rosen  Motors.  It  was 
my  money,"  he  says.  "But, 
with  Compaq,  failure  is  not 
an  option.  I'm  responsible." 
And  if  Rosen  finds  a  CEO, 
and  Compaq  comes  around 
quickly,  all  the  better.  He 
can  get  back  to  savoring 
his  single-malt  Scotch  col- 
lection and  polishing  up  his 
golf  game. 

By  Steve  Hamm  in  New 
York  with  Ira  Sager  in 
New  York  and  Peter  Bur- 
rows in  Sa?i  Mateo,  Calif. 


ROSEN:  7  never  shirked  my  responsibility  with  Compaq' 


A:  It's  not  true.  During  good  times, 
which  has  been  most  of  the  16  years  of 
Compaq's  operations,  I've  been  in  a  po- 
sition of  a  normal  board  member  of  the 
company.  I  go  to  board  meetings.  I  talk 
to  the  CEO.  I  help  if  he  wants  a  cus- 
tomer visit  or  a  speech.  But  I  think  if 
you  talk  to  either  of  our  previous 
CEOs — other  than  the  times  when  we've 
had  problems — they  thought  I  was  an 
asset  to  the  program  rather  than  a 
meddler. 

Q:  What  about  the  people  Who  say  you 

havenl  been  watching  close  enough? 

A:  I  never  shirked  my  responsibility 
with  Compaq.  The  board — when  it 
makes  a  decision  like  this — has  to  make 


sure  it's  doing  the 
right  thing.  You  can't 
act  precipitously  and 
capriciously  and  on  the 
basis  of  one  disappoint- 
ment. On  the  other 
hand,  the  board  can't 
wait  forever.  Look  at 
the  '80s.  Three  com- 
petitors of  ours — Ap- 
ple, Digital,  and  IBM — 
ran  into  very 
significant  problems  and  their  boards 
took  as  long  as  six  or  seven  years  to 
address  them.  Somewhere  between 
caprice  and  inaction  is  the  optimum 
time  to  act.  That's  what  we  try  to  do. 
In  retrospect,  it  would  have  been  bet- 
ter if  we  acted  earlier.  But  it's  hard  to 
know  more  than  management  tells  you. 

Q:  Isn't  it  customary  to  yirc  the  <  BO  a 

chance  to  fix  things?  Pfeiffer  has  bem 

say  my  he  iluln't  have  a  chance  to  come 
up  with  a  turnaround  pit 
A:  It  was  our  judgment  that  the  prob- 
lems we  had  in  the  past  couple  of  y 
were  execution  problems  and  others 
that  required  not  fixing,  but  changu 
leadership. 
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Sports  Business 


COMMENTARY 


By  Mark  Hyman 


THE  BABE  FACTOR'  IN  WOMEN'S  SOCCER 


iissic 


IflE* 


The  sight  of  the  pony-tailed  hero- 
ines of  the  U.  S.  World  Cup  soc- 
cer team  kicking  their  way  to 
victory  against  China  on  July  10 
was  a  thrilling  and  perhaps  historic 
moment  for  women's  sports.  Women, 
I  have  it  on  good  authority  (namely, 
my  wife),  will  always  treasure  the 
image  of  90,145  fans  in  various 
stages  of  hysteria  gathered  for 
the  title  game  at  the  Rose  Bowl 
in  Pasadena,  Calif.,  to  celebrate 
an  exceptional  group  of  female 
athletes.  Speaking  for  the  men, 
however,  I  can  say  confidently  (if 
a  bit  sheepishly),  the  Kodak 
Moment  of  the  day  was  the  sight 
of  Brandi  Chastain — in  all  her 
muscular  glory — doffing  her 
shirt. 

It's  a  simplification,  for  sure. 
But  face  it:  Chastain's  post- 
match  celebration,  in  which 
she  peeled  off  her  jersey  to 
reveal  only  a  sports  bra, 
grabbed  more  attention  than 
any  balletic  corner  kick  in 
the  U.  S.  victory  over  China. 
Chastain  says  it  was  sponta- 
neous, and  maybe  it  was. 
Certainly,  the  photo-op 
snagged  the  media-savvy 
Chastain  tons  of  exposure — 
and  assured  the  game  a 
place  on  countless  front 
pages. 

"It's  the  Babe  Factor," 
says  Mary  Jo  Kane,  a  Uni- 
versity of  Minnesota  profes- 
sor and  director  of  the  Tuck- 
er Center  for  Research  on 
Girls  &  Women  in  Sport.  "My  fear  is 
that  women  will  never  be  taken  seri- 
ously as  great  athletes  as  long  as  we 
link  being  a  female  athlete  with  be- 
ing sexy." 

games  WOMEN  PLAY.  Herein  lies  the 
dark  dilemma  for  women's  sports. 
For  many  women  athletes  and  pro- 
moters, the  ultimate  goal  is  to  get 
what  men  have:  a  professional  league 
of  their  own  in  every  major  sport 
and  the  lucrative  TV  deals,  endorse- 
ments, and  other  benefits  that  go 
with  them.  But  women  will  have  a 
tough  time  getting  there  without  ex- 
tending their  fan  base  to  include  mil- 
lions of  men. 


So  far,  most  guys  have  been,  in  a 
word,  indifferent  to  the  games 
women  play.  Have  you  checked  out 
the  crowd  demographics  at  a 
Women's  National  Basketball  Assn. 
game  lately?  Let's  just 


athletes  who  look  as  good  as — or 
better  than — they  play.  When  jut- 
jawed  Mike  Mussina  pitches  for  tl 
Baltimore  Orioles,  there  always  sc 
to  be  a  few  more  female  baseball 
fans  in  Camden  Yards,  bas 


say  there's  never  a  wait   *^OD AK  MOM ENT    upon  my  own  personal  uns 


to  use  the  men's  room. 


.usatoday.com 


Male  fans  recall 
the  sight  of 
Brandi  Chastain 
in  her  shirtless, 
muscular  glory 


lie  W 


Women's  golf  and 
tennis  do  much  bet- 
ter among  male 
spectators,  but 
they're  hardly  top 
picks. 

Not  that  this  is  news,  but  the  last- 
ing lesson  of  the  World  Cup  may  be 
that  a  bit  of  sex  appeal  is  what  will 
make  women's  sports  more,  well,  ap- 
pealing. Chastain,  as  finely  tuned  an 
athlete  as  there  is,  seems  to  have 
made  her  peace  with  that — and  she's 
cashing  in:  If  you're  a  sports-bra 
maker,  who  do  you  want  to  pitch 
your  wares? 

There's  no  shame  in  promoting 


entific  survey.  And  you  car 
see  how  women  respond 
when  sports  hunks  such  as 
Andre  Agassi,  Grant  Hill, ; 
Derek  Jeter  are  playing. 

Women's  sports  have  mo 
to  sell  to  a  male  audience 
than  cleavage.  Anyone  whc 
watched  even  a  few 
minutes  of  the  Worl 
Cup  saw  a  U.  S.  tea 
made  up  of  highly 
skilled,  disciplined 
players,  who  seemec 
to  glide  across  the 
field,  the  ball  never 
leaving  their  feet. 
YOUNG  MOMS.  The 
World  Cup  team  ha 
another  edge:  playe: 
who  are  almost  as 
much  fun  to  follow 
the  field  as  they  are 
on.  The  team  roster 
includes  everything 
from  a  college  stude: 
to  thirtysomething  mothers  o: 
toddlers.  Mia  Haram  became 
heroine  for  millions  of  women 
and  girls.  Guys  could  gawk  at 
discreet  nude  of  Chastain  in  a 
men's  magazine,  adorned  by  j 
a  pair  of  Nikes  and  a  soccer 
ball. 

Now  that  women's  soccer  is 
here,  it  apparently  isn't  going 
away  anytime  soon.  The  U.  S. 
team  will  be  the  odds-on  fa- 
vorite at  the  2000  Summer 
Olympics  Games  in  Sydney,  an 
there  is  talk  of  a  women's  professioi 
al  league  as  early  as  2001.  Thanks 
Brandi  Chastain,  a  lot  of  men  are 
marking  the  date.  Maybe  by  then, 
men  will  be  able  to  focus  on  the  ex- 
traordinary athletic  talent  on  display 
rather  than  the  babe  factor.  Then 
aeain . . . 


Hyman  is  a  contributing  editor 
for  sports  business. 
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1ISSIOIM:  You're  going  home.  At  United  I  lealth  Services,  thai  sound  ol  success  is  beard  more  quickly  these  days, 
ow   A  1  in  kheed  Martin  network  that's  turning  paper  systems  into  digital  systems.  I  he  result:  medical  data  thai 
»pcars  when  it's  needed,  where  it's  needed:  at  bedside,  in  die  lab,  <>i  viewed  by  physicians  in  several  locations  ai  once. 
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LOCKHEED     MARTIN 


"7 


SUCCESS:  What's  behind  better  patient  care? The  Lockheed  Martin  enterprise  network  lets  physicians  see 
what  other  physicians  have  done.  When  used  with  laptops,  these  networks  provide  mobile  access  to  information  that 
is  last,  accurate,  and  secure.  fo  see  what  Lockheed  Martin  1 1  expertise  i.in  do  for  vou,  visit  www.lockheedmartin.com. 


EARLY 

DETECTION  IS 

STILL  THE 

BEST  DEFENSE 


New  Weapons  Ag 


bh  A  Killer 


Colon  cancer  treatments 
have  taken  a  big  step  forward 

BY  KATE  MURPHY 

Elaine  Caldwell  has  a  physical  exam  every 
year  but  has  never  been  screened  for  colon 
cancer.  "They  give  you  that  little  home- 
testing  kit  as  you're  walking  out  the  door 
like  it's  no  big  deal.  I  never  get  around 
to  it,"  says  the  62-year-old  real  estate 
agent  in  Houston.  Unfortunately, 
Caldwell  is  not  alone.  Unlike  tests  for 
breast  and  prostate  cancer,  colon-cancer 
screenings  often  get  shrugged  off- 
with  fatal  results.  The  American  Can 
cer  Society  says  50,000  people  will 
die  of  the  cancer  this  year,  despite  a 
92%  survival  rate  when  the  disease 
is  detected  early. 

Fortunately,  the  fight  against 
colon  cancer  is  gaining  on  several 
fronts.   For  the  first  time  in  40 
years,  new  drugs  promise  to  im- 
prove survival  rates  as  well  as  pa- 
tients' quality  of  life  (table).  A  wider 
range  of  screening  options  is  also  help- 
ing people  detect  the  disease.  And  pre- 
vention is  coming  to  the  forefront  of  re- 
search,   \\.  -'uding    initial    studies    on    the 
effectiveness  of  aspirin,  nonsteroidal  anti-inflam- 
matory drugs,  and  Cox-2  drugs  used  for  arthritis 
in  curbing  the  disease. 

Among  drugs,  the  standard  chemotherapy 


Colon  Cancer  Drugs 


DRUG/MAKER 


CAMPTOSAR 

Pharmacia  &  Upjohn 


ORZEL 

Bristol-Myers  Squibb 


OXALIPLATIN 

Eli  Lilly/Sanofi 


XELODA 

Hoffman  LaRoche 


DESCRIPTION 


Injectable  "second-line"  treatment  after  standard 
injectable  5-FU  chemotherapy  has  failed;  eventually 
may  be  used  with  5-FU  as  first-line  treatment 


Oral  5-FU;  studies  show  that  it  is  as  effective  as 
intravenous  versions 


May  become  a  primary  treatment  given  intravenously; 
shown  by  studies  to  work  well  with  5-FU 


Oral  5-FU;  also  shown  to  be  as  effective  as 
injectable  5-FU 


REGULATORY  STATUS 


Has  FDA  approval 


Seeking  FDA  approval 
use  in  colon  cancer 


* 


To  be  submitted  for 
approval  this  year 


Ft 


Has  FDA  approval  for 
breast  cancer;  seekin 
the  nod  for  colon  ca 
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•nt,  fluorouradl  (known  as  6  FU),  sudden 
i  i.  a  of  potential  partners.  The  Food  A 
Uiministration  approved  Camptosar  by 
icia  &  Upjohn  last  October  as  a  second- 
itmenl  in  be  given  when  6^FU  tails.  Stud- 
1  I  hat  Camptosar,  which,  like  5-FU,  is 
ti  red  intravenously,  prolongs  lives  as  well 
och  Bymptoma  as  fatigue,  abdominal  pain, 
istipation,  by  curbing  an  enzyme  that  tu- 
•11s   need   to   replicate. 


ear  is  causing  exatement 

ther  reason:  It  may  work 

em  with  5-FU,  which  in- 

>  with  tumors'  metabolism.  Subjects  treat- 

l  the  combination  "had  a  more  than  50% 

>e  rate,  compared  w  ith  29%  of  those  who 

d  the  usual  5-FU  preparation,"  says  Dr. 

d  Saltz  of  Memorial  Sloan-Kettering  Can- 

iter  in  New  York,  who  led  a  nearly  two- 

udy  involving  669  patients.  His  findings  in- 

fchat  this  combination  chemotherapy  may 

icome  a  tirst-line  treatment. 

FFECTS.  Another  promising  compound  is 

itin,  a  platinum-based  drag  that  a  ven- 

y  Eli  Lilly  and  Sanofi  Pharmageuticals 

o  submit  for  fda  approval  this  year.  The 

■nously  administered  drag,  which  causes 

cells  to  self-destruct,  also  works  well  in 

lation  with  5-fu.  Like  most  chemothera- 

xaliplatin  can  harm  normal  cells,  causing 

fects  such  as  a  weakened  immune  system 

usea. 

ients  can  take  heart  as  wTell  from  the 


prospect  of  dispensing  with 


Prevention 


screenings  because  lymptom   often  appear  only 

when   I  he  cancer  i     at    an   advanced   stage.  The 

American  Cancer  Society,  National  Cancer  in 
stitute,  and  Centers  for  Disease  Control  recom 
mend  thai  anyone  over  "><i  be  tested  regularly 

and  will  mount    a  campaign   next   year  to  r 
public  awareness. 

Doctors  disagree  about  which  exam  is  besl 
and  most  cost-effective,  however.  Insurers  also 
differ  on  which  they  cover. 
"It's  up  to  each  individual," 
says  Dr.  Gabriel  Feldman  of 
the  American  Cancer  Society. 
If  you  have  a  family  history  of  the  cancer,  your 
doctor  may  devise  a  regimen  that  calls  for  fre- 
quent exams. 

The  simplest  and  least  invasive  method  is  an 
annual  fecal  occult  test,  which  costs  $10  and  can  be 
done  at  home.  A  sigmoidoscopy  ($150),  in  which  a 
doctor  uses  a  periscope-like  device  to  check  the 
lower  colon,  needs  to  be  done  only  every  five 
years.  Another  alternative  is  a  barium  enema,  a 
$300  procedure  that  needs  to  be  done  only  once  a 
decade.  The  colon  is  filled  with  barium  so  that 
any  growths  will  be  easier  to  see  in  an  X-ray. 
Like  a  barium  enema,  a  colonoscopy  can  be  done 
once  every  10  years.  In  this  exam,  which  calls 
for  sedation,  a  doctor  explores  the  colon  with  a 
camera  that  also  has  retractable  blades.  Any  polyp 
found  can  be  removed  immediately — as  is  not  the 
case  with  other  methods.  Costs  start  at  $600  to 
$800  but  can  go  as  high  as  $1,400. 

Screening  soon  may  become  less  invasive, 
thanks  to  "virtual  colonoscopy,"  which  uses  com- 
puted tomography  (ct).  In  the  technique  devel- 
oped at  Wake  Forest  University  Baptist  Medical 
Center  in  Winston-Salem,  N.  C,  a  ct  scan  of 
the  pelvis  and  abdomen  is  transformed  into  a 
3-D  view  of  the  inside  of  the  colon  and  rectum. 
Hundreds  of  hospitals  are  trying  out  the  proce- , 
dure,  which  costs  around  $1,400  and  is  not  yet 
covered  by  insurance  as  a  screening  tool.  "It 
takes  10  minutes  and  has  an  accuracy  rate  of 
90%  or  better,"  says  Wake  Forest  radiologist 
David  Vining,  who  holds  a  patent  on  the 
process.  In  any  case,  the  first  step — taking 
the  test — is  still  up  to  you.  It  takes  lit- 
tle effort  to  keep  yourself  from  be- 
coming a  colon  cancer  statistic.     □ 


-Mious  (iv)  devices,  at  least 
ne  of  their  treatment.  In  the 
ie  are  oral  5-PX)   formulations 
an  LaRoche  is  seeking  to  expand 
e  nt'  breast  cancer  drug  Xeloda  to 

cancer.   Hristol-Myers  Squibh's  oral 
Drzel,  is  also  under  pda  consideration 

studies  show,  are  as  effective  as  the  in- 
ous  versions. 

pite  the  drug  advances,  early  detection 

is  ymir  best  chance  for  survival.  With  this 
B,  early  diagnosis  is  rare  without  regular 


Colon  Cancer 
Resources 

AMERICAN 
CANCER  SOCIETY 

800  ACS-2345; 
www.cancer.org 

AMERICAN 
GASTROENTERO- 
LOGICAL ASSN. 

800  698-1742; 
www.gastro.org/ 
digestinfo.html 

NATIONAL 

CANCER 

INSTITUTE 

.  800  4-CANCER; 
www.nci.nih.gov/ 
and 
http://cancernet.nci. 

nih.gov/pdq.htm 
(for  clinical  trial  info) 

UNIVERSITY  OF 

PENNSYLVANIA'S 

ONCOLINK 

www.oncolink. 
upenn.edu/ 


Healthy  Habits 


►  Consume  0.45  mg  of  folic  acid  and  1,200 
mg  of  calcium  daily.  Get  these  from  green, 
L    leafy  vegetables  and  low-fat  dairy  products. 
|-:v    Or  take  dietary  supplements. 

^L  ►  Cut  back  on  red  and  processed  meat. 
Research  suggests  that  more  than  one 
£.    serving  a  day  increases  the  chance  of 
&    getting  the  disease. 

gk  ►  Exercise.  It  "probably  has  a  larger 
jSj.   impact  than  any  dietary  factor," 
Et  says  Maria  Elena  Martinez  at  the 
M.  University  of  Arizona  Health  Sci- 
ences Center  in  Tucson. 
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Recreation 


Gone  Fishin' 
-With  High  Tech 

This  space-age  gear  is  sure  to  send  anglers  reeling 


BY  KATE  MURPHY 


You  know  it's  down  there.  You've  seen  it 
jump  and  felt  it  nudge  your  line.  But  you 
can't  get  it  to  strike  at  your  bait.  What's 
that  darn  flsh  up  to?  Wouldn't  it  be  great  if 
you  could  drop  a  waterproof  video  camera 
overboard  and  find  out?  Well,  you  can. 

Just  plug  in  your  Aqua-Vu  Video  System  and 
watch  as  it  transmits  a  signal  from  as  deep  as  50 
feet  to  a  monitor  aboard  ship.  With  this  $749  sys- 
tem, you  can  "watch  your  lure  and  see  how  to  al- 
ter your  jigging  action  so  that  it 
attracts  a  fish's  interest,"  says 
Steve  Quinn,  editor  of  In-Fish- 
erman  magazine.  Underwater 
video  is  only  one  of  many  new 
kinds  of  high-tech  tackle. 
Fresh-  and  salt-water  anglers 
can  now  turn  to  an  array  of 
electronics,  space-age  materi- 
als, precision  manufacturing,  and 
satellites  to  gain  an  edge  (table). 
Technology  is  certainly  helpful  in  finding 
where  the  fish  are  running.  Today's  sonar  sys- 
tems, known  as  fish  finders,  are  no  longer  the 
crude  devices  of  five  years  ago  that  routinely 
mistook  trash  for  fish.  Newer  versions  by  such 
makers  as  Lowrance,  Eagle,  and 
Humminbird  paint  a  detailed 
picture  of  schools  in  motion  on 
high-definition  screens. 

If  you  want  to  mark  a  hot 
fishing    spot,    lock    it    into    a 
global    positioning    system. 
Available  in  handheld  and 
boat-mounted  models,  these 
gadgets  use  satellite  signals 


Technotackle  for  Modern  Anglers 


PRODUCT 


FENWICK  TECHNA  AV 


LOWRANCE  X85 


MAGELL.       BLAZER  12 


PRADCO  SWWN  IMAGE 


SHIMANO  CALCUTTA 


WALKER  DOWNRIGGERS 
STRIKE-VISION 


PRICE 


$230-$250 


$484 


$120 


$6-$8 


$1704255 


$1,000 


DESCRIPTION 


Graphite  and  resin  rod 


High-definition  fish  finder 


Handheld  GPS  system 


Lures  that  twitch  and  dive 


Corrosion-resistant  aluminium  reel 


Underwater  video  camera 


to  plot  your  coordinates  anyv 
on  earth.  "They  are  incredibly  usel 
foggy  conditions  or  if  you  just  have  a  reallj 
sense  of  direction,"  says  Quinn.  Some  positii 
systems,  such  as  Lowrance's  GlobalMap, 
with  mapping  software  to  show  your  moven 
in  relation  to  marinas,  buoys,  and  shore 
They'll  even  direct  you  to  underwater  w, 
and  reefs  where  fish  are  likely  to  congregi 
No  matter  what  high-tech  gadgetry  you 
in  your  tackle  box,  you're  still  going  to  m 
rod.  The  latest  ones,  whether  intended  for 
conventional  fishing,  are  made  of  lightwi 
high-density  graphite  and  resins  that  are 
ally  indestructible.  Indeed,  Fenwick's  new 
na  av  rod  is  made  of  graphite  mixed  wit] 
same  polymer  used  in  bulletproof  vests.) 
rods  give  you  an  easy,  crisp  cast  and  stro: 
sistance  against  nailing  fish.  Rods  that 
line  through  the  shaft  rather  than  leads  oi 
bottom  represent  another  advance.  The  d 
eliminates  the  stress  points,  tangles,  and 
terference  inherent  in  bottom-mounted 
Models  include  Cabela's  Depthmaster 
($60)  and  Daiwa's  Interline  ($75-$130). 

In  the  reel  world,  high-end  rods  from 
makers  as  Abu  Garcia  and  Shimano  are  cri 
out  of  single  blocks  of  aircraft-grade  alu: 
with  corrosion-resistant  titanium  and  brass 
workings.  Cranks  (on  fly,  casting,  and  spi: 
reels)  turn  with  astonishing  ease  even 
you've  hooked  a  100-pi 
thrasher.  If  you  want  to 
how  far  you've  cast  yourj 
and  how  deep  it  has 
some  reels  feature  digit: 
counters  with  built-in  t| 
that  tell  how  long  you've 
fishing  at  a  particular  d< 
Incredibly  lifelike  f 
adorned  with  iridescent 
and  holograms,  make  it 
likely  fish  will  bite.  Prai 
new  Swim'n  Image  lures 
ally  twitch  and  dive  in  th 
ter  like  three-inch  threadfin  shad  (the  eq] 
lent  of  a  chocolate  chip  cookie  to  a  large 
bass).  Fish  experts  at  Pure  Fishing  in 
Lake,  Iowa,  have  infused  rubber  worms  an 
er  creepy-crawlies  with  flavors  fish  can't  n 
"We've  come  up  with  species-specific  se 
ings,"  says  John  Prochnow,  a  chemist  and 
uct-development  manager  at  Pure  Fishing. 
as  Berkley  PowerBait  and  Sqwormers,  th 
mulations  appeal  to  trout,  redfish,  walleye 
snook.  And  once  you  get  home,  be  sure  to 
advantage  of  technology  in  another  way 
posting  your  fish  story  on  the  Net. 
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The  Fidelity  American  Express"  Gold  Card.  Only  Fidelity  customers  enjoy  these  benefits:  $75  annual 
fee  compliments  of  Fidelity.  Gold  Card  purchases  debited  to  your  account.  One  convenient  statement. 
Plus  virtually  all  the  benefits  you'd  expect  from  American  Express.  The  Fidelity  Ultra  Service  Account 
helps  you  take  command  of  your  personal  finances:  Trade  stocks  and  invest  in  mutual  funds.  Pay  bills 
online.  Access  your  account  anytime,  day  or  night.  Find  out  more.  Hit  fidelity.com. 
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55[  Grading  the  Funds: 
New  Names  on  the  A-list 

Low-risk  portfolios  are  moving  to  the  front  of  the  class 


BY  JEFFREY  M.  LADERMAN 

Any  day  now,  Fidelity  Magellan  will  be- 
come the  first  mutual  fund  to  cross  the 
$100  billion  mark,  just  four  years  after 
its  assets  hit  $50  billion  and  long  after 
many  had  written  it  off  as  a  bumbling 
giant.  But  in  business  week's  mutual 
fund  performance  ratings,  Magellan  rates 
just  a  B  when  compared  with 
the  general  universe  of  funds. 
And  it  gets  a  C-,  a  below  av- 
erage grade,  in  its  peer  group 
of  large-cap  blend  funds. 

To  find  higher  rated  funds,  turn  to  business 
week's  Mutual  Fund  Scoreboard.  Appearing 
every  January  in  the  magazine,  the  ratings  get 
updated  monthly  in  the  Interactive  Mutual  Fund 


Mutualfunds 


Scoreboard  at  Business  Week  Online 
www.businessweek.com/investor/,  then  cli 
Mutual  Funds).  In  the  six  months  since  ou 
ratings  ran  in  the  magazine,  domestic 
funds  composed  of  stocks,  bonds,  and  cast 
outperformed  many  equity  offerings  si! 
Magellan  on  a  risk-adjusted  basis.  They  als 
their  own  against  the  Standard  &  Poor's 

dex  funds  when  adjust^) 

risk. 

The  first  half  of  1999 

lot  like  the  past  few 
when  the  major  stock  market  indexes  co: 
to  reach  new  highs.  But  this  year,  U.  S. 
fied  mutual  funds  are  faring  relatively 
They  lagged  behind  the  Standard  &  Poor's 
stock  index  by  only  1.23  percentage  points, 
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Small-caps  and  international  funds  are 
doing  better-but  they  still  have  a 
long  way  to  go  to  catch  up 


nth  more  than  six  points  in  the  first  half 
That's  because  a  broader  swath  of  stocks 
jlicipating  in  the  market's  rise.  In  the  sec- 
ter,  investors  began  to  favor  value  over 
stocks,  and  to  step  away  from  large-caps 


to  mid-cap  and  even  small-cap  is- 
sues— shifts  that  have  helped  to 
bolster  fund  returns.  Even  so,  the 
sorts  of  funds  that  earned  superior 
ratings  for  overall  performance 
have  not  changed  dramatically.  Nor 
has  much  improved  performance 
from  many  international  funds  al- 
lowed any  of  them  to  approach  an 
A  rating,  our  highest.  Still,  33 
funds  have  joined  the  top  ranks 
this  year  (table).  Among  the  new 
stars  are  large-cap  growth  funds 
including  Gabelli  Growth  (page 
128),  Pioneer  Growth  A,  and 
Reynolds  Blue  Chip  Growth.  Sev- 
enty-six equity  funds  that  were  on 
the  104-fund  list  at  yearend  re- 
main there,  and  56  funds  have 
been  on  the  list  every  month  in 
1999. 

BOND  FUND  BLUES.  While  equity 
funds  have  thrived  in  the  first  half, 
bond  funds  haven't.  Rising  interest 
rates  took  their  toll,  leaving  tax- 
able-bond funds  down  0.3%,  and 
muni  funds  off  1.35%.  Still,  the  list 
of  A-rated  bond  funds  hasn't 
changed  much  since  yearend.  Six- 
ty-one of  the  98  funds  that  were 
on  the  list  at  the  end  of  1998  re- 
main on  it  now;  46  have  been  on  the  fist  every 
month.  This  year,  29  funds  have  joined  the  bond 
funds'  top  ranks  (table,  page  126).  Four  are  con- 
vertible bond  funds — no  surprise,  since  their  for- 
tunes are  more  closely  linked  to  the  performance 


I  A-Rated 
pity  Funds 


When  it  comes  to  sizing  up  mutual  funds,  BUSINESS  WEEK  has  plenty  of  experience.  Our  fund  ratings  (A 
through  F)  have  appeared  every  January  since  1986  and  have  been  updated  monthly  since  Jan.,  1998,  in 
the  Mutual  Fund  Corner  of  our  Web  site  (www.businessweek.com/investor/).  Below,  you'll  find  the  funds 
that  joined  our  A-list  this  year.  Ratings  are  based  on  five-year  risk-adjusted  total  returns. 


FIVE-YR.  AVG 

ANNUAL  RETURN* 


FUND 


FIVE-YR.  AVG. 
ANNUAL  RETURN* 


FUND 


CAN  BALANCED  16  8% 

ICAN  MUTUAL  19.8 

WS  GLOBAL  INVESTOR  UFEPATH  2010  14  3 

ESTMENTLIFECYCLE  SHORT  RANGE  10  1 

E  &  COX  BALANCED  17.3 

ONTRARIAN  BALANCED  16  7 

IATED  STOCK  &  BOND  A  16.1 

ITY  SELECT  UTILITIES  GROWTH  26.4 

ITY  UTILITIES  22  8 

(LIN  GROWTH  A  21.7 

.LI  ASSET  22.4 

Ik  lune  .JO.  Appreciation  plus  reinvestment  of  dividends 


GABELLI  GROWTH  29.4% 

JANUS  TWENTY  36.7 

MAS  BALANCED  PORTFOLIO  INST.  17.8 

MENTOR  CAPITAL  GROWTH  A  26.0 

MFS  TOTAL  RETURN  A  15  6 

MFS  UTILITIES  B  21.5 

MONTGOMERY  U.S.  ASSET  ALLOCATION  R  19  9 

NATIONS  ASSET  ALLOCATION  A  18.8 

ONE  GROUP  BALANCED  B  16  0 

PIONEER  GROWTH  A  33.1 

T.  R0WE  PRICE  BALANCED  16  5 
and  capital  gains  before  taxes 


FIVE-YR.  AVG. 
ANNUAL  RETURN- 


RAINIER  BALANCED  19.1% 

REYNOLDS  BLUE  CHIP  GROWTH  34.3 

SALOMON  BROTHERS  INVESTORS  0  25.1 

SEI  INST.  BALANCED  A  16.3 

SMITH  BARNEY  CONCERT  SOCIAL  A  18.9 

STAGECOACH  EQUITY  INDEX  A  26.6 

STAGECOACH  LIFEPATH  OPPORTUNITY  A  9  0 

U.S.  GLOBAL  INV.  ALL  AMERICAN  EQUITY  24.5 

UAM  SAMI  PREFERRED  STOCK  INCOME  6.3 

VICTORY  BALANCED  A  17  1 

WEITZ  HICKORY  32.8 


DATA  MORNINGSTAR  INC  .  BW 
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New  Hated 
Bond  Funds 


of  equities  than  to  the  course  of  interest  rates. 
All  told,  five  convertible  funds — or  25%  of  the 
convertible  funds  that  have  ratings — reside  on 
the  A-list.  A  strong  stock  market  has  not  yet 
made  much  difference  in  ratings  of  high-yield 
bond  funds,  whose  less-than-investment-grade 
holdings  also  tend  to  trade  more  in  sync  with 


BUSINESS  WEEK  rates  bond  funds,  too.  The  following  bond 
funds  have  joined  the  A-list  this  year.  Ratings  are  based  on 
five-year  risk-adjusted  total  returns. 


FIVE-YR.  AVG. 
FUND                                                              ANNUAL  RETURN* 

ALLIANCE  MUNICIPAL  INCOME  II  VIRGINIA  B 

17.8% 

CALAMOS  CONVERTIBLE  A 

17.3 

DAVIS  CONVERTIBLE  SECURITIES  A 

18.1 

DREYFUS  BASIC  INTERMEDIATE  MUNICIPAL 

6.5 

DREYFUS  SHORT-TERM  INCOME 

6.7 

FUND 


FIVE-YR.  AVG. 
ANNUAL  RETURN* 


DUPREE  KENTUCKY  TAX-FREE  INCOME  6.3 

FEDERATED  LIMITED  TERM  MUNICIPAL  A  4.2 

FIRST  INVESTORS  FUND  FOR  INCOME  A  10  4 

FRANKLIN  CALIF.  INTERMEDIATE  TAX-FREE  6.6 

FRANKLIN  FEDERAL  TAX-FREE  INCOME  A  6.6 

INTRUST  KANSAS  TAX-EXEMPT  BOND  INSTL.  6  6 

MAS  LIMITED  DURATION  INSTITUTIONAL  6.0 

MONETTA  INTERMEDIATE  BOND  8.0 

MONTEREY  PIA  SHORT  TERM  GOVERNMENT  6.3 

NORTHERN  INCOME  EQUITY  14.9 


PAINEWEBBER  MUNICIPAL  HIGH-INCOME  A 

PILGRIM  CONVERTIBLE  C 

T.  ROWE  PRICE  SUMMIT  MUNICIPAL  INTERMEDIATE 

SCHWAB  CALIF.  SHORT/INTERMEDIATE  TAX-FREE 

SCUDDER  LIMITED-TERM  TAX-FREE 

SCUDDER  MASS.  LIMITED-TERM  TAX-FREE 

SOUTH  DAKOTA  TAX-FREE 

STRONG  SHORT-TERM  BOND 

STRONG  SHORT-TERM  GLOBAL  BOND 

STRONG  SHORT-TERM  MUNICIPAL  BOND 

THORNBURG  NEW  MEXICO  INTERMEDIATE  MUNI.  A 

USAA  SHORT-TERM  BOND 

VANGUARD  CALIF.  INSURED  INTRM.  TAX-EXEMPT 

VANGUARD  PREFERRED  STOCK 


'Through  June  30.  Appreciation  plus  reinvestment  of  dividends  and  cap- 
ital gains  before  taxes 


BusinessWeek  ONLINE, 


Listen  to  the  latest  market 
news  and  analysis  at  Busi- 
ness Week  Online 
(www.businessweek.com/ 
investor/).  MORNING  CALL 
Standard  &  Poor's  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  ET.  An  audio  tran- 
script is  available  shortly 
afterward.  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hoffman  delivers  mar- 
ket news  and  insights 
throughout  the  day. 


stocks  than  bonds.  Seven  high-yield  funds  that 
made  the  A-list  in  December  are  on  it  now  and 
all  but  one  are  the  same. 

Even  when  bond  funds  do  well,  they  get  scant 
attention  from  investors.  In  part,  that's  because 
yield  is  what  sells  bond  funds,  and  for  the  last 
few  years  yields  have  been  relatively  low.  In 
fact,  only  high-yield  funds  have  taken  in  much 
new  cash  recently.  Many  investors  also  shun 
fixed-income  funds  because  they  already  own  a 
slug  of  bonds  in  their  domestic  hybrid  funds. 
GOOD  BALANCE.  Hybrid  funds  are  a  broad  cate- 
gory that  includes  balanced  and  asset-allocation 
funds.  Their  portfolios  dampen  volatility  and 
give  investors  one  package  offering  the  advan- 
tages of  stocks,  bonds,  and  sometimes,  other  as- 
sets. Often  used  as  starter  funds,  they're  popular 
in  401(k)  and  individual  retirement  accounts.  The 
balancing  act  works — investors  get  a  high  degree 
of  reward  for  the  amount  of  risk.  Thus,  domestic 
hybrid  funds  have  always  been  well  represented 
in  our  Mutual  Fund  Scoreboard. 

Today,  41  domestic  hybrids  make  the  Ill- 
name  A-list — 37%  of  the  total.  For  the  period 
ended  last  Dec.  31,  such  funds  occupied  30  of  the 


104  slots.  Hybrids  have  done  well  even 
face  of  rising  rates  that  have  put  pressi'q 
their  bond  portfolios.  That's  partly  becaiH 
rating  periods  have  moved  forward  frorf 
cember,  the  first  half  of  1994 — one  of  the  i 
periods  for  bond  investors  in  decades^ 
dropped  off  their  records. 

Some  of  the  hybrid 
that  have  moved  up  t,|| 
A-list  are  American  Bal 
Fund,  fbp  Contrarian1 
anced  and  Rainier  Bal; 
All  three  have  beater 
15%  average  annual  re 
that  the  funds  in  this 
gory  have  earned  ove 
last  five  years.  But  the 
est  absolute  return  c 
from  a  fund  which  has 
on  the  list  for  a  while. 
Line  Asset  Allocation  ] 
on  the  A-list  for  all  bu 
month  since  August  ol 
year,  posts  the  highest 
bers — a  five-year  averajj 
nual  return  of  24.7%.  Th 
better  return  than  the 
age  large-cap  value  or  1 
cap  blend  funds,  and  n 
as  good  as  the  average 
cap  growth  funds. 
LARGE-CAP    DROP.    The 
mestic  hybrids'  ratings 
have  come  mainly  at  thi 
pense  of  the  large-cap  fi 
Even  as  value  investing  came  back  in  the  se 
quarter,  only  a  dozen  large-cap  value  funds  i 
it  to  the  A-list,  three  fewer  than  last  wi 
Five  funds  dropped  off;  two  new  ones,  Ame: 
Mutual  Fund  and  Salomon  Brothers  Investoi 
came  aboard.  American  Mutual,  run  by  the 
ital  Group,  is  an  $11  billion  giant  with  a  19.i 
year  return  over  the  last  five  years.  The 
lomon  fund  has  higher  returns,  25.1%  for 
same  period,  but  the  no-load  shares  are  clost 
new  investors.  Newcomers  have  to  buy  the 
with  a  load. 

Large-cap  blend  funds,  which  span  the  nri 
ground  between  value  and  growth,  also  j 
ground  in  the  first  half,  placing  33  funds  on 
A-list,  vs.  36  at  the  end  of  last  year.  El< 
funds  in  this  category  are  s&P  500  index  fu 
leaving  just  22  actively  managed  portfo 
Large-cap  growth  funds,  which  have  poi 
strong  returns  over  the  last  five  years,  pu 
names  on  the  A-list,  the  same  as  in  Decern! 
Considering  the  pickup  in  the  mid-cap 
small-cap  sectors,  most  funds  in  those  categc 
remain  far  from  the  A-list.  At  the  end  of 
year,  the  only  small-cap  funds  to  rise  to  the 


6.9% 
18.7 
6.2 
4.8 
4.7 
4.7 
5.5 
6.6 
7.6 
4.5 
5.3 
6.5 
6.2 
9.9 


DATA:  MORNINGSTAR  INC.,  BW 


Hybrid  funds,  built  to  lower  risk  and  combine  the  advantages 
of  stocks  and  bonds,  have  prospered  despite  rising  rates 
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world  has  a 
passing  lane. 

E-business  makes  things  move  faster.  Business  Week  offers  two  ways  to 
help  you  keep  up:  Business  Week  e.biz,  a  five-times-a-year  comprehensive 
magazine  supplement,  and  the  Business  Week  e.biz  Web  site.  Updated 
daily,  e.biz.businessweek.com  helps  you  work  smarter  and  make  the  best 
decisions  to  take  your  company  successfully  into  the  age  of  E-business. 

Get  the  information  you  need  from  a  trusted  source-now  available  in 
eight-cylinder  and  turbocharged  editions. 
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How  can  product  returns  in  Omaha 
create  brand  new  smiles  in  Baton  Rou£e? 

Gifts  In  Kind  International  helps  companies  like  yours  donate 
products  to  people  in  need  —  and  reap  the  tax  benefits. 


Why  do  so  many  leading  companies, 
including  40%  of  the  Global  Fortune  500, 
work  with  Gifts  In  Kind  International? 
Because  we're  the  world's  leading  charity  for 
product  philanthropy. 

We  make  it  easy  for  your  business  to 
donate  products,  with  confidence  that  only 
qualified  charities  receive  the  goods. 
It's  the  generous  and  painless  way  to  deal 
with:  •  recently  changed  product  lines 

•  end-of-season  merchandise  •  products 
with  damaged  or  outdated  packaging 

•  returns  and  samples  •  any  products  for 
which  supply  temporarily  exceeds  demand. 


Gifts  In  Kind  International  takes  care  of 
everything,  from  customizing  a  program  that 
meets  your  philan- 
thropic goals,  to 
handling  all  the 
logistics,  to  supplying 
records  that  support 
your  tax  deductions. 
And  you  may  write 
off  as  much  as  twice 
the  cost  of  the  goods. 

Call  today  to  begin  your  program  or 
receive  our  free  information  kit.  It's  the  first 
step  toward  smiles  all  around. 


Whether  you 

manufacture  or  retail 

recreational  products  or 

most  anything  else, 

Gifts  In  Kind  International 

can  help  you  make 

wise  donations  and 

take  smart  deductions. 


<sp  Gifts  In  Kind  International 


333  North  Fairfax  Street 
Alexandria,  VA  223 14  USA 
Telephone:  6-2121 

Internet:         http://www.GittslnKind.org 

I  mail:  ProductDonations@GiftsInKind.org 


The  World's  Leading  Charity 
in  Product  Philanthropy 


t  lOngleai  Partners  Small  Cap  and  Royce 

i  teturn,  both  value  portfolios.  Now,  the 

<  fund  is  gone  from  the  all-fund  A-list,  hut 

tains  an  A  rating  in  its  category.  In  its 

>   ones  a  new  star  from  the  small-cap  hlend 

I  Weitz  Hickory  Fund,  with  a  smashing 

ear  return  over  the  last  five  years. 

|  more  than  twice  the  average  annual  re- 

the  average  fund  in  its  category. 

>rtunately,  the  fund  is  closed  to  new  in- 

.,  as  is  Longleaf.  For  alternatives,  look  to 

I  >f  the  small-cap  funds  rated  A  in  their 

•  Royce  Total  Return  in  value,  the  Fas- 
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dano  or  Value  Line  special  Situations  funds  in 

growth,  and  Meridian  Value  fund  in  >mall-cap 
blend.  Mid-caps  are  riot  making  any  more  head 
way  than  small  caps.  The  mid  cap-  placed  five 
funds  on  the  A-list,  same  as  last  winter,  and 
only  one  name  is  new,  (Jabelli  Asset  Fund. 
HIGH-POWERED  UTILITIES.  Among  the  specialty 
funds,  some  staid  utilities  funds  have  jumped  to 
the  A-list.  They  grabbed  four  slots,  compared 
with  none  last  year.  Their  low  volatility  helped 
them  significantly  in  the  overall  ratings.  Of  35 
rated  utilities  funds  with  ratings,  22  earned  a  B 
or  better.  The  runaway  winner  was  Fidelity  Se- 


WHERE  4.9%  MAKES  YOU  A  STAR 


empleton's  J.  Mark  Mobius,  the 
dean  of  emerging  market  in- 
vestors, dashes  around  in  a  pri- 
vate jet,  inspecting  factories  and 
grilling  managers.  Joshua  Feuer- 

head  portfolio  manager  for  ssgA 
rging  Markets  Fund,  is  a  less 
.lent  flier.  When  he  touches  down, 

talk  to  pols  and  central  bankers, 
visit  companies?  Why  bother?  "In 
"ging  markets,  returns  are  driven 
lie  countries  in  which 
invest,  not  the 
.<s,"  says  Feuerman, 
When  markets  col- 
},  it  doesn't  matter 
:  stocks  you  own." 

different  approach,  to 
ure — but  it  allows  the 

-known  $325  million 

Emerging  Markets 
d  to  stand  out.  For  the 
years  ended  June  30, 

earned  an  average 
lal  total  return  of 
vs.  4.6%  for  the 
pleton  Developing 
kets  I,  a  fund  that 

all  its  share  classes 
unts  to  nearly  10 
■s  ssg.Vs  size, 
either  return  sounds 
.t  until  you  consider 

the  average  diversified 
rging-market  fund  lost 
%  a  year  during  the 
le  period.  Even  with  its 
tive  results,  when  com- 
*l  with  all  equity  funds, 
i,  like  Templeton  Devel- 
g  Markets,  gets  an  F. 
when  judged  against 
merging-markets 
•s,  BSgA  gets  an  A,  vs. 
pleton's  B+. 


Feuerman  credits  his  fund's  rela- 
tive success  to  a  strict  investment 
discipline.  The  fund  holds  350  to  400 
stocks,  and  benchmarks  its  portfolio 
against  the  30-country  investable  in- 
dex run  by  the  World  Bank's  Interna- 
tional Finance  Corp.  "We  don't  make 
any  big  bets,"  says  Feuerman,  who 
runs  the  fund  with  three  associates. 
"We  make  lots  of  little  ones."  Since 
inception,  the  fund  has  beat  the  ifc 


SSgA  Emerging  Markets 


VITAL  STATISTICS 


TOTAL  RETURN 


YEAR  TO  DATE 
12-MONTH 

3-YEAR  AVG.  ANNUAL 
5-YEAR  AVG.  ANNUAL 


TICKER  SYMBOL  SSEMX 

ASSETS  $325  million 

CATEGORY  Diversified  emerg- 
ing markets 

EXPENSE  RATIO  1.25% 

TOP  HOLDINGS  Telefonos  de 
Mexico,  Samsung  Electronics, 
National  Bank  of  Greece 

•Through  tune  30  Multiyear  returns  are  average  annual        DATA  MORNiNGSrAR.  inc..  BUSINESS  WEEK 


BW  RATING 


OVERALL 
CATEGORY 


index  decisively,  with  a  3%  average 
annual  return  to  the  index's  -3.7%. 
Relative  to  the  weights  individual 
countries  have  in  the  index,  Feuerman 
is  now  overemphasizing  Israel,  South 
Korea,  Mexico,  and  Egypt.  SSgA's  man- 
agers use  quantitative  methods  to  sift 
through  financial  and  economic  data  to 
identify  promising  markets.  After  that, 
they  screen  for  stocks  using  criteria 
such  as  price-earnings  and  price-to- 
book  value  ratios.  "We're 
always  asking  if  there  is 
something  happening  in 
that  region  that's  not  cap- 
tured by  the  numbers," 

t 

MASTER  OF  DISCIPLINE: 

Josh  Feuerman's  rigor  has 
kept  SSgA  in  the  black 


says  Feuerman.  The  fund 
overweighted  Israel  and 
Egypt  more  than  a  year 
ago,  and  renewed 
prospects  for  Mideast 
peace,  he  says,  make  in- 
vestment prospects  that 
much  better. 

By  sticking  close  to  an 
index,  the  fund  minimizes 
turnover.  That's  critical  to 
keeping  expenses  down. 
The  fund  has  no  load  and 
a  1.25%  expense  ratio 
compared  to  the  2%  cate- 
gory average. 

You  could  get  even  low- 
er costs  in  an  index  fund, 
like  Vanguard  Emerging 
Markets  Stock  Index 
Fund.  But  that  fund  earns 
a  C  vs.  its  peers,  while 
with  ssgA  you'll  get  an  A. 
Jeffrey  M.  Laderman 


33.1% 
27.1 
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1. 


lect  Utilities  Growth,  which  earned  a  26.4%  a 
year  return,  vs.  17.3%  for  the  average  utilities 
fund.  The  fund  places  a  far  greater  emphasis  on 
lower  yielding,  but  higher  growth,  telecoms  than 
on  electric  and  gas  utilities,  which  feature  higher 
yields  but  lower  growth. 

Technology  funds,  meanwhile,  had  the  highest 
returns  of  any  category  over  the  last  five  years. 
But  not  one  of  the  16  funds  with  ratings  made 
the  A-list.  Five  funds  earn  Cs  overall,  the  best 
that  any  did.  In  the  category  ratings,  Invesco 
Technology  II  was  the  only  one  to  get  an  A. 

Investors  wanting  a  jump  on  tomorrow's  lead- 


ing funds  might  consider  buying  relatively 
funds  in  down-and-out  sectors  with  impr 
prospects.  One  possible  choice:  ssgA  Eme 
Markets  Fund  (page  127).  Like  many  vol 
emerging  market  funds,  it  rates  an  F  com 
with  all  other  funds.  But  it  alone  gets  an  A 
graded  against  its  peers.  As  for  highflying  I 
net  funds,  none  have  yet  earned  ratings — tli 
too  new.  Even  with  their  huge  recent  ret 
don't  be  surprised  if  some  fall  short  of  the 
when  they  become  eligible  to  be  rated.  Wl 
comes  to  ratings,  it's  not  only  what  a  fund  | 
but  also  how  much  risk  it  takes. 


THE  VALUE  OF  FOCUSING  ON  GROWTH 


Even  for  a  fund  that  buys  large- 
cap  growth  stocks,  beating  the 
Standard  &  Poor's  500  stock  in- 
dex is  no  layup.  Over  the  last  five 
years,  only  about  one  in  four 
large-cap  growth  funds  have  done  it. 
The  $2.3  billion  Gabelli  Growth  Fund, 
with  a  29.4%  average  annual  total  re- 
turn, is  one  of  them. 

BUSINESS  WEEK 

gives  the  fund  two 
As,  showing  it's  a 
top  performer  when 
compared  with  all 
equity  funds  and 
when  compared  with 

ANTI-RISK:  Gabelli's 
Howard  Ward 
unloads  stocks  he 
sees  as  overvalued 

its  peer  group. 

IBM,  Texas  Instru- 
ments, and  Cisco 
Systems  are  the 
fund's  largest  hold- 
ings. That's  not  too 
different  from  what 
you'd  find  in  compet- 
ing funds.  What 
portfolio  manager 
Howard  F.  Ward 
brings  to  his  share- 
holders is  an  atten- 
tion to  valuation  that  others  lack.  "My 
system  will  force  me  to  sell  stocks  if 
they  get  too  richly  priced,"  says  the 
43-year-old  manager,  who  took  charge 
of  the  fund  4%  years  ago. 

That's  what  happened  this  spring, 
when  Ward  sold  a  longtime  holding  in 
Charles  Schwab.  He  had  major  gains 
on  the  stock  when  the  market  started 
to  trade  Schwab  like  a  speculative  In- 


ternet issue.  He  sold  at  $95,  only  to 
see  the  stock  run  up  to  $150  before 
coming  down.  "Sure,  I  would  have 
liked  to  have  sold  it  at  a  higher  price, 
but  I  still  made  five  times  my  mon- 
ey," says  Ward.  The  stock  now  trades 
at  $53,  after  adjusting  for  a  2-for-l 
split  on  July  1. 


Gabelli  Growth 


VITAL  STATISTICS 


TICKER  SYMBOL  GABGX 

ASSETS  $2.3  billion 

CATEGORY  Large-cap  growth 

EXPENSE  RATIO  1.41% 

TOP  HOLDINGS  IBM,  Texas 
Instruments,  Cisco  Systems 


TOTAL  RETURN 


A  stock  doesn't  have  to  reach  In- 
ternet-style valuations  for  Ward  to 
sell.  He  has  also  unloaded  big  con- 
sumer growth  stocks  such  as  Coca- 
Cola,  Gillette,  and  Procter  &  Gamble, 
which  are  staples  in  many  of  his  com- 
petitors' funds.  He  reasons  that  earn- 
ings growth  rates  have  come  down 
considerably,  but  price-earnings  ratios 
have  not.  That  leaves  the  stocks  over- 


valued and  vulnerable  to  earnings 
disappointments. 

As  a  large-cap  manager,  Ward  h 
had  the  wind  at  his  back  for  a  long 
time,  and  knows  it  can  change  direi 
tion.  But  he  does  not  plan  to  switc! 
investment  styles  if  large-cap  gro 
stocks  fall  out  of  favor.  "We'll  just 
tough  it  out,"  sa; 
Ward.  Since 
growth  stocks 
be  volatile,  Wa 
tries  to  cut  risk  | 
by  not  allowing 
any  sector  to  exl 
ceed  25%  of  the! 
fund's  holdings. 
That  rule,  thougl 
is  a  little  squishjf 
"If  you  count  tel 
corns  and  service! 
companies  like 
as  technology,  itj 
goes  up  to  nearlj 
60%,"  Ward  ad- 
mits. "But  the  in| 
formation  econoi 
is  where  the 
growth  is." 

Still,  Ward's  at| 
tention  to  risk 
wins  praise.  "TI 
is  one  of  the  fe\ 
big  growth  funds 
that  has  any  risli 
controls,"  says  Eric  Kobren  of  Kobre 
Insight  Group,  which  runs  funds  that 
invest  in  other  mutual  funds.  "Howa 
practices  'growth  at  a  reasonable  pri<| 
rather  than  'growth  at  any  price.' 
Even  if  Ward  occasionally  leaves  sonJ 
money  on  the  table,  shareholders  dom 
seem  to  mind  as  long  as  he  puts  plenj 
in  their  pockets. 

Jeffrey  M.  Ladenr 


YEAR  TO  DATE 
12-MONTH 

3-YEAR  AVG.  ANNUAL 
5-YEAR  AVG.  ANNUAL 
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"Through  June  30.  Multiyear  returns  are 
average  annual  returns 
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^^owBankers  Trust  is  part  of  Deutsche  Bank. 

)  maximize  our  cash  position,  we  clear 
through  the  global  leader." 


Now   that    Bankers   Trust   is    part   of 
Deutsche  Bank,  you  can  take  advantage 
of  unparalleled  clearing  capabilities  in  the 
world's  two  leading  currencies.  Whether 
you  need  strength  in  payments  or  liquid- 
ity management,  you  can  rely  on  us  for 
superior  results  around  the  globe.  With 
Deutsche  Bank  as  your  partner,  we  can 
make  your  cash  work  harder  for  you. 

Leading  to  results.™ 


Deutsche  Bank 


0 


the  leaders  in  all  ma,or  f.nancial  business  areas: 
Institutional  Services  and  Private  Banking. 

Murltlll  inc  .  •   m.mb.r   ot   NASD   .nd  SIPC 
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BusinessWeek  Investor 


The  Barker  Portfolio 


NET  BANKING  IS  HERE, 
BUT  HAS  IT  ARRIVED? 

Is  there  a  task  more  tedious  than  paying  bills 
and  balancing  a  checkbook?  I  can't  think  of 
one,  and  I  suspect  I'm  not  alone.  At  home,-  the 
job  somehow  gets  passed  between  my  wife  and 
me  every  year  or  two.  That's  why  I've  been  eager 
to  give  Internet  banking  a  try.  If  it  saves  time  the 
way  online  investing  does,  then  I'd  chuck  our 
credit  union,  whose  office,  come  to  think  of  it,  I 
haven't  entered  in  more  than  two  years. 

I  set  out  to  test  two  leading  Internet  banks, 

Net.B@nk  of  Alpharetta,  Ga.,  and  Telebank  of 

Arlington,  Va.  While  many  big,  traditional  banks 

such  as  Wells  Fargo  and  Citibank  also  offer  Net 

BARKE        service,  I  wanted  to  try  out  the  new  breed.  One 


1KB!  II 


My  Online  Banking  Experience 

DAYS  IT  TOOK  TO:                               NET.B@NK     TELEBANK 

See  initial  deposit  credited 

8             5 

Get  online  account  access 

19           17 

Get  printed  checks 

34           15 

Get  ATM/check  card 

35           28 

Be  able  to  pay  bills  online 

29            22 

reason  is  that  without  the 
costly  burden  of  branches, 
these  banks  can  pay  more  in- 
terest. Net.B@nk  pays  at  least 
3%  on  no-fee  checking  ac- 
counts, for  example,  while  Citi 
pays  just  1% — same  as  my 
credit  union. 

Sadly,  I'll  have  to  tolerate 
that  1%  a  bit  longer.  I  tested 
just  two  of  the  many  Net 
banks  now  operating,  but  they  both  proved  too 
confusing  and  unreliable  for  me  to  give  up  the 
foolproof  status  quo  as  yet.  "Internet  banking  is 
still  in  its  infancy,"  concedes  Laurence  Greenberg, 
Telebank's  executive  vice-president  of  marketing. 
Just  how  true  that  is  I  learned  only  after  my 
test  began  on  May  19.  I  searched  Yahoo!  and 
first  went  to  Telebank,  whose  hot  stock  had 
caught  my  eye.  So  had  Net.B@nk's,  but  Tele- 
bank  also  had  an  offer  to  rebate  some  automated 
teller  machine  fees  to  members   of  affinity 


groups — Yahoo!  users,  for  one.  I  applied  ol 
each  bank  within  40  minutes,  but  the! 
confused  over  what  I  should  do  nexij 
money?  Wait  to  be  contacted? 

I  picked  up  the  phone  and  got  clear 
tions  from  both  on  how  to  make  initial  d 
That  day,  Net.B@nk  sent  an  E-mail  corr  il! 
my  application.  "Soon,"  it  said,  "you'    it  .ills 
everything  you  need  to  start  NetBankin 
so.  Both  banks  were  slow,  but  Net.B@n 
daily  (table).  More  than  a  month  passed  \  digit*! 
received  my  ATM/Visa  check  card.  "We  < 
ran  out  of  the  stock  of  ATM  cards,"  Ne 
ceo  D.  R.  Grimes  told  me,  blaming  fast  j 
Accounts,  which  numbered  17,000  in  Ded 
grew  by  10,000  over  March  and  April  all 
GOOD  IDEA,  BUT...  More  dismaying  was  th1 
banks  expected  me  to  know  to  apply  sepan 
phone  or  fax  to  begin  paying  bills  online.  I  •< 
ally,  I  paid  ten  bills  to  a  variety  of  vend< 
reached  their  destinations  in  a  few  days  b 
an  $86.93  payment  1 
that  I  made  via  Net». 
on  June  22.  at&t  did 
it  until  July  6.  I'm  s 
sure  who's  to  blan  « 
bank  or  at&t.  The 
Net  delays  and  serv 
ures  eroded  the  ban 
ways  available"  vow 
spite  that,  each  pa 
made  me  think  he 
this  could  be. 

That  feeling  sooi 
ished.  I  discovered 
bank  had  twice  debit ' 
register — the  online 
alent    of    my    chec 
record — for   severa 
and  ATM  withdrawal 
$217.27  I  paid  Disco 
June  25,  for  exampl 
debited  a  second  time  June  30.  Telebank  \ 
a  bug — since  fixed,  I'm  told — in  new  so 
installed  June  16.  It  assured  me  that  on 
register,  not  the  actual  funds  in  my  accour 
been  debited  twice.  It  gave  me  a  nine-step 
instructions  to  correct  each  extra  debit, 
for  lots  of  typing  and  toggling  back  an 
from  my  E-mail  to  Telebank's  Web  sit 
about  tedium. 

With  this  and  other  problems,  the  cu: 
service  people  taking  my  calls  at  both 
proved  courteous,  informed,  and  anxious  t<f' 
And  when — duh — I  forgot  to  endorse  a 
deposit,  Telebank  paid  to  return  the  che 
FedEx  so  I  could  fix  my  error  fast.  All  in  i ' 
ternet  banking  struck  me  as  so  promisinj 
I'd  love  to  keep  it  up  and  suggest  that  you 
too.  But  with  all  the  confusion,  bugs,  al 
lays,  I  can't  recommend  it,  not  yet. 

To  find   barker. online,   you   should 
urww.businessweek.com/investor/  or  to  AO, 
word:  BW  Daily. 
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QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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a 

simple  test 
or  companies 

of  all  sizes 
interested  in 
li*;ital  copiers 


■  r  long  lust,  you  have  a 

W~e  for  digital  imaging 

mment.  Because  now  Danka, 

W'ldwide  supplier  of  office 

mpment  with  approxi 

i  ly  $1  billion   in  sales, 

J    complete  line  of  digital 

mutsfor  any  company. 

Vanl{a  has  the  latest 

mologies  from  Canon, 

il(  and  Toshiba,  so  you 

Bring  the  digital  age  to 

i  desktop  (enjoying  nice 

lil{c  iru  reused  efficiency, 

|  need  productivity  and 

\ced  costs). 

on  name  it-Dan\a  has  a 
portfolio  of  digital  blac\ 
white,  and  color  copiers 
vorl{  environments  from 
'0  <  opies  a  month  to 
0,000.  Dan^a  will  help 
■ove  your  image  and  give 
fast,  attentive  tervice 
the  ttlppOTt  \<>it  need, 
'''huh  means  now  you  have 
ething  you've  never  had 

.1  choice, 
ut  \<>ur  pencil  down.  Call 

V  I  son  OK-DANR  I 

DAISKA 

wwwidanka.com 
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Special  Advertising  Feature 


Mixing  Business  with  Pleasure  by  Lincoli 


Puzzle  #14 
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ACROSS 

L  HMO  giant 

6.  Rights  organization:  Abbr. 

10.  Buchanan  et  al. 

14.  Is  too  curious 

15.  Job  opening 

16.  Lotion  additive 

17.  Yahoo!  is  one 

19.  First  senator  in  space 

20.  Mao -tung 

2L  Fairness  in  hiring:  Abbr. 

22.  EDS  founder 

23.  GDP,  e.g. 

25.  Deloitte  &Touche  staffers 
27.  Intensify,  as  competition 


30. money  (initial  capital) 

31.  One  of  Turner's  networks 

34.  Mideast  capital 

35.  Texaco  symbol 

36.  Attorney  who  helped  found 
the  New  York  Mets 

37.  Rubin's  successor 
40.  Deceitful  sort 

41. Lackawanna  Railroad 

42.  Create  for  oneself,  with  "out" 

43.  Shrewd 

44.  Gloria  Vanderbilt  logo 

45.  Agway  customer 

46.  Health-care  provider:  Abbr. 

47.  Big  moneymaker 

48.  George  Bush's  alma  mater 


51. Plaincs,  III. 

52. Energy 

(Michigan-based  utility) 

55.  Dry  as  a  desert 

56.  Lettershop's  business 

60.  Zales  buy 

61.  Historical  periods 

62.  High  points 

63.  Record (dividend  cutoff) 

64.  It  may  be  minimum 

65.  Washer  cycle 

DOWN 

1.  Datebook  entry:  Abbr. 

2.  Piccadilly  Circus  statue 

3.  Pirelli  product 


4.  Part  of  NAV 

5.  Simile  center 

6.  Part  of  NAV 

7.  Commercial  writer's  awa 

8.  Auction  unit 

9.  Native  American 

10.  Beeps,  perhaps 

11.  Controversial  apple  spr 

12.  Big  name  in  lawn-care 
machines 

13.  Faxed  or  overnighted 
18.  Word  associated  with 

22.  Inflate,  as  expenses 

23.  Attorney  in  the  news    ] 

24.  Adjust,  as  a  radio 
25. and  desist 

26.  Major  copper  exporter! 

27.  Mentholyptus  maker 

28.  One  way  to  communica 

29.  World's  largest  direct-sl 
company 

30.  Nixon  economic  advisd 
3L  Gas-bill  unit 

32.  Day  trader's  need 

33.  Personal-security  devica 

35.  Recycling  material 

36. card  (ID  with  a 

memory  chip) 

38.  Reuters  business 

39.  Shoe-store  surname 

44.  Minimal  money 

45.  Royal  treasury 

46.  Investor's  insurance 

47.  Reagan  confidant 

48.  Scotland 

49.  Operatic  solo 

50.  Fabric  fuzz 

51.  Aircraft  designer's  con 

52.  " the  tuxedos,  full  sp 

ahead"  (see  ad  at  right) 

53.  Haberdashery  display 

54.  Alternatively 

56.  Morning  moisture 

57.  Saccharin  discoverer  Ri 

58.  Coal  product 

59.  UUNET  owner 


For  answers  to  this  puzzle: 

Turn  to  page  205  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 


LINCOLN 


1-800-688-8898 


n  the  tuxedos,  full  speed  ahead. 
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is  1 1|  itioi  i  il  but  a  300-horsepower  V-8  is  standard  in  the  world's  most  powerful  luxury  SUV*  There's  room  for  seven  m  three  rows  of  leather- 
eats.  And  i  ip  to  8,850  pounds  towing  capacity.  Call  800  688-8898,  visit  www.lificolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 
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Lincoln  Navigator.  American  Luxury. 


this  is  your  company 


this  is  an 

internet  VIRUS 


As  Ericsson.  Lucent  Technologies.  Merrill  Lynch  and  Kelly  Services 
have  discovered,  our  VirusAalf  solutions  guard  networks  from  the 
vsorst  of  the  *eb.  Products  such  as  InterScan®  ScanMaif  and  the 
nevN  eDoctor®  virus  monitoring  service,  scan  inbound  and  outbound 
traffic,  filtering  out  threats  right  at  your  Internet  gateway.  For 
details  call  1-408-257-1500  or  1-800-228-5651.    www.       virus.com 

'w.trend.com 

©  1999  Trend  Micro,  Inc.  All  company  and/or  product  names  are  the  property  ol  their  respective  trademark  owners 
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The  core  operation  of  Navigant  International 
(flyr) — providing  business-travel  manage- 
ment services  to  midsize  companies — isn't 
exactly  novel  or  exciting.  But  of*  late  its  stock 
has  taken  wing,  shooting  up  from  4%  in  early 
April  to  836  on  July  13.  And  .lay  Petschek  of  in- 
vestment firm  Corsair  Capital  Partners  says  it's 
worth  at  least  twice  that  price.  What  has  Navi- 
gant  got  that  other  travel  companies  don't? 

Navigant,  No.  5  in  corporate  travel  manage- 
ment, has  embarked  on  an  integrated  program  to 
provide  online  services  to  customers  for  both 
corporate  and  leisure  travel.  Petschek  believes 
Navigant  is  in  talks  to 
form  alliances  with  several 
Internet  portal  companies. 
To  bolster  its  Internet  ser- 
vices, Navigant  has  named 
Paul  Blackney,  chairman  of 
\ti; a  On-Line,  to  its  board. 
Blackney  is  also  a  board 
member  at  Priceline.com, 
the  Internet  auction  house. 
Blackney  hopes  to  help 
Navigant  to  become  a  pre- 
mier electronic  travel  service  company.  Among 
Navigant's  clients:  U  S  West,  Sotheby's,  Sam- 
sonite,  and  Walgreens. 

The  Internet  allows  Navigant  to  provide  a 
higher  level  of  service,  notes  Petschek,  who  has 
accumulated  nearly  5%  of  Navigant  shares.  He 
thinks  Navigant  will  eventually  spin  off  its  In- 
ternet business  and  take  it  public.  He  puts  the 
value  of  the  Internet  operations  at  10  to  15  a 
share.  Analyst  Keith  Mullins  of  Salomon  Smith 
Barney,  who  has  a  "speculative  buy"  rating  on 
the  stock,  says  Navigant  should  earn  $1  a  share 
in  1999,  up  from  (ile  in  1998. 

CYBERSOURCE  LOOKS 
AFTER  E-BUSINESS 

As  a  recent  IPO  among  the  bustling  Internet 
crowd,  CyberSource  (CYBS)  is  still  hopping. 
Offered  at  11  a  share  on  June  23  through 
top-not ih  underwriters  led  by  Merrill  Lynch  and 
J.  P.  Morgan,  the  stock  closed  at  13%  on  the 
fust  day.  It  has  since  vaulted  to  25.  Some  money 
pros  expect  the  stock  to  double  this 
year,  based  on  the  vast  market  for 
CyberSource's  products,  which  include 
fraud  prevention,  global  payment  pro- 
cessing, and  tax  calculation  services 
to  online  merchants. 

Part  of  the  stock's  fascination  is  the 
list  of  CyberSource's  early  investors: 
Microsoft  CO  founder  Paul  Allen,  whose 

Vulcan  Ventures  still  owns  n..v,  after 

the  im;  ('eneral  Klectric  Capital,  with 
a  T.li',   slake;  and  credit  card  giant   VlSS 


OURCE 
K  PRICE 


International,  which  hold-  9%,  Al  o  impc 

CyberSource's  customer  ro  ter,  which  include 

Compaq   Computer,   ll;M  Software  ('roup,  and 

Beyond.com,  a  major  online  computer  software 

retailer,  which  spun  off  CyberSource  in  \'.)'.)1. 

Some  big  investors  are  betting  that  Cyber- 
Source will  attract  buyout  suitors  once  its  obvious 
that  the  market  for  its  E-commerce  transaction 
services  is  huge.  One  New  York  money  manager 
who  has  been  buying  shares  thinks  that  a  credit- 
card  biggie  such  as  Visa  could  be  interested  in  ac- 
quiring CyberSource.  Visa  and  CyberSource  are 
working  together,  notes  the  money  pro,  to  build 
products  that  will  protect  Web  merchants  and 
their  banks  from  Internet  credit-card  scams. 

One  CyberSource  insider  says  he  wouldn't  be 
surprised  if  Visa  or  another  credit-card  company 
were  to  make  a  move.  The  company  wouldn't 
comment  since  it  was  still  in  a  "quiet  period"  in 
light  of  the  June  23  IPO. 

A  SECOND  CHANCE 
FOR  TAKE-TWO? 

Video  games  are  as  popular  as  ever,  but  the 
shares  of  video-game  companies,  such  as 
Take-Two  Interactive  Software  (ttwo),  have 
been  cellar-dwellers  this  year.  Take-Two — which 
develops  games  for  PCs  as  well  as  for  video- 
game platforms  manufactured  by  Sony,  Nintendo, 
and  Sega  Enterprises — hit  13X  in  early  February 
but  tumbled  to  7  in  mid-June.  The  stock  may 
have  touched  bottom,  say  pros  wno  have  started 
buying  in.  The  stock  closed  at  8!/  on  July  13. 

The  upcoming  big  market  for  Take-Two  is — 
what  else? — the  Web.  Take-Two  is  developing  a 
multiplayer  online  version  of  one  of  its  popular 
Grand  Theft  Auto,  which  could  be  the  first  of 
many  such  products  designed  for  PCs  to  be  re- 
designed as  video  games.  And  the  company  re- 
cently acquired  DVDWave.com,  a  retailer  of  digi- 
tal videodisk  (dvd)  movies. 
"Shortly,  video  games  will 
be  added  to  the  mix,"  says 
Bob  DeLean,  an  analyst  at 
investment  firm  Morgan 
Keegan.  "We  believe  this 
is  an  important  strategic 
move,  considering  the  con- 
sumer demand  for  E-com- 
merce," he  adds. 

DeLean,  who  has  a 
"buy"  rating  on  Take-Two, 
thinks  it  may  boost  earnings  at  25r;  to  30rf  an- 
nually over  the  next  five  years.  He  expects  earn- 
ings of  02c  this  year  and  80c  in  2000,  compared 
with  37c  in  1998. 

Take-Two  ceo  Ryan  Brant  says  that,  in  18 
months,  the  company's  Web  business  will  gener- 
ate some  $30  million  in  annual  sales  and  about 
$100  million  in  three  years.  Industry  prospects 
have  turned  so  rosy,  says  Brant,  that  the  big  me- 
dia and  toy  companies  that  had  bailed  out  years 
ago  are  considering  jumping  back  into  the  busi- 
ness. Some  may  be  looking  hard  at  Take-Two. 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


July  14 


%  change 
Week         Year 


GLOBAL  MARKETS 


July  14 


%ch 
Week 


SAP  500 

My   Jan.    July  July  8-14    ^ 


1295 
1170 

1045 
92o' 


\i 


11398.17 
:  1390 

:  1380 

•1370 


Dow  Jones  Industrials  11,148.1 

NASDAQ  Composite           •  2817.9 

NASDAQ  100  2416.8 

S&P  MidCap  400  423.9 

S&P  SmallCap  600  188.1 

S&P  SuperComposite  1500  294.0 

SECTORS  July  14 


-0.4 
2.7 
3.3 

1.4 
1.4 
0.3 


20.6 
43.2 
70.4 
14.6 
-2.8 
17.6 


%  change 
Week         Year 


52 -week  change    1 -week  change 
+19.0%  +0.2% 

COMMENTARY 

A  generally  mixed  week  in  the 
financial  markets,  with  com- 
puter stocks  showing  particular 
strength.  The  NASDAQ  Com- 
posite climbed  40  points  on 
July  14  to  set  its  seventh  record 
performance  in  the  past  ten 
trading  days.  Intel  led  the  list 
of  gainers,  because  of  strong 
profit  news.  The  euro  fell  to  a 
record  against  the  dollar  on 
July  12  because  of  a  drop  in 
German  industrial  production. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Basic  Materials 
S&P  Capital  Goods 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
Morgan  Stanley  Cyclical 
PSE  Technology 


791.8 
628.6 
137.4 
1040.2 
875.2 
144.3 
83.9 
739.0 
258.3 
500.9 
599.8 
631.3 


0.9 
-0.6 

0.0 
-0.4 

0.2 
-2.5 
-0.5 
-2.1 
-0.8 
-2.4 

0.1 

3.5 


25.2 
1i:5 
11.0 
16.9 
17.7 
-2.3 

-18.9 
3.1 
6.1 

197.9 
14.9 
76.9 


S&P  Euro  PIUS  1360.3  -0.5 

London  (FT-SE 100)  6473.1  -1.9 

Frankfurt  (DAX)  5610.9  0.4 

Tokyo  (NIKKEI  225)  18,357.9  2.2 

Hong  Kong  (Hang  Seng)  13,575.6  -4.8 

Toronto  (TSE  300)  7253.1  1.1 

Mexico  City  (IPC)  5834.9  -1.4 

Week 

FUNDAMENTALS  July  13  ago 


S&P  500  Dividend  Yield  1.17% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  35.1 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.9 

First  Call  Earnings  Surprise*  3.51  % 

•First  Call  Corp. 


TECHNICAL  INDICATORS 


July  13 


1.17% 
34.7 
24.8 
11.34% 

Week 
ago 


S&P  500  200-day  average  1238.7  1229.7 

Stocks  above  200-day  average  59.0  %      60.0  % 

Options:  Put/call  ratio  0.45         0.40 

Insiders:  Vickers  Sell/buy  ratio  1 .44         1 .56 


BEST-PERFORMING        Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 


GROUPS 


month  % 


Health-Care  Services 
Computer  Systems 
Computer  Software 
Communications  Equip. 
Semiconductors 


30.6  Semiconductors  96.8 

23.9  Computer  Systems  85.7 

22.6  Communications  Equip.  81.6 

21.6  Instrumentation  64.5 

20.6  Broadcasting  58.5 


Pollution  Control  -28.7 

Machine  Tools  -21.7 

HMOs  -13.1 

Hospital  Management  -11.1 

Metal  &  Glass  Containers  -9.0 


Manufactured  Housing 
Metal  &  Glass  Containers 
Apparel  Manufacturing 
Hospital  Management 
Pollution  Control 
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■  MUTUAL  FUNDS 

■■  S&P  500"  mm  U.S.  Diversified 
4-week  total  return 


I  All  Equity 
52 -week  total  return 


Week  ending  July  13 


%        2        4        6        8       10      12 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return 


% 


Technology  15.9 

Japan  13.1 

Small-cap  Growth  11.7 

Pacific/Asia  ex-lapan  10.6 

Mid-cap  Growth  9.7 

Leaders 

52-week  total  return  % 


Pacific/Asia  ex-Japan 

Technology 

Japan 

Diversified  Pacific/Asia 

Communications 


74.5 
69.8 
55.5 
52.4 
47.7 


Laggards 

Four-week  total  return        % 

Precious  Metals  -2.5 

Real  Estate  -2.0 

Otilities  1.0 

Europe  1.1 

Natural  Resources  1.1 

Laggards 

52-week  total  return  % 

-13.5 

-10.5 

-9.3 

-7.0 

-4.6 


Latin  America 
Precious  Metals 
Real  Estate 
Europe 
Small-cap  Value 


■  INTEREST  RATES 

Week     Year 
KEY  RATES  July  14      ago        ago 


MONEY  MARKET  FUNDS 

4.55% 

4.53% 

5.10% 

90-DAY  TREASURY  BILLS 

4.69 

4.67 

5.14 

1-YEAR  TREASURY  BILLS 

4.97 

5.06 

5.35 

10-YEAR  TREASURY  NOTES 

5.73 

5.92 

5.48 

30-YEAR  TREASURY  BONDS 

5.92 

6.08 

5.70 

30-YEAR  FIXED  MORTGAGEt 

7.60 

7.69 

7.05 

■  BW  PRODUCTION  INDEX 

Change  from  last  week:  -0.1  °/< 
150 

Change  from  last  year-.  5.7% 

BLOOMBERG  MUNI  YIELD  EQUIV/V  J8 

Taxable  equivalent  yields  on  AAA-rated,  tax-a 
municipal  bonds,  assuming  a  31%  federal  taxji; 
10-yr.  bond  30 

GENERAL  OBLIGATIONS 4.73% 

TAXABLE  EQUIVALENT  6.86 

INSURED  REVENUE  BONDS   4.87 

TAXABLE  EQUIVALENT         7.06 
i 

tBanxQuote,  Inc. 


INDUSTRIAL  OUTPUT 

July  3=143.5 
1992=100 


The  production  index  continued  its  to 
slide  in  the  week  that  ended  July  3.  Th  f 
ness  in  the  production  data  was  evidei  s 


monthly  average:  For  all  of  June,  the  t 


The  index  is  a  4-week 
—  moving  average  — 


130  - 


July 
1998 


Nov. 
1998 


Mar. 
1999 


July 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


0.9%,  to  143.9,  from  145.2  in  May.  t , 

before  calculation  of  the  four-week 
average,  the  index  increased  to  144. 
latest  week  from  143.2  in  the  previa  J 
After  seasonal  adjustment,  all  com|: 
were  up  moderately. 


« if; ;: 


i;  m 


tniiti 


■  THE  WEEK  AHEAD 

INTERNATIONAL  TRADE  Tuesday,  July  20, 
8:30  a.m.EDi>-  The  U.  S.  trade  deficit  of 
goods  and  services  for  May  probably  totaled 
$19  billion,  says  the  median  forecast  of 
economists  surveyed  by  Standard  &  Poor's 
mms,  a  division  of  The  McGraw-Hill  Compa- 
nies. That  would  be  little  changed  from  the 
$18.9  billion  deficit  posted  in  April.  Howev- 
er, the  expected  May  gap  would  mean  that 
the  trade  deficit  in  the  second  quarter  is  on 
track  to  be  much  bigger  than  the  first-quar- 
ter total.  A  wider  trade  deficit  subtracts 
from  real  gross  domestic  product  growth. 
Tha  s&p  mms  survey  expects  that  exports 
edged  up  slightly,  following  a  1.2%  advance 
in  April.  May  imports,  already  up  for  four 


months  in  a  row,  probably  rose  at  a  faster 
pace  than  exports,  lifted  in  part  by  higher 
prices  for  petroleum  products. 

HOUSING  STARTS  Wednesday,  July  21,  8:30 
a.m.EDT>  Housing  starts  probably  slipped 
to  an  annual  rate  of  1.65  million  in  June, 
says  the  s&p  mms  survey.  In  May,  starts 
jumped  6.3%,  to  a  1.68  million  rate,  but 
that  gain  followed  three  monthly  drops.  As  a 
result,  home  construction  was  probably  a 
drag  on  economic  growth  in  the  second 
quarter.  However,  housing  has  benefited 
from  solid  gains  in  jobs  and  incomes  as  well 
as  near-record-high  consumer  confidence. 
The  industry  should  do  well  over  the  sum- 


FEDERAL  BUDGET  Thursday,  July  22, 
2  p.m.EDT>  The  s&p  mms  median 
expects  that  the  U.  S.  Treasury  will  re 
budget  surplus  of  $57  billion  in  JuneBnij, 
quarterly  taxes  are  paid.  That  would  be  ' 
er  than  the  $51.1  billion  windfall  post 
June  of  1998. 


BusinessWeek  ONLINE 
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For  more  investment  data  and  the 

components  of  the  production  index 

visit  www.businessweek.com. 
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Editorials 


THE  NEW  ECONOMY  FINALLY  GETS  SOME  RESPE 


Conventional  wisdom  can  be  comforting,  but  it  can  be 
suffocating,  too.  For  the  past  three  decades,  conven- 
tional wisdom  has  held  that  the  U.  S.  economy  could 
not  grow  faster  than  2%  to  2.5%  a  year  without  setting  off  in- 
flation. This  slow-growth  view  was  institutionalized  in  Wash- 
ington by  the  Federal  Reserve,  propagated  in  academia  by 
economics  departments,  and  evangelized  on  Wall  Street  by 
forecasters. 

Until  now.  In  the  past  few  months,  a  mass  conversion  has 
taken  place,  with  economists  and  policymakers  rejecting 
slow-growth  economics  for  a  New  Economy  paradigm.  Fed 
Chairman  Alan  Greenspan  endorsed  the  shift  in  thinking 
when  he  testified  recently  that  the  U.  S.  can  now  safely  grow 
at  3%  annually  over  the  long  term.  If  fresh  economic  thought 
requires  a  long  journey  of  escape  from  conventional  thinking, 
as  John  Maynard  Keynes  once  observed,  then  America  has 
just  experienced  a  gigantic  intellectual  jailbreak. 

THE  DANGERS  OF  CYNICISM 

The  consequences  are  immense.  Over  the  last  three  years, 
if  growth  had  been  2.5%  rather  than  the  4%  it  was,  the 
country  would  have  lost  $600  billion  in  output  and  2  million 
people  would  have  been  put  out  of  work.  Even  if  growth  av- 
erages a  milder  3%,  rather  than  2.5%  over  the  next  decade, 
every  man,  woman,  and  child  in  the  country  will  still  be 
about  $3,000  richer.  That  adds  up  to  $879,000,000,000.  Such  is 
the  power  of  the  New  Economy. 

But  convincing  people  of  that  shift  has  been  long  in  coming. 
Institutional  and  intellectual  resistance  has  been  fierce.  Few 
have  been  willing,  until  recently,  to  admit  that  information 
technology  is  replacing  the  old  industrial  manufacturing  base, 
doubling  the  productivity  growth  rate,  to  2%,  and  allowing  for 
faster  growth.  Some  economists  were  simply  wedded  to  their 
traditional  models,  which  showed  productivity  stuck  at  1%  and 
inflation  rising  when  unemployment  dipped  below  6%.  Others 
couldn't  see  the  technological  forest  for  the  trees  and  denied 
the  revolutionary  implications  of  changes  in  computing  and 
telecommunications.  One  prominent  economist  went  so  far  as 
to  argue  that  air-conditioning  was  a  more  important  innova- 
tion than  PCs  in  economic  life.  Still  others  demanded  hard  data 
on  productivity  before  jumping. 

business  week  saw  the  implications  of  the  information 
revolution  for  growth  long  before  most  economists.  And  for 
good  reason.  In  times  of  fast  change,  journalism  can  be 
more  prescient  than  academia.  The  magazine  had  reporters 
actually  on  the  ground  covering  business.  And  it  wasn't 
wedded  to  any  particular  economic  models  or  ideology.  When 
businesspeople  began  talking  about  the  huge  gains  in  pro- 
ductivity they  were  achieving  thanks  to  information  tech- 
nology, it  was  clear  something  had  changed.  This  was  years 
before  official  statistics  showed  productivity  rising.  In  1994, 
in  "Why  Are  We  So  Afraid  of  Growth?,"  "The  Information 
Revolution,"  and  "The  Real  Truth  About  The  Economy," 


business  week  described  the  early  signs  of  an  ems 
New  Economy.  By  late  1997,  in  "What  The  New  Eco 
Really  Means,"  incipient  signs  of  higher  productivity  gi 
were  appearing  in  the  statistics. 

By  keeping  an  open  mind  and  listening  to  executive 
magazine  was  able  to  get  an  early  look  at  how  innovate 
changing  the  economy.  While  much  of  the  economics  I 
lishment  remained  cynical  about  the  impact  of  compute 
the  early  '90s,  another  shift  was  already  under  way: 
PCs  to  the  Internet.  A  tidal  wave  of  innovation  was  at  ha 
big  as  anything  seen  in  the  19th  or  early  20th  century.  'Yi 
pundits,  including  many  in  Europe,  remained  removed 
the  real  world,  locked  into  their  orthodoxies.  It  was  fashic 
safe  to  be  cynical.  America's  economy  was  all  bubble 
destined  to  crash  and  burn. 

The  shift  to  New  Economy  thinking  reached  critical 
early  this  year,  when  the  business  expansion  moved  in 
ninth  year.  By  then,  higher  productivity  was  consist 
showing  up  in  government  figures,  growth  had  chugged 
at  4%  for  three  years  (too  hot  for  Greenspan,  who  is 
comfortable  at  3%),  unemployment  remained  around  4$ 
inflation  was  still  dormant.  Economists  who  wanted 
productivity  numbers  had  them.  Others,  waiting  for 
tion  to  soar,  threw  in  the  towel.  The  stock  market  ( 
crash.  And  corporate  profits  started  lising  again,  despii 
tie  pricing  power.  It  all  added  up  to  the  New  Economy 

Cynics  remain.  Some  are  reduced  to  saying  that  the 
Economy  advocates  turned  out  to  be  right  but  for  the 
reasons.  Not  so.  The  argument  never  rested  on  "unmi 
productivity  growth,  as  they  wrongly  claimed.  Oth 
insist  on  raising  straw  men — for  example,  denying 
business  cycle  is  dead.  It  isn't.  Who  said  it  was? 
true  is  that  because  of  productivity  gains,  the  econonj 
now  operate  at  a  higher  speed  limit  without  inflation. 

A  NOTE  OF  CAUTION 

But  precisely  because  the  New  Economy  is  now  be<j 
the  new  orthodoxy,  it  is  time  to  sound  a  note  of 
Some  stocks  are  considerably  overvalued  and  a  cor 
could  set  in.  An  economic  downturn  is  ultimately  ine^ 
and  with  so  much  growth  dependent  on  one  sector^ 
mation  technology — it  could  be  severe  indeed.  So  it  wa 
1930s  following  the  automotive  revolution  and  in  the 
ter  the  boom  in  railroads.  And  finally,  it  remains  to 
what  happens  to  productivity  when  growth  slows. 

Our  own  hunch  is  that  the  Internet  will  lead  to 
ductivity  gains  as  businesses  restructure  their  oper 
But  promoting  the  New  Economy  also  requires  wise] 
from  Washington.  We  need  to  support  basic  resea 
education  at  all  levels,  the  seed  corn  of  innovation, 
sound  fiscal  policy,  not  the  ideological  demagoguery  we  | 
get.  The  economic  landscape  looks  fundamentally  ch 
Let's  nurture  the  New  Economy — not  screw  it  up. 
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king  for  employees  that  are  focused,  talented  and  diverse?  They're  closer  than  you  think.  In  fact,  they're  in  your  city,  and  maybe 
en  in  your  neighborhood.  At  INROADS.  An  internship  for  some  of  the  top  students  of  color  in  the  country.  Students  that  are  well- 
ated,  driven  and  ready  for  the  real  world.  So.  if  you've  found  your  search  for  young  talent  isn't  getting  anywhere,  enter  INROADS. 


ie  brightest  talent  on  the  planet  is  here. 

ie_l  800  642  9865     email_info©inroadsinc.org     web  site_www.inroadsinc.org 
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INROADS 


It's  the  knowledge  that  the 
decisions  you  make  for  your 
business  are  the  right  ones. 
It's  the  implicit  guarantee 
that  whether  your  needs  are 
small  or  large,  they  will  be  mi 
It's  knowing  where  to  turn  for 
flexible  solutions  for  your 
business,  and  that  loyalty  has 
its  benefits.  It's  the  awareness 
that  even  if  your  business  isn't 
always  predictable,  your  office 
equipment  will  be.  And  that's 
certainly  something  to  smile  about. 
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Lt  Panasonic,  we  understand  that  your  office  equipment  needs  change.  The  products  that  are  ri| 
your  business  today,  may  not  be  right  tomorrow.  We  understand  that  you  need  the  confidence  to 
right  choice  in  this  constantly  changing  market.  You  need  technologically  advanced  products  like 
network-ready  copiers,  lightning-fast  color  printers,  Internet-smart  fax  machines  and  connected  el^ 
white  boards — products  that  will  truly  make  your  business  run  efficiently,  flawlessly. 

And  most  importantly,  you  need  flexibility.  That's  why  we  developed  the  most  aggressive  office  e| 
acquisition  program  in  the  industry.  It's  called  XtraCareP/us  and  it  gives  you  the  unprecedented  op 
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Just  because  you  have  I  i 
doesn't  mean  you  do i* 


©  1999  Storage  Technology  Corporation.  All  rights  reserved.  StorageTek  is  a  registered  trademark  and  "Information  Made  Powerful"  is  a  trademark  of  Storage  Technology  Corporation. 


You  could  have  all  the  disk  and  tape  space  in 
the  world  and  still  not  have  a  smart  storage 
solution.  After  all,  if  your  storage  system  lacks 
the  intelligence  to  allocate  data  evenly,  it  will 
probably  be  equally  inept  at  finding  the 
information  you  need.  A  Storage  Area  Network 
(SAN)  solution  from  StorageTek  has  built-in 
intelligence  that  gives  you  easy  access  to  all 
your  critical  data.  For  intelligent  SAN  solutions, 
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76     THE  BOSS 

Carly  Fiorina  has  a  silver  tongue  and  an 
iron  will,  and  it  will  take  all  her  charm 
and  mettle  to  get  Hewlett-Packard  to  go 
where  she  wants  it  to  go.  The  new  ceo 
is  not  only  the  first  woman  to  head  a 
Dow  30  corporation  but  the  computer 
giant's  first  top  executive  to  be  hired 
from  outside.  But  then,  these  Internet 
times  are  anything  but  business  as  usual. 
Her  challenge  will  be  to  coax  a  culture 
out  of  its  moribund  ways  while  not 
losing  the  elements  that  have  made  HP 
a  model  of  dependability 
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CYBER  WORLD 

A  COFFEE  BREAK 
AT  STARBUCKS? 

HOWARD  SCHULTZ,  CHAIRMAN 

and  ceo  of  Starbucks  Coffee, 
has  landed  in  hot  water  of 
late  for  seeming  to  place  the 
company's  Internet  am 
bitions  ahead  of  its 
core  operations. 
Schultz  has  stated 
that  he  wants  a 
cushy  Starbucks  Web 
site  that  sells  every- 
thing from  kitchen  items 
to  couches.  But  in  early  July, 
Starbucks'  share  price  plum- 
meted when  the  company 
forecast  lower-than-expected 
earnings  in  1999,  causing 
some    to    wonder    whether 


I'LL  POUR:  Java  time 

Schultz's  Internet  fever 
has  gotten  out  of  hand. 
"At  Starbucks,  the  In- 
ternet has  become  a 
distraction,"  says  Doug- 
las Christopher,  an  an- 
alyst at  Crowell,  Wee- 
don  &  Co. 

Such  criticism  isn't 
stopping  Schultz  from 
steaming  ahead.  Sources  in 
Silicon  Valley  tell  busi- 
ness  week   that   Star- 
bucks is  investing  some 
$20     million     into     Austin 
(Tex.)-based    startup    liv- 
ing.com,  a  company  that      #      aren't  legally  binding. 


TALK  SHOW  UJohn  and  Carolyn  were  true  soul  mates, 
we  hope  to  honor  them  in  death  in  the  simple  manner  in 
which  they  chose  to  live  their  lives." 

— Parents  of  Carolyn  Bessette  Kennedy  and  Lauren  Besset 

killed  in  the  JFK  Jr.  plane  crash 


l-WAY  PATROL 

JOHN  HANCOCK, 
WE  HARDLY  KNEW  YE 

WHEN    CONGRESS    SENT    THE 

Y2K  liability  legislation  to 
President  Clinton  this  July, 
lawmakers  were  eager  tc 
show  they  were  technology- 
savvy.  They  E-mailed  an  elec- 
tronic version  of  the  bill  to 
the  White  House.  But  the 
President  couldn't  sign  it,  be- 
cause electronic  signatures 


set  guidelines  to  validat 
secure  online  transac 
which  should  be  a  boo 
E-commerce.  Brokers,  si 
Charles  Schwab,  for  ins 
say  cyber-signatures 
make  online  trading  mo 
cessible  to  the  public, 
bill  becomes  law,  your 
nature,"  a  series  of  encr 
keystrokes  known  on 
you,  will  be  just  as  bi 
as  the  "pen-and-ink"  ve 
With  no  opposition,  an 
backing  of  such  heavyw 


/Hv-a    &jUu4Cm 


plans  to  begin  selling  home 
furnishings  and  accessories 
online  on  July  26.  Al- 
though Schultz  won't 
sit  on  living.com's 
board,  he  is  expect- 
ed to  lend  the  com- 
pany his  retailing  ex- 
pertise. The  move 
follows  Starbucks'  failed 
attempt  to  acquire  Williams- 
Sonoma,  whose  online  store 
is  expected  to  be  launched  in 
November.  Starbucks  de- 
clined to  comment.  Linda 
Himelstein  and  Louise  Lee 


STRUGGLING  COMRADES 

A  BRISK  BLACK 
MARKET  IN  BABIES 

THE   PREGNANT  22-YEAR-OLD 

from  Moldova,  a  former  Soviet 
republic,  had  no  husband,  no 
prospects — and  four  children. 
So  she  answered  an  ad 
promising  a  trip  to  Israel  and 
cash  for  her  unborn  child.  "I 
was  told  he  would  be  given 
to  a  good  family,"  she  says. 
He  was.  But  the  woman  is 
serving  two  years  in  prison 
for  selling  her  child. 

The  black-market  baby 
trade  is  brisk  in  the  former 
Soviet  Union.  The  collapsing 
economy  has  meant  thousands 
of  abandoned  kids.  Western 
couples  are  eager  to  adopt 
them.  But  corruption  in  legal 


adoptions  means  the  price  av- 
erages $40,000,  leaving  a  niche 
for  baby  traffickers,  who  may 
ask  half  that. 

Russian  investigators  say 
the  Moldova  ring  has  sold  50 
babies  to  U.  S.  and  Israeli 
families  in  the  past  two  years, 
while  a  Russian  ring  has  sold 
20  babies  to  U.S.  parents. 
Both  Washington  and  Moscow 
have  taken  notice,  and  the 
Russians  have  actually  start- 
ed their  first  prosecution  of 
an  alleged  baby  seller. 

Child  advocates  worry  that 
the  anti-corruption  push  could 
end;  some  nationalist  politi- 
cians are  seeking  votes  by 
bashing  international  adop- 
tions, legal  or  no.  That,  the 
advocates  fear,  will  do  little  to 
stop  bad  guys  from  making  a 
buck  on  kids.  Margaret  Coker 


So 

Congress  sent  the  bill  over 
on  paper,  and  Clinton  signed 
the  old-fashioned  way:  in  ink. 
But  that  may  not  happen 
to  the  next  President.  Con- 
gress is  drafting  a  bill  that 
would  legalize  digital  signa- 
tures. The  government  would 


as  IBM  and  General  El< 
the  bill  could  past 
yearend.  In  all  three  ve: 
of  the  legislation  now 
ing,  Congress  would  pr< 
state  regulations  on  vi 
ing  E-signatures,  unti 
states  have  their  own  p 
in  place.  Alyssa 


BIG  OIL 

UNCLE  SAM  MAY 
HIT  A  GUSHER 

SAN    FRANCISCO-BASED    OIL 

giant  Chevron  says  that  it  is 
in  talks  with  the  federal  gov- 
ernment to  settle  complaints 
that  the  company  underpaid 
the  Interior  Dept.  by  more 
than  $100  million  in  royalties 
for  oil  pumped  from  public 
lands.  If  a  deal  is  reached, 
Chevron  would  be  the  sec- 
ond big  oil  company  to  settle 


ms  are  T 


,;,-c" 


charges  that  it  stiffed  Uncle 
Sam.  Mobil  was  the  first.  It 
admitted  no  wrongdoing,  but 
it  paid  out  $45  million  in  Au- 
gust, 1998. 


scrashe 

A  Chevron  spokesw 
had  no  comment  on  w  il0 
final  deal  might  look  likt 
ing  details  of 'the  com 
offer  are   proprietary 
sources  close  to  the 
sions  say  that  the  con 
could  be  on  the  hook  foi 
million.  Chevron  has  al 
paid  $110  million  to 
similar  lawsuits  in  Cali 
and  Alaska.  Overall,  th  CUPSg 
alty  underpayment  issi 
already  cost  Big  Oil  so: 
billion. 

Meanwhile,  oil  patch 
latere,  led  bj  , 
ators  Kay 
Hutchison 
Tex.)    and 
Domenici 
N.  M.)    wai 
give    refine 
break  from 
rules   that 
royalties, 
want    to    f 
implementation  of  the 
hoping  that  George  W. 
presumed  friendly  to  B: 
will  be  elected  Presiden 
year.  Lorraine  Wi 
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Starting  at  $99,  its  power  protection 
that  pays  for  itself  in  seconds 


APC  Back-UPS  Pro*  500 

'APC's  latest  plugs  into  a  USB  port 

making  H  completely  painless  to  protect 

our  PC  from  power  snafus  and  electrical  spikes  ' 

■  PC  Computing  4/99 


y  8  million  computer  users  can't  be  wrong  about  APC  power  protection 


n  crashes,  corrupted  data,  lost  Internet  connections  and 
3rd  lock-ups  (plus  outright  outages)  are  symptoms  of 
irregularities.  According  to  IBM  research,  such  power 
ms  are  the  largest  cause  of  data  loss  and  occur  up  to  120 
oer  month.  APC  helps  eliminate  such  interruptions  and 
>s  your  ability  to  get  the  job  done. 


An  APC  Uninterruptible  Power  Supply  (UPS)  gives  you  two 
layers  of  protection  in  one  unit.  Memory  cards  and  hard  disks 
are  shielded  from  damaging  surges  while  back-up  battery  power 
enables  you  to  shut  down  during  an  emergency  without  losing 
any  data.  APC  units  are  backed  by  a  $25,000  equipment  protection 
guarantee'.  Visit  your  reseller  or  the  listed  retailers  and  try  one  today! 


C  UPS  gives  you: 

gh  outlets  to  protect  your  corn- 
plus  displays,  printers,  scanners 
nore 

gency  battery  power  for  continuous 
le  through  brief  power  outages 
Ip  save  your  data 

hone/network  surge  suppression 
lintain  your  online  connection 


•  Auto-shutdown  software  which  saves 
your  files  and  data,  even  when  you're 
away  from  your  computer 

APC  safety  and  reliability  benefits: 

•  User-replaceable  batteries  reduce 
service  costs 

•  Easy  overload  recovery 

•  Site  Wiring  Fault  indicator 


•  Audible  and  visible  alarms  alert  you  to 
power  events  as  they  occur 

•  $25,000  equipment  protection 
guarantee  (U.S.  and  Canada  only) 
fSee  policy  for  details 

•  "Best  in  Class"  longest  runtime 
guarantee  (5-40  minutes) 


I  ind  APC  power 
1 it  products  at: 
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Office 

DEPOT 


Legendary  Reliability" 
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Enter  the  "Are  You  at  Risk"  sweepstakes  to  win  a  PC. 

•  ow:  Visit  http://promo.apcc.com  KeyCodem449z  •Call  888-289-APCC x8663  ♦  Fax 401-788-2797 


an  Power  Conversion  A 


"         ■    •  PowerFax  1800)347  FAXX    •  Email  aponfoOapcc  com    •   132  Fairgrounds  Road.  West  Kingston.  P.I  02892  USA 


Up  Front 


FARM  AID 


A  NEW  USE  FOR 
TURKEY  LEFTOVERS 

MINNESOTA  HAS  MORE  TURKEYS 

than  people.  The  45  million 
turkeys  the  state  produces  a 
year  create  so  much  waste — 
and  odor — that  lawmakers 


have  threatened  to  force 
poultry  producers  to  put  the 
waste  in  enclosed  buildings. 
Then  turkey  farmer  Greg 
Langmo  heard  that  London 
energy  company  Fibrowatt 
had  built  electricity  plants  in 
Britain  fueled  by  steam  from 
burning  poultry  waste  and 
bedding  straw.  A  parade  of 


farmers  and  county  officials 
made  several  trips  to  woo  Fi- 
browatt to  Minnesota.  Now, 
the  company  is  proposing  a 
$70  million,  48.5  megawatt 
plant  that  would  burn  500,000 
tons  of  droppings  a  year,  pro- 
ducing enough  electricity  for 
67,000  people.  The  state  is 
considering  helping  under- 
write it.  Farmers  would 
get  $2  to  $5  a  ton  for 
their  waste. 

Langmo  hopes  a 
Fibrowatt  plant 
will  be  online 
within  three  years. 
Catamount  Energy 
in  Rutland,  Vt., 
which  has  a  44% 
stake  in  two  of  the 
British  plants,  is  interested 
in  the  Minnesota  project. 
"There's  no  odor — no  smell," 
says  Catamount  Senior  Vice- 
President  Doug  Barba.  "Sev- 
eral EPA  officials  and  several 
influential  senators  have  been 
over  to  see  it,  and  they  all 
like  it."  No  word  on  what  the 
turkeys  think.  Dennis  Blank 


GENDER  WATCH 

WHY  DIDN'T  HOOTERS 
THINK  OF  THAT? 

HOW    DO    YOU     FILL    YOUR 

nightclub?  Well,  there's  happy 
hour,  of  course,  and  ladies' 
night.  But  Steve  Gupta,  own- 
er of  a  new  dance  club  in 
Melbourne,  Fla.,  is  trying 
something  a  little  different. 
Make  that  a  lot  different.    _ 
As  local  radio  ads  for  his 
club,  Energy,  put  it,  female 
patrons  who  enter  a  drawing 
can  win  "a  free  set  of  sump- 
tuous new  breast  implants — 
any  size,  any  shape." 

Sure,  it's  crass.  But  it  has 
proven  effective.  "They're 
signing  up  left  and  right," 
says  bar  manager-  Lisa  Flana- 
gan. Every  Wednesday  in 
July,  hopefuls  put  their  names 
in  for  the  grand  drawing,  to 
be  held  in  late  July  or  Au- 
gust. Few  have  expressed 
concerns  about  then*  health — 
only  their  figure.  Joanne 
Rivera  decided  to  try  for  the 


mammary  enhancements  de- 
spite her  husband's  discour- 
agement. "I've  wanted  to  do 
it  for  a  long  time,"  she  says. 
"It  just  wasn't  feasible — it's 
around  $4,000."  She  says  75 
women  from  her  office  have 
also  decided  to  try  to  win  the 
procedure. 

The  giveaway  is  an 
intriguing  marketing 
gimmick.  But  will  Gupta  be 
offering  comparable  "help" 
to  his  male  patrons?  "No," 
he  gulps.  "Nothing  like 
that."  Robert  Barker 
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UP,  UP,  AND  AWAY 

FINALLY,  AIRPLANE 
FOOD  THAT'S  NO  JOKE 

THE    AIRLINE    OF   THE    LAND 

down  under  is  offering 
gourmet  cooking  up  above. 
Australia's  Quantas 
Airways  has  put 
chefs  on  some  of  its 
747s  to  whip  up  the 
first  meals  that  are 
actually  cooked,  not 
just  nuked,  on 
board. 

The  freshly  made 
fare  is  available  only 
in  first  class  and 
business  class,  and 
only  on  long-haul 
flights  between  Australia  and 
Hong  Kong,  London,  and  a 
few  other  destinations.  Front- 
of-the-plane  fliers  heading  for 
New  York  and  Los  Angeles 


will  get  the  Aussie  hau 
sine  later  this  year. 

Quantas  hired  a  top 
ney  chef,  Neil  Perry,  to 
the  airborne  chefs,  who 
in  kitchens  equipped 
electric  appliances.  An 
body's  just  tossing  an 
shrimp  on  the 
bie.       Each 
spends    two 
per  trip  prep 
five-course 
that   include 
nated  lamb  c 
with  hummus 
"It's  about 
somebody  bro 
gourmet  into  ai 
dining,"  says 
man  Sherlock, 
utive  director  of  the  Na| 
al    Business    Travel 
Alas,  coach  passengers 
only  be  able  to  smell 
good  stuff.       Dennis  Bi 


THE  BIG  PICTURE 


DEBT  ON  THE  RISE 

In  developing  nations,  foreign 
debt  and  the  interest  payments 
on  it  are  rising.  That  debt  also 
represents  a  larger  share  of  those 
countries'  economies  now;  37%, 
vs.  21%  in  1980. 


2.0 
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DEBT 
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DEBT  SERVICE 


DATA:  WORLDWATCH  INSTITUTE/WORLD  BANK  GROUP 
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A  TRILLIONS  OF  DOLLARS 


FOOTNOTES  Sources  of  employment-related  lawsuits:  former  employees,  48%;  current  employees,  20%;  prospective  employees, 
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Allcndal<    In  iii.mii  e 
Arkwright. 
Protection  Mutual. 
Factory  iMutual. 


IT'S  AMAZING  WHAT  CAN  HAPPEN 
WHEN  YOU  LISTEN  TO  YOUR  CUSTOMERS. 


Here's  what  you  told  us.  You  want  a  business  partner  with  outstanding  global  resources  and  unmatched  flexibility 
to  solve  your  particular  issues.  With  loss  control  engineering  that  can  impact  the  bottom  line.  Streamlined 
communications,  expanded  capacity  and  responsive  claim  support.  And  here's  how  we  responded.  FM  Global.  The 
merged  company  of  Allendale,  Arkwright,  Protection  Mutual  and  Factory  Mutual.  Four  organizations 
have  converged  to  form  one  truly  remarkable  company.  Securing  the  future  of  your  business. 


<www.fmglobal.com  or  800-343-7722. 
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WHY  CANADA'S  ECONOMY 

IS  SO  STUNTED 

I  was  fascinated  by  the  news  of  rapid 
growth  in  self  employment  in  Canada 
("Job  growth,  Canadian-style,"  Economic 
Trends,  July  12).  Canadians  have  actu- 
ally known  about  this  trend  since  1997, 
when  its  importance  was  highlighted  by 
the  federal  Advisory  Committee  on  the 
Changing  Workplace. 

As  a  self-employed  Canadian  (with 
close  to  20  years  of  professional  experi- 
ence and  44  academic  and  technical  pub- 
lications on  my  resume),  I  hold  the  view 
that  the  reasons  have  little  to  do  with 
fast-rising  taxation  but  a  lot  to  do 
with  government  failure  to  support  the 
educational  and  research  infrastructure 
without  which  a  knowledge-based  econ- 
omy and  society  cannot  thrive. 

To  provide  just  one  example,  U.  S. 
fedei-al  funding  for  medical  research,  on  a 
per  capita  basis,  is  several  times  the 
comparable  Canadian  figure.  Canadian 
scientists  with  international  reputations 
still  find  financing  both  for  basic  research 
and  for  commercialization  extremely  dif- 
ficult to  obtain.  The  consequence  of  this 
neglect  is  that  opportunities  educated 
Americans  take  for  granted,  in  both  pub- 
lic and  private  sectors,  are  virtually 
nonexistent  here. 

Canada  will  soon  be  in  a  situation 
where  this  trend  is  all  but  impossible  to 
reverse.  Thus,  the  much-discussed  gap 
in  incomes  between  the  two  countries  is 
almost  certain  to  widen,  whether  or  not 
our  domestic  right-wing  pundits  suc- 
ceed in  selling  their  simple-minded 
panacea  of  tax  cuts  and  more  tax  cuts. 

Ted  Schrecker 
London,  Ont. 

GOOD  REASONS  FOR  JESSE 

TO  VISIT  THE  VALLEY 

"Jesse's  new  target:  Silicon  Valley" 
(Social  Issues,  July  12)  unfairly  margin- 
alized the  Reverend  Jesse  Jackson's  par- 
ticipation as  a  publicity  stunt  without 
presenting  the  actual  evidence  of  racial 
discrimination  in  the  high-technology  in- 
dustry. Your  staff  had  access  to  Silicon 


Ceiling:  Solutions  for  Closing  th 
tal  Divide,  a  600-page  report 
Coalition  for  Fail'  Employment  in 
Valley,  which  reported  on  253  hi 
federal  contractors.  More  than 
African  Americans  we  surveyed 
ed  workplace  discrimination.  Onl; 
the  253  companies  achieved  tb 
Area  norm  for  African-America: 
ployees,  despite  the  presence  of  3' 
blacks  in  high-tech  jobs  national! 
eluding  150,000  systems  analyst 
programmers — and  despite  the  exii 
of  1  million  black  military  veterai 
der  35  with  technical  training.  Th 
con  Ceiling  is  so  daunting  that  e 
black  Rhodes  Scholar  could  no 
through  it.  The  coalition  has  disco 
many  other  well-trained  profess 
with  similar  experiences. 

As  bad  as  things  are,  we  have 
solution-oriented.  We  have  prepa 
list  of  35  effective  practices  for 
opportunity  performance  and  crea 
joint  Web  site  and  recruitment  pro 
among  each  of  the  major  profesi 
groups  in  the  Bay  Area. 

By  casting  the  issue  as  a  persoi 
struggle,  business  week  unfairly 
ceos  in  the  position  of  appearing  t 
pose  fair  employment  practices 
have  been  part  of  federal  law  since 
Instead,  we  call  on  Silicon  Valley 
panies  to  end  the  trend  of  90% 
compliance  in  the  industry  to  save 
shareholders  from  the  exposure  th 
cently  visited  such  companies] 
Hyundai  Semiconductor. 

John  William  Temp 

Co-Conv 

Coalition  for  Fair  Employme 

Silicon  V 

Oakland,  ( 
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A  WELFARE  CLASS 
OF  COLLEGE  GRADS? 


I  was  sorry  to  see  Christopher  Fa  ! 


usually  a  fairly  sensible  comment 
suggest  a  government-subsidized  syi 
of  income-dependent  paybacks  on  coi 
loans  ("Loans  for  college  don't  hav 
crush  grads"  Economics,  July  12). 
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Sirly  offensive  to  common    en  e  I 
ion  thai   those  with  low  life 
■lings  should  l>o  excused  en 
I     from  repayment,  at  taxpayer  6X 
I  !•.   Parrcll's  heart    is  no  doubt  in 
I  nght  place,  but  such  a  system  as 
?  alines  would  he  a  fiscal  and  ad- 
ii   trative  disaster. 

the  very  least,  there  would  need 
some  checks  on  loan  recipients  to 
»y  the  low  incomes  they  claim  to 
I  y  forgiveness  or  slower  repayment. 
|  feet,  we  would  be  turning  loan  re- 
I  nts  into  welfare  recipients,  with 
»  scat  ion  systems  to  ensure  they  still 
]  tied  for  their  benefits. 

addition,  the  proposal  would  en- 
fjige  people  to  gain  degrees  in  areas 
•  udy  that,  while  perhaps  interest- 
nd  edifying,  bear  Uttle  hope  of  ever 
'  remunerative.  A  graduate  in  a 
>aying  field  doesn't  have  any  "right" 
gher  income,  or  to  a  reduced-cost 
ation,  simply  because  she  or  he  has 
^ree.  This  proposal  penalizes  those 
choose  to  enter  fields  of  study  that 
ent  good  job  prospects,  and  it 
ints  to  an  antimarket  attempt  to 
"  some  lines  of  work  over  others, 
is  social  engineering,  not  good  pub- 
»licy. 

Steve  Florman 
Andover,  Minn. 


WHY  SHOULD  TAXPAYERS 
SUBSIDIZE  SKY  BOXES? 
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"Fenway  vs.  the  other  green  mon 
•  "  (News:  Analysis  &  Commentary, 
.July  i^)  reminded  me  of  ancient  Rome. 

In  those  days,  government  attempted 
to  curry  favor  with  the  masses  by  of- 
fering "bread  and  circuses." 

Today,  we  call  it  sports  pork.  How 
sad  that  taxpayers  across  America  are 
paying  the  majority  of  costs  for  new 
stadiums.  Public  dollars  on  the  city, 


county,   tat<-,  and  federal  level  are  l*-m;' 
ii  <•<]  a   corporate  welfare  to   lib  idia 
private   ector  bu  Ine      TTie  only  real 
benefldariei  of  the  <■  expenditure    are 

team  owner    and  player      [f    i     imp 

ble  to  judge  the  amounf  of  nen  eco 

nomic  activity  thi  ailed  public  ben 

efltfl  will  general'-.  I'rof'e     lonal  Bporf 

not  an  essential  service  that  qualifie 
for  government  support.  Taxpayer  fund 

would  be  better  .-pent  elsewhi 

Larry  Penner 
Great  Neck,  N.  Y. 
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A  CLEARING  IN  THE  DISTANCE 

Frederick  Law  Olmsted  and  America  in  the  Nineteenth  Century 

By  Witold  Rybczynski 
Scribner.  480pp.  $28 


THE  MAN  WHO  BROUGHT 
NATURE  TO  THE  CITY 


He  has  been  dead  for  nearly  a 
century.  But  the  continuing 
restoration  of  two  of  Frederick 
Law  Olmsted's  most  famous  creations — 
Central  Park  and  Prospect  Park,  both  in 
New  York — makes  the  pioneering  land- 
scape architect  a  surprisingly  au 
courant  subject  for  biography.  In  A 
Clearing  in  the  Distance,  author  Witold 
Rybczynski,  a  professor  of  urbanism  at 
the  University  of  Pennsylvania,  has 
written  a  general-interest  work  that  is 
unfailingly  lucid  and  engaging — if  inter- 
mittently superficial. 

Rybczynski's  unassuming  book  car- 
ries a  broad  subtitle  that  would  have 
been  better  suited  to  a  biography  of 
Andrew  Jackson  or  Abraham  Lincoln. 
But  if  Olmsted's  story  hardly  encom- 
passes that  of  19th  century  America, 
his  was  a  quintessentially  American 
life.  Writing  in  the  1930s,  the  critic 
Lewis  Mumford  lumped  Olmsted  (1822- 
1903)  with  Herman  Melville  and  Walt 
Whitman  as  examples  of  a  classic  mid- 
19th-century  type:  "the  self-invented 
man."  Rybczynski  adds  Mark  Twain 
and  Thomas  Alva  Edison  to  Mumford's 
list,  observing  that  what  these  nota- 
bles all  had  in  common  was  that  "the 
originality  of  their  ideas  was  due  in  no 
small  part  to  the  unconventional  course 
of  their  early  lives." 

Olmsted  was  largely  self-taught,  and 
he  meandered  through  a  series  of 
aborted  careers  before  discovering  his 
true  calling.  But  he  was  atypical  among 
the  self-invented  in  that  his  restless- 
ness was  not  rooted  in  poverty.  The 
son  of  a  prosperous  Hartford  dry-goods 
merchant,  Olmsted  worked  as  a  sur- 
veyor's assistant,  spent  a  year  as  an 
apprentice  seaman  on  a  voyage  to  Chi- 
na, and  devoted  seven  years  of  his  life 
to  farming.  He  first  gained  national 
renown  as  a  journalist  who  astutely 
chronicled  the  antebellum  South's  slave 
economy  for  The  New  York  Times.  He 


was  35  years  old  in  1857  when  he  used 
his  budding  celebrity  to  win  a  position 
for  which  he  had  no  bona  fide  qualifi- 
cations but,  as  it  turned  out,  great  ap- 
titude: chief  architect  of  what  would 
become  Central  Park. 

In  designing  Central  Park,  Olmsted 
deferred  to  his  more  experienced  col- 
laborator, Calvert  Vaux.   But  while 
Vaux  had  no  interest  in  the  implemen- 
tation of    the  park's  design,  Olmsted 
shouldered  the  weighty  political  and  fi- 
nancial difficulties  of  getting  Central 
Park  built.  That  Olmsted 
was  equally  compelled  to     "   ^ 
build  parks  as  to  design 
them  is  critical  to  an  un- 
derstanding of  his  genius. 
He  disdained  the  notion  of 
art  for  art's  sake  and  de- 
voted himself  to  pragmatic 
aims.  He  believed  passion- 
ately that  exposure  to  na- 
ture was  health-giving  and 
should  not  be  limited  to 
owners  of  private  estates. 
In  Rybczynski's  estimation,  I 
Olmsted  understood  better  I 


RING    IN 


THE    DISTANCE 


FREDERICK  I. 


than  Vaux  or  any  of  his  other  Central 
Park  artistic  collaborators  "that  their 
common  goal  was  neither  technical  nor 
aesthetic.  It  was,  above  all,  civic  and 
social." 

Following  a  prolific  14-year  partner- 
ship with  Vaux,  Olmsted  went  on  to 
build  a  thriving  practice  of  his  own.  His 
completed  works  include  the  U.S.  Capi- 
tol grounds;  the  Vanderbilts'  Biltmore 
estate  in  Asheville,  N.C.;  Montreal's 
Mount  Royal  Park;  and  the  campus  of 
Stanford  University.  Rybczynski  con- 
siders it  a  strength  of  Olmsted's  that 
he  never  developed  a  signature  style. 
Instead,  his  designs  tend  to  emerge  or- 
ganically from  the  sites  themselves  and 
maintain  an  enduring  appeal. 

Despite  his  practicality,  Olmsted  was 
a  visionary  and  innovator  who  ventured 


far  beyond  the  realm  of  landsca^  j 
chitecture  into  large-scale  urbar 
ning.  He  developed  the  plan  for 
side,  111.,  a  1,600-acre  suburb  of  C 
as  well  as  a  parkway  that  conne 
to  the  city.  In  effect,  he  altered  B 
original  master  plan,  expanding 
ing  green  areas  into  a  citywid' 
system  that  demonstrated  a  "de, 
sophistication  in  city  planning  pri 
ly  unknown  in  the  United  States . 
Buffalo,  Olmsted  showed  how  tb 
geoning  American  industrial  city 
be  made  livable." 

The  author  makes  a  number  of] 
grand  claims  for  his  subject,  but 
fers  little  in  the  way  of  supportin] 
dence.  This  deficiency  highligh 
book's  main  weakness:  The  reader 
a  great  deal  about  the  particul 
Olmsted's  eventful  life  but  not 
enough  about  where  he  fits  int 
overall  history  of  landscape  desi 
urban  planning. 

Rybczynski  also  skips  a  bit  too 
ly  over  the  melanclm 
pects  of  Olmsted's  s 
Some  of  his  most  amb 
designs — for  exai 
those  for  Tacoma,  V 
and  Bronx,  N.Y. 
stillborn  on  his  dra 
board.  And  many  of 
that  were  built — not 
Stanford  University- 
altered  beyond  recogi 
in  the  process.  "I 
done  a  good  deal  of 
work  in  my  way,"  Oln 
lamented  in  the  prin 
his  career,  "but  it  is  constantly 
everywhere  arrested,  wrecked,  mai 
and  misused." 

Indeed,  Olmsted  suffered  throu 
most  of  his  adulthood  from  debilit; 
bouts  of  depression  of  increasing  S( 
ity.  He  spent  the  final  eight  yea 
his  life  incapacitated  by  what  Ryb( 
ski  suspects  was  dementia.  Whi 
Clearing  in  the  Distance  is  admii 
free  of  melodrama,  the  author  c 
have  made  more  dramatic  use  of 
suffering  of  this  underappreciated 
nius,  who  spent  his  final  days  at  a 
tarium,  the  grounds  of  which  he 
designed  but  no  longer  recognize 
his  own  handiwork. 

BY  ANTHONY  Bl/i 

Bianco  lives  in  Brooklyn  and 
fan  of  Prospect  Park. 
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AW  OLMSTED 
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OLMSTED'S  GREAT  DISAPPOINTMENT  WAS  TO  SE: 
OTHERS  ALTER  HIS  GRANDEST  DESIGNS 
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Look  what  fell  out  of  the  family  tree. 


Technology  &  You 


BY  LARRY  ARMSTRONG 

THIS  BUTLER 
DIDN'T  DO  IT 


Ask  Jeeves,  the  much- 
hyped  search  engine, 
flunked  a  test  others 
handled  with  ease 

When  I  think  of  but- 
lers, what  comes  to 
mind  is  a  stoic,  loyal 
manservant  who  almost  invis- 
ibly runs  a  household,  reliev- 
ing his  master  of  pesky  day- 
to-day  decisions  and  serving 
as  the  confidant  who  never 
criticizes.  Almost  invariably, 
he  makes  the  right  choice 
(except  when  "the  butler  did 
it").  And  he  speaks  with  a 
clipped  British  accent — when 
spoken  to. 

So  when  I  heard  a  butler 
was  available  on  the  Inter- 
net, I  had  to  check  him  out. 
Could  he  live  up  to  the  movie 
butlers  of  my  youth?  Who 
better  to  resolve  those  nag- 
ging questions  I  could  never 
pose  to  mere  friends?  Such 
as,    "Why    can't    I    wear 
brown  shoes  with  a  blue 
suit?" 

SOARING  STOCK.  Perhaps 
my  expectations  were  too 
high.  "Ask  Jeeves"  (www. 
ask.com)  is  a  search  engine 
that  promises  to  respond  to 
questions  phrased  in  natural 
English  instead  of  the  key- 
words or  precise  Boolean  ex- 
pressions other  search  en- 
gines require.  And  he  comes 
most  highly  recommended: 
When  Ask  Jeeves  went  pub- 
lic on  July  1,  shares  almost 
quintupled. 

But  what  a  bumbling  butler 
this  is.  I  asked  a  series  of 
questions,  many  of  which  he 
simply  ignored,  having  no  an- 
swer at  all  to  offer.  For  some, 
he  had  the  temerity  to  sug- 
gest that  his  ignorance  was 
my  fault,  that  I  had  misspelled 


something,  which  I  had  not. 
To  his  credit,  after  he  took  his 
feeble  stab  at  each  question, 
he  also  consulted  better-known 
search  engines,  though  Jeeves 
says  he  filters  those  "finds"  to 
get  rid  of  irrelevant  flotsam. 
Separately,  I  did  searches  on 
AltaVista,  HotBot,  Excite,  and 
Yahoo!  to  assess  Jeeves's  skill. 
The  bottom  line:  Jeeves  was 
outclassed  by  his  more  mun- 
dane brethren. 

My    first    question    was: 
"Who  is  John  Crean?"  Crean 


\l/ 


is  the  founder  and  former 
chairman  of  recreational-ve- 
hicle maker  Fleetwood  En- 
terprises. (He  can  afford  his 
own  butler.)  He  also  has  his 
own  cooking  show  on  public 
television.  Jeeves  drew  a 
blank.  Other  search  engines 
linked  Crean  to  both  the 
company  and  the  show  on 
their  first  page  of  results. 
Yahoo!  produced  nine  correct 
responses. 

Then  I  asked:  "How  do  I 
make  paella?"  Jeeves  passed 
on  this  one,  too.  His  referrals 
to  other  search  engines  turned 
up  a  mixed  bag  of  recipes, 
restaurants,  and  paella  pans. 
By  far  the  best  results  came 
from  my  separate  inquiry  on 
AltaVista,  which  also  allows 
searches  in  question  form.  Its 
top  10  hits  produced  seven  dif- 
ferent recipes.  That's  what  I 
asked  for. 

Ask  Jeeves  handles  shop- 
ping questions  slightly  differ- 
ently. In  the  movies,  taking 
kickbacks    from    merchants 


Never  Mind,  Jeeves 

Ask  Jeeves,  at  www.ask.com, 
that  lets  you  pose  questions 
rather  than  keywords. 


is  a  search  engine 
n  natural  language 


PLUSES 

No  need  to  deal  with 
Boolean  distinctions 
between  and/or.  No 
need  to  enclose  terms 
in  quotation  marks 
to  distinguish  what  you 
are  looking  for. 


MINUSES 

Fumbled  basic  questions 
that  were  quickly 
answered  on  other  sites. 
Results  were  sometimes 
skewed  by  fees  paid  by 
companies  for  prominent 
placement  in  results. 


would  be  grounds  for, 
ler's  dismissal.  Jeeve: 
fully  admits  taking  fee; 
ture   certain   compa: 
search  results.  His 
are  free  to  me,  but  ev 
tual  butler  must  mak 
ing.  I  wanted  one  o: 
Walkman-like  devices 
back  music  download 
the    Internet,    so    I 
'WTiere  can  I  buy  a 
player?" 
WRONG    AGAIN.    I    sli 
have    been    shocked 
Jeeves  whisked  me  off 
Sharper  Image  Web 
provisioner  of  gadgets 
carriage  trade  at  pr 
match.  But  by  questin 
handsome  commission, 
outfoxed  himself:  The  tii 
merchant  doesn't  eve 
MP3  players.  Yahoo! 
ta Vista  provided  links 
ping  bot  www.botto 
com,  which  let  me 
cheapest  supplier.  A 
butler    would    have 
that's  more  my  style. 

Finally,  I  asked  Jeev* 
many  liters  are  in  a  jer(D; 
something  every  respeial 
butler  should  know, 
produced  a  useless  me 
version  table  with  no 
ence    to    wine-bottle 
When  I  typed  "jeroboanj  ii 
search  engines,  I  got 
and  dining  links  that  ga'j: 
correct  answer  (3  or  4.5 
depending  on  wheth 
pours  a  conventio 
sparkling  wine).  At 
butlersgiuld.com,  ho 
the  International  Guild 
fessional  Butlers,  I  fouj 
"Ask  Jeeves"  E-mail 
sumably  to  a  real  butle: 
ing  etiquette  inquiries, 
my  question.  The  next 
got  a  listing  of  all  bottle 
This  Jeeves  also  polite! 
monished  that  while  I 
pour  from  a  three-lite 
oboam  at  table,  there's  < 
chance"  I'd  ruin  the  table 

My  advice?  If  you  n< 
search  engine,  use  a  S' 
engine.  If  you  need  a 
find  a  real  one.  Ask  J( 
handles  neither  job  wit 
confidence  and  savoirfa 
a  professional. 


Hu. 


'BusinessWeek  ONLINE 


luffluB  This  review  was  adapted  from  the  Clicks  &  Misses  feature  available  at  www.ebiz.businessweek.com. 
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HOW   COLLABRIA,    INC.,    BUILDS   A    BETTER, 
FASTER    PRINTING    PROCESS 


Look  at  the  magazine  you're  holding. 
Scores  of  unique  pages.  Editorial  copy 
intermingled  with  advertisements  from 
dozens  of  separate  sources,  each  with  its  own 
design.  Intricate  graphics,  rich  photographs, 
vibrant  color.  A  printing  job  as  complex  as  one 
can  imagine.  Yet  it  takes  less  time  for  this  mag- 
azine to  go  from  layout  to  news  stand  than  it 
does  for  most  companies  to  procure  a  box  of 
simple  business  cards  or  letterhead  for  a  new 
employee. 

An  exceptional  situation?  Unfor- 
tunately not.  From  brochures  to 
book-length  documents,  it  often 
requires  as  much  time  to  complete 
a  commercial  offset  print  job  today 
as  it  did  a  generation  ago. 

"The  desktop  publishing  revolu- 
tion— one  of  the  biggest  techno- 
logical advances  in  printing  history — 
began  in  the  early  1980s,"  notes  Alan 
Hu,  CEO  of  Menlo  Park,  Calif,  based 
printing  services  provider  Collabria, 
Inc.   "Still,  no  more  than  one-half  to 
one-fourth  of  the  incoming  raw  mate- 
rials that  printers  receive  digitally  conform  to 
the  manufacturing  process.  So  here  it  is,  near- 
ly two  decades  later,  and  we  have  a  basic 
process  that  is  not  yet  in  control." 
A  FINANCIAL  IMPERATIVE 
Collabria,  an  Internet-based  printing  service  that 
boasts  such  subscribers  as  3Com,  Yahoo!,  and 
E*Trade,  hopes  to  change  all  this.  "With  the  tech- 
nology  available   today,"    insists   Mr.    Hu,    "it 
should  be  as  easy  to  complete  a  printing  order 
with  a  notebook  computer  and  a  modem  as  it 
would  be  if  you  were  standing  at  the  print  shop." 
If  any  industry  needs  such  efficiencies,  it's  the 
printing   industry.   Comprised   of  more  than 


35,000  mostly  small,  typically  resource-poor 
companies  (none  with  more  than  3%  of  total 
market  share),  with  average  annual  billings  of 
$2  million  and  razor-thin  profit  margins  of  less 
than  2%,  many  commercial  printers  are  strug- 
gling to  reduce  technology,  maintenance,  and 
training  costs. 

Soon,  these  struggles  may  become  a  finan- 
cial imperative.  Notes  Mills  Davis,  Managing 
Director  of  the  Digital  Roadmaps  Pro- 
ject, a  Washington,  D.C.,  based  elec- 
tronic commerce  research  firm:  "The 
future  of  printing  is  e-business.  To 
remain  competitive,  commercial  print- 
ers must  develop  dramatic  new  effi- 
ciencies. And  that  can  come  only 
through  three  steps:  digitize,  net- 
work, and  automate." 
VIRTUAL  MANUFACTURING 
That's  just  what  Collabria  does.  On 
average,  Collabria's  automated, 
network-enabled  printing  process 
reduces  clients'  printing  procure- 
ment costs  by  15%  to  20%  and  cuts 
pre-press  costs  by  as  much  as  75%.  And  that 
says  nothing  about  the  financial  gains  that 
result  from  having  printed  materials  like 
brochures  and  product  data  sheets  in  employ- 
ees' hands  sooner. 

At  the  heart  of  the  Collabria  System  is  a 
process  that  Robert  Hu,  Collabria's  Vice  President 
and  chief  visionary,  describes  as  "virtual  manu- 
facturing." Originated  in  the  early  1990s  when  he 
was  serving  as  president  of  A&a  Printing,  one  of 
San  Francisco's  premier  commercial  printing  ser- 
vice providers,  virtual  manufacturing  is  designed 
to  extend  the  manufacturing  process  to  the  very 
start  of  a  print  job.  In  effect,  it  allows  each  doc- 
ument  creator   to    "take   the   entire   printing 
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TAKE  The  world  with  you 
TOSHIBA 


Full-Impact  DVD.  Experience  the  excitement  of 
DVD-ROM  with  Toshiba's  new  Satellite"'  4000  Series. 
With  14.1"  dia.  TFT  active-matrix  displays,  Toshiba's 
3D  Sound  System  with  Stereo  Bass  Reflex  speakers 
and  more,  it's  the  ideal  combination  of  performance, 
multimedia  and  exceptional  value. 


Performance.  Rocketing  Intel*  Pentium*  II  01 
Celeron™  processors  up  to  400MHz  with  as  mi 
256KB  on-die  Level  2  cache  make  these  the 
Satellite  4000  Series  portables  ever.  With  hard  dri 
to  6.4  billion  bytes  and  up  to  64MB  of  SDRAM  yi 
topline  performance  that's  attentive  to  your  bottorH 
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Portability  meets  accountability. 
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All-in-one  design.  Built  into  every  durable  notebook 
you'll  find  DVD-ROM,  hard  disk,  diskette  drive  and  a 
peed  V90/K56flex  modem*  There's  no  need  to 
swap  or  carry  around  extra  components.  So  your 
investment  yields  maximum  productivity  and  port .1; 
inoneconvi  Mge. 


Expansion.  Easy,  one-touch  peripheral  connec- 
tions through  an  optional  port  replicator  make  the 
Satellite  4000  Series  the  only  computer  you  need 
for  both  on  the  road  and  in  the  office 
See  why  it  equals  the  best  notebook  value  ever. 
Call  1-800-TOSHIBA  or  click  on  www.toshiba.com 
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The  World's  Best  Selling  Portable  Computers. 
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process  with  them"  wherever  they  .go. 

The  Collabria  experience  begins  with  a 
Web-based  interface  that  automates  the  most 
time-consuming  aspects  of  the  printing 
process.  As  an  example,  consider  the  basic 
business  card.  To  initiate  an  order,  an  employ- 
ee logs  on  to  the  Web  site  and  inputs  key 
administrative  data,  such  as  billing  codes  and 
order  quantity.  This  information  is  routed  dig- 
itally— and  instantaneously — to  the  appropriate 
company  official  for  approval. 

While   this    is    happening,   the   employee 
enters   relevant   personal    information, 
such  as  name,  title,  and 
telephone  extension,  into 
a    pre-designed    layout. 
The  employee  then  views 
a  digital  proof  of  the  busi- 
ness card  online,  typeset  as 
it  will  actually  appear.  Once 
proofing    is   complete,   the 
order  is  sent,  and  the  rest  is 
automatic.    The   employee 
receives   the    printed    cards 
within  days  instead  of  the  usu- 
al weeks. 

WORKING  BETTER, 
WORKING  FASTER 

Similarly  templated  printing  projects,  like  sta- 
tionery and  data  sheets,  can  be  handled  in 
much  the  same  way.  Custom  or  one-off  jobs, 
like  brochures  and  advertisements,  require  a 
graphic  designer,  but  the  basic  process  is 
the  same,  with  the  Collabria  System  ensuring 
that  all  design  elements  (like  color  separations 
and  fonts)  are  correct  and  in  place  before  the 
order  is  sent. 

Throughout  the  process,  the  Collabria  Sys- 
tem remains  invisible  to  the  user.  The  Web 
interface  is  branded  with  either  the  client's 
name,  logo,  and  corporate  information — so 
that,  for  instance,  it  appears  as  a  seamless  part 
of  a  corporate  intranet — or  with  the  name  of 
the  client's  printing  vendor.  Printing  orders  are 
delivered  directly  from  the  printer,  and  all  billing 
is  executed  in  like  manner. 

If  that  business  model  sounds  familiar,  it 
should.  The  same  approach  has  been 
employed   for   decades    in    banking,    where 


small  local  institutions  have  relied  upon  multi- 
company  service  providers  like  BiSys,  FiServ, 
and  Intrieve  to  supply  transaction  processing 
and  data  warehousing  services.  More  recently, 
a  growing  number  of  financial  institutions  have 
built  their  emerging  Internet  banking  opera- 
tions around  outsourced  service  providers 
like'CheckFree. 

Collabria's  "workflow  outsourcing"  approach 
builds    on    these    proven    models.    "With 
Collabria,    the    commercial 
printing  relationship  is  no  dif- 
ferent than    it   is   now,"    says 
Robert    Hu.    "Except   that   it 
works    much    better — and 
faster — than  ever  before." 

FINISHING  THE 
REVOLUTION 

VIP  Litho  of  San  Francisco, 
Calif.,  one  of  the  first  com- 
mercial printers  to  adopt 
the  Collabria  System,  has 
seen  the  proof  of  this 
promise  on  even  the  sim- 
plest printing  jobs.  "I  used  to  have 
to  commit  eight  people  to  process  business 
card  orders,"  says  VIP  Litho  Vice  President  John 
Arai.  "We  didn't  make  any  money  from  busi- 
ness cards.  Now,  everything  is  automated.  I 
have  only  four  people  assigned,  and  we're 
making  $1  million  a  year." 

Adds  Sunset  Stationers,  a  New  Jersey  print- 
er that  recently  began  using  the  Collabria  Sys- 
tem: "  Next  year,  we  will  look  back  and  wonder 
how  we  ever  did  business  without  Collabria." 
As  such  experiences  accumulate — with  com- 
panies learning  that  they  can  handle  their  core 
printing  needs  from  a  notebook  computer  even 
more  efficiently  than  they  can  at  the  print 
shop — the  printing  industry  at  long  last  will  be 
able  to  finish  the  desktop  publishing  revolution 
that  began  nearly  two  decades  ago. 
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The  Americans  with  Disabilities  Act 
(aha)  of  1990  was  supposed  to  end  dis- 
crimination against  disabled  workers. 
Instead,  this  act  has  generated  lawsuits  that 
have  benefited  trial  lawyers  more  than  the 
disabled. 

Employment  "discrimination"  against  the 
disabled  means  that  they  receive  lower  earn- 
ings and  suffer  greater  unemployment  than 
people  with  equal  productivity.  Under  this 
generally  accepted  definition,  companies  do 
not  discriminate  if  they  pay  disabled  persons 
less  than  others  simply  because  they  are  less 
productive.  The  ADA  passed  without  evidence 
of  systemic  discrimination  against  disabled 
workers  in  any  way  comparable  to  the  dis- 
crimination against  blacks  that  gave  rise  to 
the  civil-rights  legislation  of  the  1960s. 

Still,  the  ADA  had  strong  bipartisan  support 
in  Congress  because  of  concern  about  the 
employment  prospects  of  the  deaf,  blind,  and 
other  truly  disabled.  Republican  Senator 
Robert  J.  Dole,  who  lost  the  use  of  an  arm 
during  World  War  II,  was  a  strong  backer. 

Congress  allowed  the  definition  of  disabili- 
ty in  the  act  to  be  vague.  I  predicted  in  this 
magazine  in  1992  that  the  vagueness  of  the 
ada  and  the  litigious  nature  of  the  judicial 
system  would  encourage  lawyers  and  workers 
to  widen  the  concept  of  disability  to  absurd 
extremes. 

taking  A  gamble.  So  it  is  not  surprising 
that  the  principal  "disabilities"  litigated  under 
the  ADA  involve  workers  who  charge  dis- 
crimination over  difficulties  in  coping  with 
stress,  drug  addiction,  alcoholism,  obesity,  or 
back  problems  that  are  impossible  to  verify. 
Lawyers  see  an  opportunity  to  gamble  be- 
fore sympathetic  juries  with  often  ridiculous 
types  of  "disability"  claims — or  they  hope  for 
settlements  by  companies  frightened  of  po- 
tential damages. 

The  Supreme  Court  recently  decided  in  a  7- 
2  opinion  against  one  class  of  disability  argu- 
ments that  would  have  enormously  widened 
the  scope  of  the  act.  Some  workers  claimed 
that  they  were  covered  under  the  ada  even 
though  their  problems  were  correctable  by  de- 
vices such  as  glasses  to  improve  vision  or  by 
medications  such  as  beta-blockers  that  reduce 
high  blood  pressure.  Had  these  workers'  view 

of  "disability"  been  accepted,  over  two-thirds  of 

adult  Americans  would  have  fallen  under  the 
act — including  the  seven  out  of  nine  justices 
who  heard  this  case  while  wearing  glasses. 


The  truly  disabled  may  be  the  principal 
victims  of  the  loose  definitions  of  disability 
and  the  extensive  litigation  under  the  act.  To 
prevent  costly  lawsuits,  many  companies  ap- 
parently avoid  hiring  job  applicants  whom 
they  believe  would  prove  litigious  under  the 
ada.  Such  behavior  would  explain  the  other- 
wise surprising  results  in  separate  studies 
by  economists  Daron  Acemoglu  and  Joshua 
Angrist  of  the  Massachusetts  Institute  of 
Technology  and  Thomas  DeLeire  of  the  Uni- 
versity of  Chicago.  They  find  that  employ- 
ment of  disabled  workers  fell  rather  than 
rose  since  enactment  of  this  lawT,  mainly  be- 
cause of  reduced  hiring  rather  than  greater 
firing  of  the  disabled.  The  effect  on  employ- 
ment was  greatest  in  medium-size  companies 
since  small  companies  are  largely  exempt 
from  the  act. 

BLOOD  PRESSURE.  Litigation  is  a  bad  way  to 
determine  whether  companies  discriminate 
against  persons  with  disabilities,  especially 
those  wTho  fall  under  the  ever-expanding  con- 
cocted concepts  of  "disability."  Competition 
for  workers,  imperfect  as  that  sometimes  may 
be,  is  usually  a  much  more  effective  way  to 
encourage  the  hiring  of  productive  employees. 
If  some  companies  in  a  highly  competitive 
environment  earned  lower  profits  because 
they  did  not  employ  persons  who  wear  eye- 
glasses, take  blood  pressure  medication,  have 
back  or  hearing  problems,  and  so  forth,  less 
ignorant  and  less  prejudiced  companies  would 
seize  the  opportunity  to  hire  these  workers  in 
order  to  raise  their  own  profits. 

The  U.  S.  is  not  alone  in  greatly  widening 
the  definition  of  disability.  The  fraction  of 
men  and  women  who  claim  some  disability 
has  grown  sharply  during  the  past  two 
decades  in  most  European  nations,  even 
though  people  have  become  healthier  and  jobs 
have  become  less  physically  demanding.  In 
the  Netherlands,  probably  the  most  extreme 
example,  13%  of  the  working-age  population  is 
considered  partially  or  wholly  disabled,  and 
about  one-third  of  men  aged  55  to  64  collect  a 
disability  benefit. 

The  Americans  with  Disabilities  Act  is  a 
misguided  attempt  to  help  the  disabled,  and 
the  problems  it  created  are  getting  worse  as 
lawyers  find  new  issues  to  litigate.  Clearly, 
the  scope  of  the  act  should  be  radically  nar- 
rowed. Hut  that  may  not  be  en<  igh.  Truly 
disabled  workers  might  be  better  off  If  the 
\D\  were  scrapped  altogether. 
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company's  best  ideas  closer  than  you  think.  For  complete  details,  and  helpful 
case  studies,  visit  www.microsoft.com/dns 
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Economic  Trends 


BY  LAURA  COHN 

CAR  SALES: 
STILL  VROOMING 

Next  year  could  set  a  record 

With  1999  the  sixth  consecutive 
year  for  strong  auto  and  light 
truck  sales,  many  economists  are  looking 
for  consumers  to  take  a  breather.  But 
the  red-hot  auto  market  shouldn't  cool 
off  anytime  soon,  argues  David  L. 
Littmann,  chief  economist  at  Comerica 
Inc.,  a  Detroit-based  bank.  Littmann 
predicts  that  the  combination  of  an  ag- 
ing auto  fleet,  falling  car  prices,  and  a 
robust  economy  will  push  total  unit 
sales  up  from  an  expected  16  million 
units  this  year  to  16.5  million  units  in 
2000.  That  would  surpass  1986's  record 
of  16.3  million. 

Part  of  the  strong  demand  is  due  to 
the  need  to  replace  old  vehicles.  De- 
spite the  buying  binge  of  recent  years, 
Littmann  estimates  that  by  next  year, 
consumers  will  have  owned  their  cars 
for  a  median  of  8.4  years,  up  from  7.7  in 
1995.  In  part,  that's  because  vehicles 
have  become  more  reliable.  But  it's  also 
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true  that  the  economic  boom  has  lasted 
long  enough  that  vehicles  bought  early 
in  the  expansion  are  now  ready  to  be 
replaced. 

Equally  important,  Comerica's  auto-af- 
fordability  index  shows  that  motor  ve- 
hicles are  at  their  most  affordable  level 
for  U.  S.  consumers  in  19  years.  That's 
due  partly  to  falling  prices:  New-car 
and  truck  prices  fell  0.1%  from  last  year, 
despite  the  strong  demand.  Competi- 
tion, rising  productivity,  and  the  declin- 
ing costs  of  raw  materials  such  as  steel 
have  helped  hold  the  line  on  auto  prices. 

The  other  powerful  driver  behind  the 
robust  demand  for  autos  is  income 
growth.  Comerica  estimates  that  real 
disposable  income  must  rise  by  at  least 


2.7%  annually  for  consumers  to  keep 
buying  autos  at  the  current  pace.  Real 
income  grew  4.6%  in  the  first  quarter  of 
this  year  and  should  rise  at  least  3% 
next  year,  Littmann  says.  Adding  to 
the  expected  strength:  reviving 
economies  overseas  that  will  buoy  auto 
exports  from  the  U.  S. 


A  CASE  OF 
FALSE  MODESTY 

Why  earnings  estimates  are  low 

Companies  in  the  U.  S.  are  more  like- 
ly to  lowball  expectations  of  future 
earnings  than  are  companies  in  other 
nations,  according  to  a  study  by 
Lawrence  D.  Brown  of  Georgia  State 
University  and  Huong  Ngo  Higgins  of 
Worcester  Polytechnic  Institute. 

After  examining  the  corporate  re- 
porting practices  of  14  nations  during 
1995-1997,  Brown  finds  that  U.  S.  com- 
panies tend  to  play  what  he  calls  the 
"profit  surprise  game"  to  create  "a  little 
bit  of  good  news"  for  the  stock  price.  A 
separate  study  Brown  conducted  of 
earnings-release  practices  only  in  the 
U.  S.  found  that  managing  earnings  ex- 
pectations has  become  more  pervasive 
over  time,  particularly  for  high-growth 
companies. 

Moreover,  compared  with  businesses 
in  other  countries,  U.S.  companies  are 
also  more  likely  to  warn  investors  of  the 
possibility  of  a  bad  earnings  report.  This 
is  done  to  "prevent  managers  from  get- 
ting sued  if  they  withhold  bad  news  from 
investors,"  Brown  says.  As  a  result,  when 
unexpected  losses  do  occur,  only  47%  of 
those  that  happen  in  the  U.  S.  are  "ex- 
treme" (defined  as  a  shortfall  in  annual 
earnings  per  share  larger  than  4%  of  the 
stock  price).  By  comparison,  in  the  13 
other  countries  studied  about  70%  of  un- 
expected losses  were  extreme. 


NO  NEED  TO  CRY 
OVER  ARGENTINA 

U.S.  stocks  won't  be  hurt  much 

Argentina,  Latin  America's  second- 
largest  economy,  is  heading  into  a 
deep  recession  this  year,  but  don't  look 
for  much  impact  on  the  U.  S.  stock  mar- 
ket. Despite  its  size  and  proximity,  Ar- 
gentina no  longer  figures  prominently 
into  the  bottom  line  of  many  U.  S.  com- 
panies, note  analysts  at  Morgan  Stanley 
Dean  Witter  in  New  York. 
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As  recently  as  1996,  U.  S.  com 
earned  nearly  a  billion  dollars  froi 
operations  in  Argentina.  But  t 
year,  that  figure  had  declined  by 
one-third.  Now, 
Argentina  makes 
up  just  5.4%  of 
the  income  U.  S. 
affiliates  i*eceive 
in  Latin  America, 
down  from  a  peak 
of  8.6%  in  1991, 
according  to 
Joseph  P.  Quinlan 
and  Andrea  L. 
Prochniak,  econo- 
mists at  Morgan 
Stanley. 

To     be     sure, 
some    industries, 
including  food  and 
beverage  manufacturers,  are  sti 
nerable  to  Argentina's  woes.  But 
Argentina's  gross  domestic  produ 
tracts  by  3.5%  in  1999,  as  the 
Stanley  economists  now  expec 
overall   damage    to    U.  S.    com 
should  be  small. 


WOMEN  SHUN  T 
DISMAL  SCIENd 

They  opt  for  law  and  medicine] 

While  women  make  up  46%  of 
year  law  school  classes  and 
resent  42%  of  medical  school  gradi 
their  showing  in  the  economics  pj 
sion  is  much  smaller.  Only  about  2i 
PhDs  in  economics  granted  in  19971 
earned  by  women.  That's  down  [ 
26%  in  1995,  and  an  impressive  3i| 
1993. 

It's  not  easy  to  explain  such  a 
decline.  Nevertheless,  participant^ 
recent  forum  on  economic  literacy 
sored  by  the  Federal  Reserve  Be 
Minneapolis  came  up  with  thred 
potheses.  First,  economics  doesn't  | 
to  have  as  much  "real-world  appea 
women  as  law  and  medicine  do. 
ond,  women  have  traditionally  te 
to  lean  away  from  mathematical! 
ented  fields  such  as  economics.  Fi  ! 
the  growing  presence  of  female  ty 
models  in  law  and  medicine — espe 
those  featured  on  tv — could  be  m; 
these  professions  more  attracts 
women. 

Of  course,  there's  another  possi 
that  wasn't  raised  at  the  forum: 
dismal  forecasting  record  of  econo 
in  recent  years  may  have  soured  w 
on  the  profession. 
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tMES  C.  COOPER  &  KATHLEEN  MADIGAN 


iESE  GROWTH  FIGURES  WONT 
ET  OFF  ANY  ALARMS  AT  THE  FED 

lower  pace  of  GDP  should  help  to  postpone  another  rate  hike 


U.S.  ECONOMY 


A  HUGE  DRAG  ON 
OND-QUARTER  GROWTH 


TRADE  DEFICIT 

GOODS  AND  SERVICES  ■ 


It's  time  to  take  another  look 
at  the  economy's  speedometer. 
Commerce  Dept.  will  give  us  the  latest  reading  on 
omic  growth  when  it  reports  on  second-quarter 
s  domestic  product  on  July  29.  The  data  come  at  a 
ial  time:  Given  its  June  30  rate  hike,  the  Federal 
arve  is  becoming  increasingly  uncomfortable  with 
nomy's  4%  clip.  So  the  financial  markets  will  be 
ing  for  signs  that  growth  is  slowing  down,  which 
Id  reduce  the  need  for  further  rate  hikes. 
ised  on  available  monthly  data,  second-quarter  gdp 
cely  to  be  market-friendly.  The  economy  appears  to 
»  grown  at  an  annual  rate  in  the  neighborhood  of 
That  pace  would  be  down  from  4.3%  in  the  first 
ut  and  6%  in  the  fourth  quarter  of  last  year, 
e  important,  it  would  be  in  line  with  the  speed 
,  that  Chairman  Alan  Greenspan  has  hinted  is  clos- 
d  the  Fed's  comfort  zone. 

The  broad  contours  of  last 
quarter's    gdp    should    look 
something  like  this:  Domestic 
demand,  which  excludes  for- 
eign trade,  appears  to  have 
posted  another  strong  perfor- 
mance,    led     by     consumer 
spending  and  business  invest- 
ment in  equipment.  Another 
sharp  widening  in  the  trade 
deficit,  however,  offset  a  big 
chunk  of  that  spending  (chart), 
housing  appears  to  have  slowed  after  a  moderate 
ter  boosted  its  first-quarter  performance.  Rounding 
the  picture,  inventories  appear  to  have  grown  a 
le  less  than  their  first-quarter  pace,  resulting  in  a 
.11  drag. 

r  DESPITE  THE  LIKELY  SLOWDOWN  in  the  top 

GDP  number,  a  closer  look  at  the  components  of 
lomic  growth  suggests  that  the  economy  still  has 
lty  of  momentum  heading  into  the  second  half. 
rt  of  all,  consumer  spending  slowed  from  its  break- 
Is  6.7%  growth  rate  in  the  first  quarter  to  a  still- 
•ant  pace  of  about  4.5%,  led  by  another  good  show- 
tor  big-ticket  durable  goods  and  solid  growth  in  ser- 
•s.  The  annual  growth  trend  in  consumer  outlays  re- 
us about  5%,  and  that  is  unlikely  to  change  anytime 
n,  given  strong  gains  in  jobs  and  income,  record 
itions  to  wealth,  and  easy  credit. 
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The  other  big  gainer  last  quarter  was  capita]  spend- 
ing on  business  equipment,  where  growth  appears  to 
have  accelerated  sharply,  probably  to  a  pace  about 
double  the  first  quarter's  9.5%  growth  rate.  The  spurt 
was  almost  certainly  fueled  by  a  surge  in  high-tech 
spending,  as  businesses  address  needs  related  to  the 
Year  2000  computer  problem.  Industrial  production 
of  information-processing  and  related  equipment 
soared  at  an  annual  rate  of  30%  last  quarter,  the 
largest  quarterly  increase  in  15  years  (chart). 

Companies  are  likely  to 
"lock  down"  their  high-tech 
budgets  as  yearend  approach- 
es, when  they  will  sit  back 
and  assess  the  effectiveness  of 
their  past  Y2K  spending,  along 
with  any  additional  needs  in 
the  new  year.  This  may  result 
in  a  possible  drag  on  capital 
outlays  toward  yearend.  Some 
of  that  impact  on  overall  eco- 
nomic growth,  however,  will 
be  offset  by  some  companies',  efforts  to  build  up  in- 
ventories in  case  of  supply  disruptions  caused  by  the 
Y2K  problem.  But  the  capital-spending  outlook  remains 
sound,  mainly  because  companies  are  awash  in  cash, 
thanks  in  part  to  this  year's  improved  profit  perfor- 
mance (page  28). 

SECOND-QUARTER  GDP  will  not  look  as  strong  as  the 
vibrancy  in  consumer  and  capital  spending  suggests, 
however,  because  a  lot  of  that  demand  was  satisfied  by 
foreign  producers,  as  the  May  trade  deficit  clearly 
showed.  The  trade  gap,  including  both  goods  and  ser- 
vices, hit  a  record  $21.3  billion  in  May,  up  sharply 
from  $18.6  billion  in  April.  May  exports  fell  by  $619  mil- 
lion, while  imports  jumped  $2.1  billion,  the  largest  in- 
crease in  more  than  a  year. 

Depending  on  what  the  Commerce  Dept.  assumes  for 
June  data,  which  will  be  unavailable  in  time  for  the  gdp 
report,  the  gdp  measure  of  the  deficit  appears  to  have 
widened  from  $303.6  billion  in  the  first  quarter  to  about 
$340  billion  last  quarter.  That's  enough  by  itself  to 
subtract  some  two  percentage  points  from  GDP  growth. 
While  imports  continue  to  grow  broadly,  demand  for 
foreign-made  capital  goods  has  been  accelerating  this 
year,  offering  more  evidence  of  Y2K-related  spending. 

The  import  surge  is  overshadowing  some  good  news 
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on  the  trade  front:  Export  growth  is  starting  to  pick  up, 
as  growth  in  the  rest  of  the  world  begins  to  strengthen. 
Prior  to  the  Asian  meltdown  in  mid-1997,  inflation- 
adjusted  exports  of  goods  were  growing  at  27%  annual- 
ly, but  by  mid-1998,  foreign  shipments  were  down  3.2% 
from  their  year-earlier  level.  Pickups  in  demand  from 
both  Asia  and  Europe  have  helped  bring  about  a  turn- 
around. In  May,  exports  were  up  8.7%  from  a  year  ago. 
As  a  result,  factory  output  in  the  second  quarter  posted 
its  strongest  increase  in  more  than  a  year,  adjusted  for 
last  year's  strike  at  General  Motors  Corp. 

ANOTHER  SMALLER  DRAG  on  second-quarter  growth 
was  construction.  Both  business  construction  and  home- 
building  appear  to  have  declined  slightly.  That  weak- 
ness, however,  mainly  reflects  a  payback  for  the  weath- 
er-related surge  in  building  in  the  first  quarter,  when 
the  unusually  warm  winter  exaggerated  the  strength  in 
many  of  the  figures.  Residential  construction  jumped 
15.4%  in  the  first  quarter,  reflecting  big  gains  in  hous- 
ing starts  earlier  in  the  year. 

Homebuilding  is  not  really  as  weak  as  the 
gdp  data  will  portray,  although  construction  activity 
does  appear  to  be  topping  out.  Housing  starts  contin- 
ued their  volatile  monthly  pattern  so  far  this  year, 
as  June  starts  dropped  5.6%,  reversing  a  similar- 
size  rise  in  May.  Through  the  ups  and  downs,  starts 
in  the  first  half  of  1999  are  running  slightly  above 


CANADA 


their     average     in     the     second     half    of 

Although  peaking,  housing  activity  remains 
high  level.  The  homebuilders'  index  of  market 
tions,  including  current  and  expected  sales  and 
traffic  through  model  homes,  dipped  to  74%  in 
down  from  77%  in  June.  The  index  gauges  the  br 
of  improvement  in  conditions,  based  on  a  surv 
the  National  Association  of  Home  Builders.  Tb 
reading  was  close  to  the  average  level  in  the] 
half  of  the  year  and  only  slightly  below  the  reco 
in  the  fourth  quarter  of  last  year. 

A  full  percentage  point  in- 
crease in  fixed  mortgage  rates 
in  recent  weeks  is  sure  to  cur- 
tail demand  in  coming  months. 
Already  the  trend  in  mortgage 
applications  to  buy  a  home  has 
turned  down  (chart).  Still, 
strong  job  markets  and  wealth 
gains  should  keep  homebuild- 
ing  from  falling  off  sharply. 

Of  course,  if  the  Fed  feels 
the  need  to  lift  interest  rates 
again,  housing  will  be  one  of  the  first  sectors  to 
The  second-quarter  gdp,  however,  is  likely  to  look 
enough  to  allow  the  Fed  time  to  sit  back  and  see) 
the  economy  develops  in  the  second  half,  before  it 
any  urgency  for  another  rate  hike. 
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A  GLEAM  OF  NORTHERN  LIGHT 


The  outlook  for  the  Canadian 
economy  has  brightened,  but 
the  inflation  picture  looks  a  bit 
dimmer.  At  the  end  of  1998,  glob- 
al financial  turmoil  had  threatened 
to  push  commodity  prices  even 
lower,  further  hammer- 
ing Canada's  resource 
industries.  Meanwhile, 
growth  prospects  were 
ebbing  in  the  U.  S.,  the 
destination  of  85%  of 
Canada's  exports. 

Now,  thanks  to  un- 
flagging U.  S.  growth, 
a  better  global  outlook, 
firming  commodity 
prices,  and  five  cuts  in 
interest  rates  since  fall,  1999 
growth  is  expected  to  match — or 
exceed — last  year's  3.1%  pace. 
Canada's  real  gross  domestic 
product  rose  at  a  4.2%  annual 
rate  in  the  first  quarter,  after  a 
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4.8%  spurt  in  the  previous  quar- 
ter, and  the  second  quarter  is  off 
to  a  solid  start. 

Some  of  the  rapid  pace  is  sim- 
ply a  rebound  from  weakness  in 
mid-1998,  when  growth  slipped  to 
only  1.8%,  especially 
after  the  end  of  the 
strike  at  General  Mo- 
tors Corp.  But  April's 
surprisingly  strong 
gdp  growth  suggests 
little,  if  any,  slowdown 
in  the  second  quarter. 
The  primary  growth 
engine  will  be  ex- 
ports. Reflecting 
strong  overseas  sales 
and  tepid  home  demand  for  im- 
ports, the  May  trade  balance  was 
in  surplus  to  the  tune  of  C$2.44 
billion  (U.  S.  $1.64  billion).  The 
outlook  for  domestic  demand  is 
more  iffy.  Labor  markets  still 


show  slack,  and  household  incoJ 
growth  is  lagging  behind  the  pd 
of  spending.  Nevertheless,  stroj 
auto  sales  and  housing  starts  ir 
June  suggest  continued  vigor  ir 
big-ticket  purchases. 

Given  the  economy's  firmer  tc 
analysts  are  revisiting  the  inflat^ 
outlook.  Core  inflation,  excluding 
energy,  food,  and  some  taxes, 
to  1.7%  in  May,  up  from  less  th£ 
1%  earlier  this  year  (chart).  Wajj 
growth  in  collective  bargaining 
agreements  accelerated  to  2.3% 
April  and  May,  up  from  1.5%  in 
the  first  quarter.  And  more  recej 
ly,  Air  Canada's  flight  attendant^ 
won  a  5%  first-year  wage  hike 
part  of  a  12%  three-year  settle- 
ment. These  patterns  put  pressi 
on  the  Bank  of  Canada  to  matcl 
any  further  rate  hikes  by  the 
eral  Reserve  in  order  to  buoy  tl 
Canadian  dollar. 
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At  ADM,  we've  made  a  global 
commitment  to  help  people 
live  longer,  healthier  lives.  With 
products  like  natural-source 
vitamin  E.   And  lecithin,  an  all- 
natural  food  ingredient  that's 
been  shown  to  help  maintain 
mental  sharpness.  After  all, 
there  can  never  be  enough 
grandmas  and  grandpas. 
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News:  Analysis  &  Commentary 


THIS  ECONOMY 


A  tank  full  of 
corporate  cash 
could  keep  the 
expansion  going 

This  late  in  a  business  cycle,  it 
should  be  time  for  cost  pressures 
to  increase,  productivity  gains  to 
slow,  and  profits  to  evaporate. 
Certainly,  that's  the  traditional 
squeeze  play  investors  seem  to  be  brac- 
ing for  in  the  second  half  of  this  year. 

But  there's  another  economic  axiom 
to  keep  in  mind:  Cash  is  king.  And  U.  S. 
corporations,  large  and  small,  are  awash 
in  the  stuff.  After  the  stunning  profits  of 
the  second  quarter  (page  31),  they're 
carrying  a  record  $851  billion  in  retained 
earnings  on  their  books.  And  depending 
on  how  Corporate  America  spends  this 
windfall,  the  nine-year-old  expansion 
could  keep  going  a  while  longer. 

The  key  will  be  whether  companies 
keep  using  their  cash  to  invest  in  new 
equipment  that  pumps  up  productivity 
and  in  deals  that  promote  efficiency.  If 
so,  Wall  Street  can  look  forward  to 
more  record  earnings  and  a  continua- 
tion of  low  inflation.  But  if  they  squan- 
der the  cash  on  ill-advised  acquisitions, 
or  if  they  get  lax  in  controlling  costs, 
profits  could  tumble.  "Low  inflation 
gives  businesses  a  big  incentive  to  in- 
vest in  productivity-enhancing  machin- 
ery, since  cost-cutting,  not  price  in- 
creases, is  the  way  to  boost  profits," 
says  Prudential  Securities  Chief  Econo- 
mist Richard  D.  Rippe. 
SPEED  BUMP?  The  question  is:  Will  com- 
panies do  the  right  thing?  They  will  be 
under  tremendous  pressure  from  all 
sides.  First,  the  current  consensus  view 
among  economists  is  that  gross  domestic 
product  growth  will  slow  to  around  3.1% 
in  the  second  half,  down  from  a  pro- 
jected 4%  in  the  first  half.  That  slow- 
down will  inevitably  put  pressure  on 
revenues  and  cause  some  companies  to 
trim  expansion  plans.  In  addition,  the 
possibility  exists  that  the  Federal  Re- 
serve could  hike  short-term  rates  one 
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UEL  INJECTION 


I!  time  to  slow  growth  even  further. 
uch  an  environment,  managements 
dt  be  lured  into  deals  that  simply 
p  up  the  revenue  volume, 
he  other  pressure  on  earnings  comes 
he  cost  side,  where  tight  labor  mar- 
threaten  to  ignite  inflation.  Lately, 
i  increases  have  been  under  con- 
despite  4.3%  unemployment,  but 
ain  types  of  workers  can  command 
y  salaries.  Overall,  however,  com- 
es have  not  let  up  in  the  effort  to 
Costs  through  restructuring  and 
nsizing.  Despite  the  sizzling  econo- 
layoff  announcements  are  hitting 
ird  levels  (page  31). 
he  key  gauge  to  monitor,  however, 
ipital  spending.  "This  is  where  we 
the  technological  ad- 
vs  and  productivity  in- 
ises  that  bring  only 
1  to  the  economy,"  says 
pe.  Equipment  spend- 
triggers  a  virtuous  cy- 

§New  machinery  boosts 
luctivity  and  lowers  la- 
costs,  generating  more 
fits  that  are  then  spent 
even  more  machinery. 
nness  equipment  out- 
'.  grew  strongly  in  the 
md  quarter  on 'top  of 
.')'<  annualized  gain  in 
I  first.  Some  55%  of  that 
tiding  is  going  to  high  tech.  A  chunk 
hat  is  devoted  to  heading  off  Y2K 
blems,  but  most  is  targeted  for  new 
terns  1 1. 'signed  to  raise  efficiency  or 
m  up  sales. 

That  certainly  is  the  game  plan  at 
i  Inc.,  a  holding  company  with  oper- 
>ns  that  include  the  maker  of  Rust- 
am  and  Day-Glo  paints.  Over  the 
t  two  years,  the  $2  billion  Medina 
do)  company  has  spent  $20  million 
information  technology.  The  most  re- 
t  investment  was  $2.5  million  for  an 
ernet  system  that  allows  industrial 
tomers  and  retailers  to  order  RPM 

liducts  on  the  Web.  kiwi  Executive 
e  1  "resident    Frank  ('.  .Sullivan  rec- 

liizes  the  profil  potential  of  the  com- 
ry's  $40  million  cash  balance.  "All  of 

I  a  rash  based  investing  just  leads  to 
OWth  and  cash."  he  says. 
Wal-Mart  Stores  Inc.  Convinced 


that  consumer  demand  will  remain 
strong,  the  retail  giant  has  upped  its 
capital  budget  to  $4.9  billion  from  $4.5 
billion  in  1998.  It's  building  six  new  food 
distribution  centers  and  four  for  han- 
dling general  merchandise.  The  food  cen- 
ters support  Wal-Mart's  rapid  expan- 
sion into  supercenters  offering  both 
groceries  and  general  merchandise.  The 
goal  is  to  have  each  supercenter — 150  of 
which  will  be  built  this  year  in  the 
U.S. — relatively  close  to  a  distribution 
center  to  speed  up  the  replenishment 
of  merchandise  and  reduce  out-of-stock 
goods.  Such  investments  are  one  rea- 
son why  Wal-Mart's  sales  and  earnings 
are  booming.  Revenues  are  expected  to 
climb  about  14%  this  year,  to  $157  bil- 


<;\i  smooth  earnings  when  the  auto 
boom  slows.  J.  Michael  Losh,  GM'fl  chief 
financial  officer,  notes  that  GM'fl  $14.7 
billion  cash  cushion  lets  the  company 
"remain  nimble  and  quick"  to  grab  new- 
opportunities. 

SLIM  DIVIDENDS.  Stock  buybacks  are 
another  option  for  cash-rich  companies. 
GM,  Microsoft,  and  Wal-Mart  have  all 
repurchased  shares  over  the  past  year. 
The  reason  for  the  buybacks?  By  re- 
ducing the  supply  of  shares  on  the  mar- 
ket, a  company  can  increase  its  stock 
price.  Corporations  are  also  motivated  to 
repurchase  their  shares  so  they  can 
have  enough  on  hand  for  stock-swap 
deals  or  to  cover  stock-options  plans. 
Investors  hoping  for  fatter  dividends 


SWIMMING 
IN  IT 

In  the  second 
quarter,  corporate 
America's  retained 
earnings  hit  a 
record  $851  billion 


DATA:  StANDARO  &  POOR  S  DRI 


'90  '91  92 

▲  BILLIONS  OF  DOLLARS 


l 

•94  '95  '96  '97  '98  '99 

•RETAINED  EARNINGS  ADJUSTED  FOR  INVENTORIES  AND  DEPRECIATION 


lion,  with  profits  up  21%,  to  $5.3  billion. 

Companies  rolling  in  dough  are  also 
doing  deals.  Lots  of  them.  Microsoft  is 
using  its  stash  to  buy  into  the  telecom- 
munications and  cable  marketplace.  The 
software  company  invested  $5  billion  in 
at&t  and  spent  an  additional  $600  mil- 
lion on  Nextel  Communications  Inc.,  a 
wireless  communications  outfit.  The  com- 
pany has  already  spent  roughly  $7  bil- 
lion on  such  investments  this  year,  but 
still  has  $22  billion  on  hand. 

General  Motors  Corp.  has  also  been 
on  a  shopping  spree  of  cash  and  cash- 
and-stock  deals.  Its  Hughes  Electron- 
ics Corp.  subsidiary  bought  Primestar 
and  United  States  Satellite  Broadcasting 
Co.,  while  cms  finance  arm.  General  Mo- 
tors Acceptance  Corp..  is  purchasing 
Hank  of  New  York's  asset-based  lending 
and  factoring  operations.  Analysts  are 
applauding  these  buys,  which  will  help 


from  all  this  cash  may  be  disappointed, 
though.  With  so  many  other  uses  for 
money,  few  companies  have  upped  their 
payouts.  Standard  &  Poor's  Corp.,  a 
unit  of  The  McGraw-Hill  Companies, 
tracks  dividend  announcements  in  its 
weekly  newsletter,  The  Outlook.  For 
the  second  quarter,  407  companies  an- 
nounced dividend  hikes,  but  that  num- 
ber was  dowTi  239S  from  a  year  earlier. 
Managing  Editor  Joseph  Tigue  says  that 
today's  shareholders  are  happy  with 
then-  soaring  stock  prices,  so  they  aren't 
pressuring  companies  to  lift  payouts. 

Further  gains  in  stock  prices  seem 
assured  if  companies  continue  to  in\ 
their  dollars  wisely.  And  as  long  as  the 
roaring  tides  of  money  flow  into  a  sea  of 
greater  prosperity,  Corporate  America  is 
sure  to  float  along  and  enjoy  the  ride. 

By  Kathleen  Madigan  in  New  York, 
with  bureau  reports 
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PROFITS 


TECH  SETS 
A  FAST  PACE 

Second-quarter  earnings 
race  to  a  stunning  21%  gain 

Strong  earnings  growth 
was  expected,  and  so  far, 
that's  what  we've  got. 
The  116  companies  in 
business  week's  flash  report 
on  second-quarter  profits  raced 
to  a  21%  gain,  as  revenues 
climbed  9%.  Tech  companies  did 
much  of  the  heavy  lifting  this 
quarter,  including  IBM  (+65%), 
Microsoft  (+62%),  and  Intel 
(+49%).  Also  helping  were  siz- 
zling gains  at  gm  (+467%),  Time 
Warner  (+487%),  and  Texas  In- 
struments (+656%).  On  the 
down  side:  Ameritech  (-52%), 
Coca-Cola  (-21%),  and  Caterpil- 
lar (-37%).  But  the  trend  is  dou- 
ble-digit growth  in  profits,  and 
that  will  likely  remain  true  even 
after  more  companies  report. 
Compiled  by  Frederick  F.  Jespersen 
in  New  York 
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-8 
+22 

0.41 
0.76 
1.20 

0.83 
0.64 
1.30 

1 

SERVICES 

105,219.4 

+7 

17,292.0 

+23 

0.71 

0.80 

Hu 

ALLSTATE 

AMR 

AVIS  RENT  A  CAR 

BANK  OF  AMERICA 

BANK  ONE 

6,592.0 

5,011.0 

637.5 

NA 

NA 

+1 
+2 
+11 
NA 
NA 

770.0 

268.0 

27.3 

1,915.0 

992.0 

-13 
-34 
+22 
-17 
+11 

0.82 
2.00 
0.73 
1.13 
0.93 

0.95 
1.70 
0.85 
1.07 
0.93* 

too 

mm 
\ 

BURLINGTON  NORTHERN  SANTA  FE    2,194.0 
CAPITAL  ONE  FINANCIAL                        949.8 

0 
+58 

238.0 
87.5 

-14 
+31 

0.62 
0.41 

0.50 
0.41 
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CURRENT  QTR  SALES 

(MILLIONS) 

%  CHC 

QIR  PROFITS 
(MILLIONS) 

%  CHC 

EST  EPS 

(5/13) 

REPORTED 

[PS 

DIFF 

i  ANHATTAN 

P 
ttfORTATION 

NA 

20,436.0 

1,361.6 

NA 

+2 

+  14 

1,393.0 

2,448.0 

48.8 

30 
9 

18 

1.29 

0.64 
0.75 

1.55* 

0.72 

0.86 

+0.26 
♦0.08 
+0.11 

.ON,  LUFKIN  &  JENRETTE 
CS 

2.600.1 
510.6 

+11 
-15 

165.7 
57.2 

+16 

NMJ 

0.82 
0.60 

1.14 
0.62 

+0.32 
+0.02 

9,672.0 

+48 

222.0 

53 

0.51 

0.54 

+0.03 

CROUPtt 

175.7 

+  130 

-24.2 

NM 

-0.09 

-0.10 

-0.01 

4,383.0 

+7 

221.0 

+29 

0.69 

0.73 

+0.04 



ION 

NA 

NA 

873.0 

+251 

0.97 

0.90 

-0.07 

UNCIAL  GROUP 

NA 

NA 

450.0 

15 

0.73 

0.76 

+0.03 

1,343.3 

+3 

277.0 

24 

0.86 

0.98 

+0.12 

1,167.4 

+  11 

87.9 

+17 

0.78 

0.81 

+0.03 

'   T  INTERNATIONAL 

2,042.0 

+6 

114.0 

+13 

0.42 

0.42 

— 

NA 

NA 

227.2 

+32 

0.26 

0.27 

+0.01 

71-MLL 

922.7 

+5 

90.0 

+16 

0.44 

0.45 

+0.01 

1    LYNCH 

8.916.0 

-7 

673.0 

+23 

1.31 

1.57 

+0.26 

i  u.p.) 

NA 

NA 

504.0 

+5 

2.14 

2.52 

+0.38 

.    STANLEY  DEAN  WITTER 

9,054.0 

+7 

1,151.0 

+35 

1.40 

1.95 

+0.55 

•   LCITY 

NA 

NA 

354.5 

+7 

1.12 

1.12 

— 

IK  TIMES 

779.4 

+4 

83.5 

+1 

0.45 

0.47 

+0.02 

*POT 

2,343.0 

+  13 

74.1 

+10 

0.21 

0.19 

-0.02 

Y  EXPRESS 

621.1 

+2 

7.6 

+44 

0.38 

0.40 

+0.02 

t 

6,337.0 

+13 

236.4 

+22 

0.44 

0.46 

+0.02 

(CHARLES) 

982.1 

+54 

151.0 

+98 

0.16 

0.18 

+0.02 

•T  BANKS 

NA 

NA 

293.7 

+8 

0.95 

0.91 

-0.04 

RNER 

3,574.0 

-3 

593.0 

-487 

0.09 

0.43 

+0.34 

RS  PROPERTY  CASUALTY 

2,634.8 

+4 

354.3 

+13 

0.86 

0.91 

+0.05 

SLOBAL  RESTAURANTS 

1,886.0 

-6 

179.0 

+60 

0.75 

0.60* 

-0.15 

4,541.0 

+2 

672.0 

+138 

3.16 

5.80 

+2.64 

HTWAYS 

548.9 

+23 

26.3 

+46 

0.78 

0.96 

+0.18 

3,003.3 

+8 

59.3 

NM 

0.09 

0.08 

-0.01 

ARGO 

NA 

NA 

931.0 

+29 

0.54 

0.55 

+0.01 

'  40LOGY 

55.542.9 

+17 

6.734.8 

+134 

0.45 

0.51 

+0.06 

ED  MICRO  DEVICES 

595.1 

+13 

79.9 

NM 

-0.34 

-1.10* 

-0.76 

I  ONLINE 

1,377.0 

+46 

160.0 

NM 

0.11 

0.13 

+0.02 

820.5 

+25 

267.6 

+24 

0.46 

0.50 

+0.04 

OMPUTERtt 

1,558.0 

+11 

203.0 

+101 

0.63 

0.69* 

+0.06 

ER  ASSOCIATES 

1,222.4 

+17 

-431.9 

NM 

0.82 

0.49* 

-0.33 

1 

1,291.8 

+36 

288.9 

+52 

0.24 

0.27 

+0.03 

KM 

373.3 

+51 

-923.2 

NM 

0.41 

0.55* 

+0.14 

TELL 

2,139.6 

+5 

140.3 

+12 

1.07 

1.09 

+0.02 

EUCTRONICS 

1,776.0 

+30 

92.3 

+65 

0.07 

-0.23 

-0.30 

21,905.0 

+  16 

2,391.0 

+65 

0.88 

1.28 

+0.40 

■orrttt 

6,746.0 
5,764.0 

+  14 
+39 

1,749.0 
2,202.0 

+49 
+62 

0.54 
0.36 

0.51 

0.25 

-0.03 
-0.11 

HA 

7,513.0 

+7 

206.0 

NM 

0.40 

0.33 

-0.07 

NSTRUMENTS 

2,346.0 

+8 

325.0 

656 

0.73 

0.80 

+0.07 

115.2 

+  156 

-15.1 

NM 

0.09 

-0.07 

-0.16 

flES  &  TELECOM 

43.3463 

+  11 

5.1139 

-1 

0.44 

0.47 

+0.03 

I'fCH 
LANTIC 

4,802.0 
8,295.0 

+  12 
+5 

819.0 
1,173.0 

-52 

14 

0.71 
0.75 

0.74 
0.74 

+0.03 
-0.01 

UTH 

6,148.0 

+9 

980.0 

20 

0.47 

0.51 

+0.04 

IIA  ENERGY  GROUP 

1,691.2 

+28 

26.1 

14 

0.28 

0.32 

+0.04 

INTERNATIONAL 

2,116.0 

+9 

137.9 

-11 

0.41 

0.37 

-0.04 

TECHNOLOGIES 
COMMUNICATIONS 
MMUNICATIONS 

9,315.0 

793.1 

7,395.0 

+22 

+88 
+5 

750.0 
-267.7 
1,176.0 

+45 

NM 
•  15 

0.23 

-1.34 

0.58 

0.24 

-1.27* 

0.59 

+0.01 
+0.07 
+0.01 

JIN 

2,791.0 

-4 

319.6 

15 

0.40 

0.45 

+0.05 

IA  not  available  NM=not  meaningful  t  First-quarto  results  tt  Thud-quarto  results  tttFourth-quarter  results 
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DOWNSIZING 

GO  AHEAD, 
LAY  ME  OFF 

Losing  a  job  is  no  big  worry  in 
today's  growing  economy 

Are  companies  toting  up  big  earn- 
ings gains  through  layoffs?  That 
would  seem  to  be  the  case,  ac- 
cording to  a  widely  watched  survey  by 
outplacement  consultants  Challenger, 
Gray  &  Christmas  Inc.  Its  latest  re- 
port showed  announced  layoffs  up  42% 
in  the  first  six  months  and,  if  the  pace 
keeps  up,  layoffs  will  exceed  700,000, 
setting  a  record  for  this  decade.  "The 
rate  of  churning  will  intensify  as  Cor- 
porate America  responds  with  increas- 
ing speed  to  new  product  introductions, 
global  competition,  and  Wall  Street's 
emphasis  on  quarterly  profits,"  says 
Jeffrey  A.  Joerres,  chief  executive  of 


HIGHER  THAN  EVER 


0i_ 

'89 

'90   '91  ''92   '93   '94 

'95 

'96 

'97 

3« 

'99 

▲  THOUSANDS  OF  DOLLARS 

EST. 

DATA:  CHALLENGER,  GRAY  &  CHRISTMAS  INC. 

temporary  help  firm  Manpower  Inc. 

It's  no  picnic  for  workers,  but  the  re- 
structuring helps  profits  and  ultimately 
the  economy.  And  companies  still  hire. 
Only,  as  they  strive  to  become  more  ef- 
ficient and  globally  competitive,  they 
look  for  workers  with  different  skills. 
And  with  unemployment  at  just  4.3'  i . 
the  displaced  are  easily  reemployed — 
93%  at  the  same  or  better  compensa- 
tion. The  Bureau  of  Labor  Statistics  re- 
ports that  the  average  number  of  weeks 
a  worker  remains  unemployed  has 
dropped  to  an  annualized  13.6  through 
June,  compared  to  14.5  in  1998.  "Job 
creation  and  job  destruction  are  one  of 
the  upsides  of  the  U.  S.  economy."  says 
Ezra  D.  Greenberg,  senior  economist  at 
Standard  &  Poor's  DM. 

What's  more,  multinationals,  such  as 
Procter  &  Gamble  and  Gillette  Co.,  have 
been  increasingly  inclined  to  do  their  lay- 
offs overseas.  So  CS.  companies  reap 
the  profits  and  Americans  keep  the  jobs. 
By  Richard  A.  Melcher  m  Chicago 
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RIDING  HIGH 

Despite  the 
industry  price 
squeeze,  Jobs's 
iBook  looks 
like  it  could 
score  profits 


COMPUTERS 


CAN  STEVE  JOBS 
KEEP  HIS  MOJO 

First  the  hot  iMac,  now  the  iBook  portable.  Then  what? 


Can  interim  chief  executive  Steven  P. 
Jobs  provide  a  permanent  reprieve 
for  Apple  Computer  Inc.?  Jobs  has 
brought  Apple  back  from  the  verge  of 
oblivion  two  years  ago,  racking  up  seven 
quarters  of  profits  and  restoring  Apple's 
image  with  the  innovative  iMac.  Nearly 
two  million  units  have  been  sold  since 
iMac  was  rolled  out  last  year,  doubling 
Apple's  market  share.  Apple  stock  has 
more  than  doubled  to  53  since  Jobs 
returned. 

Now,  it's  time  for  his  next  act.  On 
July  21,  before  an  adoring  crowd  at 
the  Macworld  Expo  in  New  York,  Jobs 
unveiled  a  long-awaited  notebook  ver- 
sion of  the  iMac,  aimed  at  consumers 
and  students.  The  two-toned  iBook — 
priced  aggressively  at  $1,599  and  avail- 
able in  either  blueberry-and-white  or 
tangerine-and-white  plastic — sports  a 
speedy  300  MHz  G3  chip, 
a  crisp  12-inch  color 
screen,  and  an  optional 
wireless  connection  from 
the  computer  to  the  phone 
jack.  "It's  a  rocket  ship," 
Jobs  brags.  Slated  to  go 
on  sale  in  September,  the 
iBook  fills  in  the  last  piece 
of  a  product  road  map 
Jobs  outlined  in  late  1997. 
Its  success  could  restore 
Apple's  luster  in  portable 


computers — as  the  iMac  did  on  the 
desktop. 

But  is  the  iBook  enough  to  sustain 
Apple's  momentum?  Most  analysts  think 
so — at  least  for  now.  Admittedly,  like  all 
computer  makers,  Apple  is  operating  in  a 
pricing  environment  so  brutal  that  some 
PCs  are  now  offered  for  free  in  conjunc- 
tion with  multiyear  Internet  service  con- 
tracts. While  $1,200  iMac  seems  a  bit 
dear  today,  Jobs  has  priced  the  iBook 
very  competitively,  undercutting  all  major 
rivals. 

Michael  K.  Kwatinetz  of  cs  First 
Boston  figures  Apple's  earnings  will  climb 
14%  in  the  December  quarter,  to  $152 
million,  partly  from  anticipated  strong 
sales  of  the  iBook.  Assuming  no  produc- 
tion snafus,  Apple  could  sell  300,000 
iBooks  before  yearend.  In  Apple's  next 
fiscal    year,    ending    Sept.    30,    2000, 


CLIMBING 
BACK 

Apple's  share 
of  desktop  and 
mobile  PCs 


DATA:  DATAQUEST 


'95 
▲  PERCENT 


Kwatinetz       pr 
revenue     will 
18%,  to  $7.6  bi 
The  iBook  could) 
tribute  $800  milli 
that.  Says  analystl 
Mou    of   BancB( 
Robertson    Step] 
"It  will  attract  a 
new  customers.' 
More  important,  it  could  be  a  ne^j 
hide  for  rebuilding  market  share, 
after  Apple's  turnaround,  the  com] 
still  sells  fewer  than  4%  of  the  wl 
PCs,   says   researcher   Dataquest| 
What's  more,  the  opportunity  in  por 
is  particularly  promising:  After  all, 
early  1990s,  Apple  PowerBooks  wer 
sellers.  But  Apple  had  quality  and 
ufacturing  problems  and  ceded  lej 
ship  in  the  category  to  IBM  and  Del 
share  plunged  to  just  2.3%  by  1997| 
CREATING  DEMAND.  Under  Jobs, 
has  regained  ground  in  traditional 
top  strongholds  such  as  graphic  artd 
education  and  rolled  out  pricey  [ 
PowerBooks  aimed  at  professionals! 
the  biggest  growth  opportunity  foi 
today  is  among  consumers — esped 
novices.  The  iMac  has  already  attra 
many  such  customers:  Apple  saysf 
third  of  iMac  buyers  are  first-tir 
owners.  Now,  with  the  iBook,  Apji 
trying  to  do  the  same  for  portabl 
where  sales  are  growing  33%  faster  | 
sales  of  desktop  pes. 

It'll   take   some   savvy  markel 
though:  Of  the  8.4  million  portablej 
pected  to  be  sold  this  year  in  the 
says    researcher    International 
Corp.,  90%  will  be  bought  by  cor 
tions  and  only  10%  by  consumers.l 
the  cute,  easy-to-use  iBook  could  [ 
create  a  consumer  market — despitd 
grousing  that  this  laptop  at  6.7  po| 
is  a  bit  heavier  than  Apple-watc 
had  hoped  for.  At  the  Universit 
Pennsylvania,  for  instance,  informd 
systems  manager  Donald  J.  Montal 
held  a  spot  open  for  the  iBook  ir 
back-to-school  catalog  he  mails  to| 
jMj       dents.  Although  it's  shij 
>^  three  months  later 

\^    scheduled,  Montaban^ 
pects  "it  will  do 
well  on  campus.' 
even  if  the  iBook  I 
smash,  Jobs  still 
pull  a  few  more 
bits  out  of  Applet 
to  keep  up  Ap| 
momentum. 

By  Andy 
futrdt  in  San 
Calif,  with 
Hamm  in  New 
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By  Peter  <  oy 

TRACKING  STOCKS  ARE  ACCIDENTS  WAITING  TO  HAPPEN 


Microsoft  Corp.,  whose  fast-rising 
share-  have  consistently  oul 
paced  the  dull  market,  is  con- 
dering  a  tracking  stock?  That 
louhl  give  us  pause.  The  logic  is 
raightforward  enough:  With  growth 
ites  in  its  core  software  businesses 
ipering  off,  the  ascent  of  Microsoft 
ires  could  also  slow.  Why  not, 
ij  ten,  issue  a  stock  that  reflects  the 
rowth  potential  of  its  newer  Inter- 
et  businesses?  After  all,  everybody's 
oing  it. 

Microsoft  shares  soared  on  reports 
|  a  tracking  stock,  despite  the  fact 
le  company  has  indicated  nothing 
ill  happen  anytime 
ion.  Never  might 
e  a  better  idea.  A 
•acking  stock  would 
e  a  mistake.  In 
ict,  that's  true  for 
By  company  em- 
racing  the  fad  for 
acking  stocks. 
key  are  accidents 
aiting  to  happen. 
Here's  the  prob- 
an:  A  company 
uit  issues  a  track- 
ck  creates  a 
(inflict  for  its  board 
f  directors  and 
hronic  management 
eadaches.  Why? 
lecause  the  inter- 
sts  of  the  two  sets 
f  shareholders  are 
ound  to  collide.  In 
ficrosoft's  case,  it's 
asy  to  imagine 
onflicts  over 
.hether  to  fund  an 
Derating  system 

the  old  shares)  or  an  Internet  portal 
the  new  shares).  "It's  a  duty-of-loy- 
lty  bear  trap,"  says  New  York  Law 
Ichool  professor  Jeffrey  Haas.  "You 
ave  one  servant,  the  board,  serving 
IPO  or  more  masters." 
wend  or  foe?  A  tracking  stock  is 
class  of  shares  of  the  parent  com- 
•any  that  are  linked  to  the  perfor- 
mance of  a  particular  business — usu- 
lly  the  fastest-growing  one.  General 
flotors  issued  the  first  such  shares  In 

964  and  1985-    "lettered"  stocks  for 
tG  Electronic  Data  Systems  and 

lughes  Electronics  subsidiaries.  Hut 
:'s  only  in  the  past  year  or  so  thai 
racking  stocks  have  gotten  hot. 


Among  the  recent  issuer.-:    '• 

Donaldson,  Lufkbi  &  Jenrettt .  and 

Ziff-Davis.  Dul'ont  Co.  is  readying  a 
tracking  stock  for  its  life-sciences  di- 
vision. Others  considering  them  art- 
General  Electric  Co.  and  Walt  Dis- 
ney Co. 

Tracking  stocks  unlock  the  market 
value  of  a  new  business,  much  as  a 
spin-off  would,  while  letting  manage- 
ment retain  control.  But  by  keeping 
the  tracked  business  in-house  instead 
of  spinning  it  off,  the  parent  pre- 
serves the  tax  advantages  and  credit 


CONFLICT 


How  can  the  board  protect 
the  interests  of  two  sets  of  shareholders 
when  those  interests  are  bound  to  collide? 


quality  that  come  from  having  diver- 
sified businesses  with  ups  and  downs 
that  aren't  synchronized.  Meanwhile, 
managers  of  the  tracked  business  can 
be  rewarded  with  tracking-stock  op- 
tions— a  big  issue  for  Disney,  which 
has  lost  top  executives  to  Internet 
startups.  The  tracking  stock  can  also 
be  used  to  make  acquisitions. 

But  all  those  advantages  pale  be- 
side the  disadvantage  posed  by  the 
board's  conflicts  of  interest.  Take  this 
warning  from  ULi's  prospectus  for 
nudiivd:  "The  board  of  directors 
may  make  decisions  that  favor  Dl.i  at 
the  expense  of  nudiroct.  Due  to  the 
extensive  relationships  between  nu 


and  DLJdirect,  there  will  be  inherent 
conflicts  of  interest."  For  Instant 
the  prospectus  goes  on  to  say,  "there 
can  be  no  assurance  that  du  will  not 

expand  its  operation.-  to  corn) 
with  DUdirect."  Think  about  that: 
The  directors  supposedly  looking  out 
for  DLJdirect's  interests  are  reserving 
the  right  to  compete  with  it. 
everybody  loses.  There  are  more 
immediate  conflicts  as  well:  How- 
much  investment  should  go  into  the 
high-flying,  cash-hungry  business,  vs. 
the  cash-rich,  old-line  company?  If 
you  say  each  should  stand  on  its 
own,  then  the  fast-growing  but  per- 
haps money-losing  business  will 

starve.  But  if  you 
provide  nourishment 
from  the  coffers  of 
the  mature  busi- 
ness, shareholders 
of  the  larger  compa- 
ny could  justifiably 
cry  foul. 

And  what  hap- 
pens if  one  pail  of 
the  company  can't 
pay  back  its  loans? 
The  other  part  is  on 
the  hook.  "They're 
like  financial 
Siamese  twins,  at- 
tached at  the  hip 
through  their  own- 
ership by  the  same 
parent,"  says  New 
York  Law  School's 
Haas. 

Sound  like  fodder 
for  shareholder  law- 
suits? It  is. 
Delaware  Chancery 
Court  recently  ruled 
against  holders  of  GM  E  and  H 
shares  who  said  that  GM  had  treated 
them  unfairly.  The  court  said  that 
since  shareholders  had  voted  for  the 
transactions  in  question,  the  plaintiffs 
didn't  have  a  case.  Lawyers  for  hold- 
ers of  the  former  E  shares  are  ap- 
pealing, arguing  that  gm  directors 
duped  the  shareholders. 

The  main  reason  there  haven't 
been  more  lawsuits  over  tracking 
stocks  is  that  until  recently,  few 
tracking  stocks  existed.  That  is 
changing,  and  without  a  doubt,  train 
wrecks  lie  ahead. 

Coy  is  associate  economies  editor. 
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SPIN-OFFS 


WHY  IT'S  NOT  A 
BLOCKBUSTER  IPO 


At  another  time,  an  initial  public  of- 
fering of  Blockbuster  Inc.  shares 
might  be  a  big  event.  After  all,  the 
No.  1  video-rental  chain  has  diligently 
worked  its  way  through  an  array  of 
problems  and  turned  itself  from  a  prof- 
it drain  into  a  profit  spinner  for  parent 
Viacom  Inc.  In  the  second  quarter, 
Blockbuster's  revenue  jumped  17%,  to 
$1  billion,  while  cash  flow  was  firmly  in 
the  black  at  $105  million,  compared  with 
a  loss  of  $359  million  a  year  earlier. 
Furthermore,  the  6,658-unit  chain  boost- 
ed its  share  of  the  home-video  retail 
market  to  31%  in  the  June  quarter,  from 
26%  at  the  end  of  1998. 

So  why  is  Viacom  scaling  back  its  am- 
bitions for  the  Blockbuster  issue  as  it 
launches  the  twice-delayed  ipo?  Blame 
it  in  part  on  the  Internet.  Spectacular  re- 
turns from  dozens  of  dot.com  ipos  have 
made  it  harder  for  conventional  compa- 
nies to  grab  attention.  The  Internet  is 
also  one  of  the  technologies — following 
cable  and  satellites — that  promise  to  de- 
liver movies  on  demand  to  consumers. 
That  could  make  the  video-rental  busi- 
ness all  but  obsolete  in  years  to  come. 
"There's  always  been  this  technological 
overhang,  and  that  overhang  is  only  get- 
ting bigger  in  people's  minds,"  says 
Lehman  Brothers  Inc.  analyst  Larry  C. 
Petreila.  "Blockbuster  is  a  company  with 
good  current  performance,  but  a  compa- 
ny that  some  fear  will  hit  a  wall  soon." 


On  July  19,  Viacom's  underwriters, 
Salomon  Smith  Barney  and  Bear 
Stearns  &  Co.,  set  out  to  sell  Block- 
buster to  institutional  investors.  The  of- 
fering, for  17.7%  of  the  company,  is  ex- 
pected to  be  priced  at  $16  to  $18, 
valuing  the  company  from  $2.8  billion  to 
$3.2  billion.  That's  about  half  the  $5  bil- 
lion to  $6  billion  Viacom  was  hoping  to 
fetch  four  months  ago  and  a  fraction  of 
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the  $8.4  billion  it  shelled  out  to  acquire 
the  company  in  1994.  "The  valuation  is  a 
surprise,"  says  Merrill  Lynch  &  Co.  an- 
alyst Jessica  Reif  Cohen.  But,  she  sur- 
mises, "The  purpose  of  it  is  to  guarantee 
a  successful  [ipo]  launch." 

Certainly,  Blockbuster  is  in  better 
shape  than  it  has  been  in  years.  After  a 
series  of  failed  strategies  and  three  dif- 
ferent ceos,  current  Blockbuster  boss 
John  F.  Antioco  and  his  management 


~+ 


firm  footing.  The  1 1 
k  Taco  Bell  Corp.  chiH 
took  charge  in  | 
signed  "revenue-sh 
?  deals  with  major 
'  wood  studios  that 
the  price  Blockbuste 
for  tapes  from  %\ 
apiece  to  $3-$8.  In 
the  chain  gave  the 
about  40%  of  the  rentJ 
it  received  from  custq 
On  top  of  that,  Antiod 
spent  lavishly  on  marl] 
Last  year,  advertisinl 
penses  were  $181  millij 
30%  over  1997.  But  the 
ey  brought  results: 
he's  made  all  the 
moves,"  says  Viacom  in| 
Larry  Haverty  of 
Street  Research. 
THE  SEQUEL.  But  not 
Blockbuster's  problems! 
themselves  to  easy  fixes! 
com  is  unloading  Blockbustei 
time  when  prospects  for  the  vidj 
are  dimming.  So  far  this  year,  r< 
across  the  U.  S.  are  down  8.4%,  acccj 
to  Forecaster  Alexander  &  Assoc 
an  entertainment-industry  consi 
firm.  That  comes  on  top  of  a  2.6%| 
in  1998.  One  reason:  movie  loverj 
buying  tapes  instead  of  renting, 
thermore,  analysts  say  the  jury  itj 
out  on  just  what  sort  of  financial 
the  revenue-sharing  deals  will  de 
long  term.  After  adjusting  Blockbu| 
1998  results  for  charges  and  accoi 
changes,  it  still  posted  an  operating  | 
it  of  only  $65 
last  year  on  sal^ 
$3.9  billion. 

The  gravest  til 
to  Blockbuster  c<| 
from  emerging 
nologies     that 
make      video-oi 
mand  possible 
cable    tv,    sate] 
and,  ultimately,! 
Internet.   The  t| 
nology  has  beenl 
der  development 
decades,  but  it  could  finally  become 
ality  in  the  next  two  to  three  ye 
some  analysts  say.  By  then,  videtj 
demand  could  put  a  noticeable  der 
Blockbuster's  bottom  line.  But  if 
com  has  its  way,  it  will  have  notl 
to  do  with  the  video  rental  businesi 
then:  It  plans  to  spin  off  the  resl 
Blockbuster  in  a  sequel  offering  \\ 
this  year. 
By  Stephanie  Anderson  Forest  m 
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Knowledge  Facilitator 

Name: 

Kevin  Marsh 

Job  Description: 

Study  a  company's  How  of  knowledge, 
making  sure  those  who  have  it  talk  to  those 
who  need  it. 

Experience: 

Completed  "mapping"  phase  of  a  project 
-  designed  to  improve  the  way  a  major  software 
firm  distributes  and  uses  information. 

Creed: 

"Share  and  share  alike." 

Phone: 

1 

1  800  IBM  7777,  ask  for  Services 

Web: 

www.ibm.com/services/info 

IBM  Global  Services 

People  who  think.  People  who  do.  People  who  get  it. 
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HEALTH  CARE 


DO  MEDICARE 

AND  MANAGED  CARE  MIX? 

Insurers  say  no,  but  Washington  is  counting  on  it 


When  George  Farber  signed  up  for 
a  Medicare  plan  offered  by  Har- 
vard Pilgrim  Health  Care  two 
years  ago,  "everything  sounded  won- 
derful," he  recalls.  The  plan's  coverage 
ranged  from  prescriptions  to  eyeglasses 
for  the  72-year-old  retired  furniture- 
store  worker  and  his 
wife,  Eleanor. 

But  Farber  no 
longer  extols  Harvard 
Pilgrim's  virtues. 
First,  the  company 
limited  the  amount 
it  would  pay  for  drugs 
to  $800  per  person  an- 
nually. Then,  a  few 
months  ago,  it  notified 
the  Colrain  (Mass.) 
couple  that  at  year- 
end  they,  along  with 
thousands  of  other  lo- 
cal seniors,  would  be 
dropped.  Harvard  Pil- 
grim did  so  "reluc- 
tantly," says  a  spokesman.  "It  was  fi- 
nancially untenable." 

The  Farbers  have  been  caught  in  the 
middle,  as  Washington  and  health  in- 
surers wrestle  with  how  to  rein  in 
Medicare  spending.  Insurers  say  they 
can't  afford  to  provide  service  under 


CHANGE  OF  PACE 

The  rush  to  join  Medicare  HMOs  has  slowed 
as  insurers  have  cut  benefits  and,  in  some 
cases,  dropped  out  of  the  program 
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Medicare — and  are  lobbying  fiercely  for 
more  funds.  Yet  Washington  is  counting 
on  managed  care  to  trim  the  soaring 
costs  of  Medicare,  and  millions  of  se- 
niors— about  16%  of  the  Medicare  pop- 
ulation— have  switched  to  hmos.  Presi- 
dent Clinton's  Medicare  reform  proposal 
and  a  pending  con- 
gressional plan  both 
presume  a  switch 
from  fee-for-service 
Medicare. 

So  the  fact  that 
407,000  elderly  Amer- 
icans were  dropped 
by  Medicare  hmos 
last  year  looks  like  a 
bad  sign.  And  on  July 
15,  the  Health  Care 
Financing  Adminis- 
tration (hcfa),  which 
administers  Medicare, 
announced  that 
327,000  more  would 
be  cut  loose  this  year. 
The  cuts  are  "a  wake-up  call  that  this 
program  is  in  crisis,"  says  Karen  M.  Ig- 
nagni,  president  and  ceo  of  the  Ameri- 
can Association  of  Health  Plans. 

Insurers  that  jumped  into  the  Medi- 
care hmo  business  trace  the  problems  to 
the  1997  Balanced  Budget  Act.  As  part 


JILTED:   The  Farbers  we{ 
dumped  by  their  HMO 

of  that  legislation,  on  , 
2000,  hcfa  starts  cuttir 
per  capita  reimbursemt 
hmos  whose  enrollees  ar< 
tively  healthy  and  cheap 
treat.  Among  its  other  e^ 
the    act   holds   annual 
bursement  increases  in 
counties  to  around  2%  per 
The    act,    says    Aetna 
Healthcare  Inc.  Vice-Prea^ 
Dr.  Sandra  Harmon-WeisJ 
fairly  keeps  reimbursemenj 
increases  below  the  raj 
medical  inflation.  "Plana 
looking  at  the  next  thrJ 
four  years  and  saying,  Wei 
afford  to  stay  in  busine 
says  Dr.  Donald  Young, 
ical  director  of  the  Healtl 
surance  Assn.  This  year,  41  plar 
tend  to  withdraw  from  Medicare. 
SCARE  TACTICS.  Government  andl 
demic  experts  counter  that  the  ii] 
try's  claims  of  an  hmo  crisis  are 
blown.     "These     scare     tactics 
unfounded,"  says  hcfa  Deputy  Adj 
strator  Michael  Hash.  He  points 
that  despite  the  losses,  insurers 
ue  to  open  Medicare  hmos  and  sei| 
still  join.  Since  January,  39  new 
and  nearly  200,000  elderly  have  enr< 
According  to  the  General  Accc 
ing  Office,  the   1997  provisions 
merely  reduce  overpayments — not  r 
Medicare  hmo  plans  unprofitable,  l 
tended  to  attract  the  healthier  eld 
whose  annual  bills  are  only  a  fractk 
the  sickest  5%  of  seniors.  Yet  i- 
have  been  paid  per  head,  at  a 
about  95%  of  the  average  spent  on 
for-service  patients,  who  tend  t( 
sicker.  "There  is  an  absolute  consei  J 
that  hmos  are  overpaid,"  says  Jonat 
B.  Oberlander,  health  policy  exper  *] 
the  University  of  North  Carolina, 
amount:  about  $2  billion  per  year, 
cording  to  HCFA. 

So  will  hmos  have  a  role  in  Medic; 
Clearly,  managed  care  can  offer  both 
ter  and  less  expensive  care  to 
healthy  elderly,  partly  because  of 
greater  reliance  on  preventive  medi< 
and  early  diagnosis.  But  studies  si 
that  the  chronically  ill  may  fare  wc 
under  hmos.  And  the  cost  of  their  car 
not  lower.  So  when  it  comes  to  the 
lion-dollar  question  of  whether  manaj 
care  can  curb  Medicare  costs,  "I  woulc 
bet  on  it,"  says  Oberlander.  That  n 
mean  that  seniors  tomorrow  will  pro 
bly  pay  more  or  get  less. 

By  John  Carey  in  Washing 
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Bob  Dole 


When  I  was  diagnosed  with  prostate  cancer,  my  first  concern  was  ridding  myself  of  the  cancer.  But  I  was  also 
concerned  about  possible  postoperative  side  effects,  like  erectile  dysfunction  (E.D.),  often  called  impotence. 
.So  I  asked  my  doctor  about  treatment  options. 

'  I'm  speaking  out  now  in  the  hope  that  men  with  E.D.  will  get  proper  treatment  for  a  condition  that  affects 
J  millions  of  men  and  their  partners. 

,Most  E.D.  cases  are  associated  with  physical  conditions  or  events,  like  the  prostate  cancer  surgery 
I  underwent.  The  most  common  causes  of  E.D.  include  diabetes,  high  blood  pressure,  spinal  cord  injury,  or 
Surgery  tin  the  prostate  or  colon.  E.D.  can  also  be  associated  with  smoking,  alcohol  abuse,  or  psychological 
lond  it  ions  such  as  anxiety  or  stress. 

*  The  good  news  is  that  many  effective  treatments  are  available  for  E.D.  But  the  important  tirst  step 
is  to  talk  to  your  doctor.  Together,  you  and  your  doctor  can  decide  which  treatment  is  best  for  you. 

i  Now  it's  up  to  you  to  get  the  treatment  you  need  for  E.D.  My  advice  is  to  get  a  medical  checkup. 
'  It's  the  best  way  to  get  educated  about  E.D.  and  what  can  be  done  to  treat  it.  It  may  take  a  little  courage, 
I  but  I've  found  that  everything  worthwhile  usually  does. 

lor  more  information  about  erectile  dysfunction,  please  call  1-800-433-4215. 


O  1999,  PUiei  Inc 
HC433A98B 


GET    EDUCATED    ABOUT    E.D. 
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COMMENTARY 


By  Paula  Dwyer 


GEORGE  W.,  THE  ACCIDENTAL  CAMPAIGN  REFORMER 


When  George  W.  Bush  an- 
nounced on  July  15  that  he 
was  rejecting  federal  matching 
funds  for  next  year's  primaries,  al- 
most no  one  was  surprised.  As  the 
Republican  Presidential  candidate  ex- 
plained, he  already  had  raised  a 
record  $37  million — 
$4  million  more  than 
he  would  have  been 
allowed  to  spend  if 
he  accepted  matching 
dollars — and  he 
didn't  want  spending 
caps  to  tie  his  hands 
while  his  most  well- 
heeled  GOP  opponent, 
publisher  Steve 
Forbes,  spent  freely 
from  his  huge  per- 
sonal bank  account. 

Bush's  move,  re- 
formers cried, 
demonstrates  anew 
that  Big  Money  rules 
the  U.  S.  election 
system.  But  the  Re- 
publican front-runner 
did  reformers  a  favor:  He  put  cam- 
paign-finance reform  back  on  the  na- 
tional agenda.  Within  days,  Democrat- 
ic Presidential  hopeful  Bill  Bradley 
was  putting  the  finishing  touches  on 
his  own  12-point  reform  plan  to  be 
unveiled  on  July  22.  Seeing  an  open- 
ing, Republican  Presidential  wannabe 
Senator  John  McCain  (R-Ariz.) 
pounced,  threatening  to  tie  up  floor 
votes  until  he  won  a  leadership 
pledge  to  schedule  debate  on  a  ver- 
sion of  his  reform  bill.  Even  House 
Speaker  J.  Dennis  Hastert  promised 
to  bring  a  bill  to  the  floor  after  the 
August  recess. 

If  Congress  wants  a  road-map  to 
reasonable  reform  it  should  look  be- 
yond the  boggling  Bush  numbers  and 
at  the  primary  fund-raising  system 
itself,  which  could  be  a  prototype  for 
reform.  The  crucial  difference  be- 
tween the  primaries  and  the  general 
elections  is  that  in  the  primaries, 
only  so-called  hard  money  is  allowed: 
direct  donations  to  a  candidate,  limit- 
ed to  $1,000  per  election  from  each 
individual,  or  $5,000  from  a  political 
action  committee. 

True,  the  Texan  brought  in  a 


mountain  of  cash  under  these  limits 
by  taking  so-called  bundling  to  new 
heights.  He  relied  on  115  "Pioneers," 
super-networkers,  to  raise  at  least 
$100,000  apiece  by  tapping  associates 
and  friends.  But  if  a  candidate  raises 
$1  million  from  1,000  donors,  that's 


far  better  than  accepting  $1  million 
from  one  corporate  fat  cat.  Bush  ap- 
pears to  have  followed  the  law — ac- 
cepting checks  no  greater  than 
$1,000  from  some  80,000  individuals. 
His  average  contribution  came  to 
$466.69.  Even  Common  Cause  acting 
director  Donald  J.  Simon  can't  crab: 
"It's  clean,  it's  from  permissible 
sources,  and  it's  hard  money." 
OUT  OF  REACH.  In  the  general  elec- 
tion, however,  soft  money  rules  and 
that's  the  source  of  greatest  abuse. 
These  funds  are  beyond  the  cam- 
paign laws  and  involve  unlimited  do- 
nations by  individuals,  corporations, 
and  labor  unions.  Originally,  soft 


CATALYST 


By  raising  so  many 
millions,  Bush  has  put 
campaign-finance 
reform  back  on  the 
national  agenda 


money  was  to  be  spent  only  by  poli 
ical  parties,  ostensibly  for  party- 
building  efforts.  But  candidates  ofte 
use  soft  money  to  skirt  spending  lit 
its.  "Soft  money  is  the  biggest  loop 
hole  in  the  system.  It  gives  donors 
extraordinary  influence,"  says  Eller! 
S.  Miller,  executive 
director  of  pro-reforj 
group  Public  Cam 
paign.  During  the  .1 
Presidential  cycle, 
soft-money  spendin; 
totaled  $272  million; 
this  time  it  could  hi 
$1  billion. 

There  is  another 
reason  to  hope  for  r 
form.  Eager  to  avoi< 
scandal,  the  Preside 
A  tial  front-runners  a: 

giMto        being  extra  careful. 
oflK         Bush  nixed  the  ide 
IB        of  using  soft  money 
■         to  cover  expenses  f< 
9^-i        the  Aug.  14  Iowa 
Wfa  '         straw  poll  after  he 
caught  flack  for  the 
plan.  Vice-President  Al  Gore  is  so 
eager  to  avoid  any  echo  of  the  '96 
Clinton-Gore  campaign  fund-raising) 
scandals  that  his  people  say  it's  bo; 
ging  down  their  money  drive — the; 
have  to  get  several  lawyers  to  sign 
off  on  solicitation  letters  and  seatin 
arrangements  at  fund-raisers. 

Congress  should  keep  the  candi- 
dates' feet  to  the  fire.  While  gop 
hard-liners  are  sure  to  object,  Bus 
is  proving  that  campaigns  don't  ne< 
soft  money  to  win.  Congress  could 
simply  extend  the  primary  fund-rai 
ing  system  to  the  general  election, 
allowing  candidates  to  continue  rail 
ing  hard  money  at  $1,000  a  clip.  In 
exchange  for  the  estimated  $68  mil 
lion  in  public  funds  that  nominees 
will  get  after  the  conventions — evei 
Bush  isn't  tempted  to  reject  that 
huge  grant — candidates  and  nation; 
parties  should  forgo  soft  money.  Th 
way,  Congress  can  make  sure  the 
campaign-reform  drive  outlives  the 
primaries. 


Dwyer  has  covered  the  campaign 
finance  debate  for  more  than  a 
decade. 
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rt  of  Deutsche  Bank 


Now  BT  Alex.  Brown  is  pa 

'They  know  my  industry.  They  know  my 
,mpany's  needs.  And  they  have  the  global 
power  to  take  us  forward." 


Now  that   BT  Alex.    Brown   is   part  of 
Deutsche  Bank,  we're  ideally  positioned 
to  give  you  the  right  financial  solutions 
at    every    stage    of    your    company's 
growth.  So  you  can  expect  a  powerful 
combination   of   deep   industry   knowl- 
edge, financial  innovation,  pre-eminent 
research,  vast  product  offerings,  out- 
standing distribution  and  global  reach. 
All  brought  to  you  by  seasoned  profes- 
sionals  and   backed   by   an    unrivaled 
balance  sheet.  For  proven  strength  and 
expertise    in    advisory    services,    fixed 
income  and  equity  markets,  count  on  us  to 
bring  your  corporate  vision  to  fruition. 

Leading  to  results." 


Deutsche  Bank 


0 


among  the  leaders  in  all  maior  financial  business >  areas: 
G?ob.l  institutional  Services  and  Private  Bank.ng. 
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COMMENTARY 


By  Richard  S.  Dunham 


ACROSS  AMERICA,  A  TROUBLING  DIGITAL  DIVIDE' 


Few  would  disagree  that  the  New 
Economy  has  brought  a  wave  of 
prosperity  to  America.  But  in- 
creasingly, we  see  that  the  rewards 
are  not  distributed  evenly — and  not 
just  because  your  employer  hasn't 
dreamed  up  a  way  to  dot.com  you 
into  millionaire  status.  A  serious 
"digital  divide"  is  emerging,  creating 
gaps  between  technological  haves 
and  have-nots  by  region,  race,  and 
socioeconomic  class,  according  to  sev- 
eral new  studies. 

The  most  recent:  a  report  by  the 
Progressive  Policy  Institute,  the 
think  tank  of  the  centrist  Democratic 
Leadership  Council.  The  study  ranks 
the  50  states  on  how  well  they're 
adapting  to  the  New  Economy.  It 
uses  criteria  such  as  num- 
ber of  high-tech  jobs, 
quality  of  educational  tech- 
nology, percentage  of  popu- 
lation online,  commercial 
Internet  domains,  and 
available  venture  capital. 
The  report  identifies  a 
clear  geographic  pattern: 
The  West  Coast  and  East- 
ern Seaboard  from  New 
Hampshire  to  Virginia  are 
at  the  forefront  of  the  21st 
Century  Economy.  The 
Deep  South  and  the  upper 
Midwest  lag  far  behind. 
The  keys  to  success:  ele- 
mentary and  secondary 
schools  that  prepare  work- 
ers for  diversified,  export- 
focused  economies,  plus 
college  research  centers 
that  provide  brainpower 
for  innovation. 
ROLE  MODELS.  There  are 
some  unlikely  success  sto- 
ries. Delaware  and  Min- 
nesota are  transforming 
themselves  from  industrial 
and  agricultural  centers 
into  cyberfriendly  domains, 
the  ppi  study  says.  But  too 
many  states  still  adhere  to 
outdated  models.  "Some 
states  still  have  a  1980s  in- 
dustrial mentality,"  says 
urban  planner  Robert  D. 
Atkinson,  the  study's  co- 
author. "They  grab  every 


job  they  can  find  rather  than  looking 
to  create  an  innovation-based  econo- 
my that  is  going  to  produce  higher 
incomes." 

Laggard  states  should  imitate 
those  at  the  top.  Utah  Governor 
Mike  0.  Leavitt  recalls  how,  a 
decade  ago,  the  Provo-Orem  metro- 
politan area  was  "absolutely  in  the 
dumps."  But  state  policies  focused  on 
attracting  software,  biotech,  and 
aerospace  technology,  and  lawmakers 
poured  millions  into  updating  schools 
with  new  technology.  The  payoff: 
Utah  has  become  home  to  some  2,000 
high-tech  companies,  and  the  Provo- 
Orem  area  is  a  thriving  hub  for  soft- 
ware development.  The  ppi  ranks 
Utah  sixth  in  the  U.  S.  but  third  in 


HIGH-TECH  JOBS 

Percentage 
of  all  jobs 


ONLINE  POPULATION 

Percent  of  adult 
population  with  Net  access 

TOPS 


R&D  INVESTMENT 

As  a  percentage  of 
total  state  economy 


workforce  education  and  fifth  in  ec 
cation  technology. 

Addressing  the  racial  and  socio- 
logical divide  may  be  far  more  dift 
cult.  A  Commerce  Dept.  report, 
Falling  Through  the  Net:  Defining 
the  Digital  Divide,  found  that  hous 
holds  with  annual  incomes  above 
$75,000  are  more  than  20  times  as 
likely  to  use  the  Internet  as  those 
earning  less  than  $15,000.  Single-p 
ent  households  are  less  than  half 
likely  to  be  wired  as  two-parent 
families.  The  disparity  is  even 
greater  among  African  American 
families:  Black  children  living  with 
one  parent  are  less  than  one-fourt 
as  likely  to  have  Net  access  as  tho 
in  two-parent  households. 

SETTING  THE  STAGE.  In  t 
poorest  neighborhoods,  th 
National  Urban  League 
ports  that  just  16%  of 
schools  have  access  to  th€ 
Internet.  "Policies  we're 
setting  now  will  shape  th 
[economic]  opportunity  se 
for  the  next  10  or  20 
years,"  says  B.  Keith  Ful 
ton,  the  Urban  League's 
Director  of  Technology  Pr 
grams  &  Policy.  "If  folks 
don't  get  plugged  in  now, 
they  will  probably  be  mar 
ginalized  into  a  low-wage 
economy." 

It's  up  to  government 
and  the  private  sector  to 
bridge  the  opportunity  ga 
so  have-nots  can  participa 
in  the  New  Economy.  Stu 
ies  such  as  these  should 


NEW  HAMPSHIRE  7.8%  j     ALASKA  52%   ;     MICHIGAN  4.9%       prompt  other  governors  t( 

COLORADO  7.5     f  COLORADO  47      j    DELAWARE  470         follow  Virginia's  James 

MASSACHUSETTS  7.5         MARYLAND  46  MASSACHUSETTS  3.8         Gilmore,  who  created  the 

i ; nations  first  Secretary  or 

CALIFORNIA         6.2     i     UTAH  46 NEW  MEXICO 3.6  Technology.  If  states  don't 

VERMONT  5.2         NEW  HAMPSHIRE  41  CONNECTICUT      3.3  take  action  now,  America 

could  soon  have  a  Digital 
Dustbowl,  with  families 
loading  their  PCs  onto  thei 
trucks  and  heading  to  Cali 
fornia  or  Colorado  or  Con 
necticut  in  search  of  a  bet 
ter  future. 
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DATA:  PROGRESSIVE  POLICY  INSTITUTE 


Dunham,  a  technophile. 
covers  the  White  House. 
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:  logged  on  to  RealEstate  com 


:  found  the  perfect  home 


und  the  lowest  rate  mortgage 


may  never  find  out  what  that  light  switch  does 


RealEstate*com 


The  easiest  part  of  getting  a  home. 


l! 


Its  quiet.  Everyone  has  their  own  room.  And  there's  more  than  enough  closet,  uh. .  .cargo  space.  Come 
think  of  it,  the  all-new  V-6,  7-passenger  Honda  Odyssey  may  have  even  more  comforts  than  home.  It's 


t 


II  those  other  really  big  mini\ ans  and  comes  full}  furnished  with  1  [onda  ingenuity.  Nice  and  comfy,  huh: 
flhe  a  1 1- new   Odyssey.  It's  one  big  happy  mini  van, 


0HONDA 


Come  on,  take  a 
look  around.  You'll 
find  Odyssey  has 

You'll  find  three- 

f"r    all  the  comforts  of 

nil  scan  l >, 

including  the  often-      ■  tT7  ,,     , 

,    ,        home.  Well,  that  is, 
tea  one  back  m 

the  rear  renter  seat. 

(Let's face  it,  middle    if  your  home  has 
children  have  plenty 

ues  already.)    been    reinforced 


201" 


'fig  is  Odyssey?  S-o-o-o  dig.  (And  with  e/tie/l 
sliding  doors,  it's  big  on  convenience,  too./ 

for  safety,  engineered  to  minimize 
noise  and  has  more  room  than  you 
know  what  to  do  with.  And  this  is 
one  place  where  the  furnishings 


Unlike  all  those  heavy 
ones  that  yon  have  to  lug 
around,  our  unique  third- 
row  Magic  Seat"  folds 
flat  in,  well.  ..seconds  flat. 


were  designed  to  be  moved  aroul 
Convertible  second-row  seats] 
fold-down  third-row  Magic  S( 
And  a  retractable  center  tray  tal 


HI1 


:3  .. 


in  front.  We  could  go  on  and 
about  every  nook  and  cranny, 
instead,  here's  an  open  invitat 
for  you  and  your  family  to  co 
see  for  yourselves.  The  way  j 

Iftla 

see  it,  our  minivan  is  your  minivft  < 

\ i  '"J' 
E;  a; 


1HONDA 


Sometimes  the  best  way  to  get  along  togei 
is  to  sit  separately.  Which  is  why  the  seco\ 
row  bench  seat  can  easily  he  made  into 
individual  bucket  seals,  keep  the  peace.  bi\ 


I    I) 


The  all-new  Odyssey.  It's  one  big  happy  m i n i v a rr: 


1           h    * 
1  i             E. 
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Lo?  i  ■  having  to  say  you'n   squished.  Odyssi  y's  interior  : t  xone  more  than  their  share  of  headroom,  legroom  and  storage  n 
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]■  \  i I<  I  -»iil\    I  \  availability  t><  gins  D<  i  embei  1998    /  »>  nunc  information,  <  oil  one  hit*  happy  toll -fret'  number:  hS00'33'HONDA  or  visit  us  at  www. hnnda.com.  0 1998  American  I  londi  Motor  <  M 


in  Business  This  Week 


TED  BY  MARK  FRANKEL 


i  S  DELIVERY  FROM 
S:  AN  IPO      

k.     ANOTHER    INTERNET 
—or   is    it?    Employee- 
ied  I  fnited  Parcel  Service 
actly  a  pure  Internet 
h,  but  it  is  getting  a  big 
i  st  out  of  having  to  deliver 
those  goodies  folks  buy 
■  Ine.    On   -July   21,   the 
1  inta  based  delivery  giant 
ounced  plans  to  offer  109? 
s  stock  to  the  public  some 
e  this  fall.  The  92-year-old 
says  it  needs  tradeable 
•k  to  cut  deals  to  compete 
oally  and   enter   E-com- 
jrce.   "Our   business   is 
oming  more  complex  with 
re  competitors,"  Chief 
jcutive  James  Kelly  said. 
9  believe  this  plan  posi- 
,s  UPS  to  continue  its  lead- 
hip."  Analysts  expect  the 


CLOSING    BELL 


PICKY,  PICKY 

any  companies  that  meet 
it  don't  top  earnings  est- 
ates find  their  shares  under 
essure.  But  Novellus  Sys- 
ms,  a  maker  of  chip-fabri- 
iting  gear,  was  slammed 
hen  it  reported  earnings  on 
ly  19.  Its  net  of  $12.4  mil- 
m,  up  32%,  was  in  line 
ith  estimates.  Its  shares  fell 
>.3%,  to  65/.  Why?  Novellus 
nd  sales  growth  would  go 
om  10%  this  quarter  to  3% 
5%  next,  before  picking 
).  "People  get  freaked  by 
ie  littlest  thing,"  says  Mer- 
II  Lynch's  Mark  FitzGerald. 


I    THOVEUUS  SYSTEMS 
y*      STOCK  PRICF 

u 

JULY  6.  99  JULY  21 
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offering  to  bring  in  as  much  as 

$5  billion,  making  it  one  of  i  In- 
biggest  initial  public  offerings 

ever.  But  folks  who  buy  in 
should  forget  about  having 
any  voice  in  running  its:  The 
1 1 'u  will  consist  of  new  Class  1! 
shares  that  will  carry  one 
vote  apiece;  existing  shares 
carry  10  votes.  And  current 
shareholders  still  have  to 
approve  the  plan. 

CINCINNATI  BELLS 
QUANTUM  LEAP 

CINCINNATI  BELL  IS  THE  LAT- 

est  phone  company  to  stake 
its  future  on  broadband  com- 
munications. The  company 
announced  on  July  21  plans 
to  buy  ixc  Communications 
for  $3.2  billion  in  stock  and 
debt,  ixc  will  jump-start  the 
phone  company's  effort  to 
construct  a  national  long-dis- 
tance Internet  and  broadband 
network.  The  Austin  (Tex.)- 
based  company  is  building  an 
18,000-mile  fiber  network  that 
would  allow  Cincinnati  Bell 
to  expand  from  its  Midwest- 
em  base  and  compete  against 
the  likes  of  at&t  and  MCI 
WorldCom. 


J&J:  IF  YOU  CANT 
MAKE  'EM,  BUY  EM 

JOHNSON  &  JOHNSON  HASN'T 

had  much  luck  developing 
new  drugs  on  its  own  lately. 
But  its  results  are  improv- 
ing at  the  negotiating  table. 
The  pharmaceutical  giant 
agreed  July  21  to  pay  $4.9 
billion  in  stock  for  biotech 
company  Centocor.  Merger 
talks  between  the  two 
stalled  earlier  this  year. 
Based  in  Malvern,  Pa.,  Cen- 
tocor boasts  a  strong  roster 
that  will  help  fill  out  J&j's 
product  pipeline,  including 
Remicade,  a  drug  for 
Crohn's    disease    that    is 

under  review  by  the  fda  for 

use  in  rheumatoid  arthritis. 
"It's  a  nice  lit,"  Salomon 
Smith  Barney  analyst  Anne 
Maloiic  says  of  the  deal. 


HEADLINER:    JAMES    SIMS 


GOODBYE,  MR.  SIMS 


James  Sims,  president  and 
ceo  of  high-tech  consul- 
tants Cambridge  Technolo- 
gy Partners,  finally 
found  a  client  he 
couldn't  help: 
himself.  Sims, 
52,  resigned 
abruptly  on 
July  19,  a  tacit 
acknowledg- 
ment that  he 
hasn't  figured  out 
how  to  slowT  the 
Cambridge  (Mass.)  compa- 
ny's slide.  Sims  says  he 
got  mired  in  issues  he  had 
little  taste  for.  "I  wanted 
to  be  an  optimist,  to 
change  an  industry,  and  I 
was  constantly  dragged 
back  into  operations." 

Sims  brought  a  guerrilla 
attitude  to  software  con- 
sulting, catp  consultants 


once  posed  as  client.-  of  a 
hotel  chain,  booking  and 
canceling  reservation-  en 
masse,  to  convince  its 
executives  they 
needed  a  cus- 
tomer-manage- 
ment system. 
But  recently, 
(atp  has  been 
plagued  by  slow- 
growth,  a  falling 
stock,  and  share- 
holder lawsuits. 
While  Sims  and  others  say 
his  decision  was  voluntary, 
his  departure  looked 
hasty:  His  replacement, 
longtime  director  Jack 
Messman,  formerly  chair- 
man and  ceo  of  Union 
Pacific  Resources  Group, 
had  only  recently  settled 
into  a  new  home  in  Texas. 
By  Paul  C.  Judge 


ATTENTION,  KMART 
GROCERY  SHOPPERS 

KMART  HAS  BEEN  HUNGRY  TO 

align  itself  with  a  major 
supermarket  chain  to  keep 
up  with  Wal-Mart  Stores. 
The  Troy  (Mich.)-based  dis- 
counter has  now  signed  deals 
with  two  grocery  distribu- 
tors, Supervalu  and  Fleming 
Companies,  to  stock  its 
stores  with  $3.9  billion  worth 
of  groceries  each  year. 
Kmart  said  the  deal  will 
give  it  more  flexibility  to  fin- 
ish its  turnaround  and  left 
open  the  door  to  a  link-up 
with  a  supermarket  chain 
at  a  later  date. 


ALL  RIGHT.  AT&T, 
OPEN  UP 


THE  FCC  IS  JUMPING  INTO  THE 
broadband-access  fray.  On 
July  20,  Chairman  William 
Kennard  said  the  agency 
would  support  an  appeal  of  a 


ferderal  court  decision  that 
allowed  Portland,  Ore.,  to 
require  AT&T  to  open  its  cable 
lines  to  all  Internet  service 
providers  on  equal  terms. 
Since  then,  cities  and  counties 
nationwide  have  been  eyeing 
the  issue.  The  FCC  wants  a 
national  policy  and  will  file  a 
brief  in  the  case.  Kennard  has 
previously  said  that  local  reg- 
ulation will  slow  the  rollout  of 
broadband.  The  National 
Association  of  Counties  voted 
on  July  20  that  local  authori- 
ties should  have  jurisdiction. 

ET  CETERA . . . 

■  Royal  Caribbean  Cruises 
pled  guilty  to  dumping  oil  and 
will  pay  an  $18  million  fine. 

■  The  White  House  imposed 
$ll(j  million  in  tariffs  on  cer- 
tain European  gourmet  foods. 

■  Microsoft  sold  part  of  its 
Sidewalk  service  to  Ticket- 
master  Online  City  Search. 

■  Online  music  vendor 
Ml1::. corn's  share  doubled  on  its 
first  trading  day.  to  $61. 
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HP  Vectra  Corporate  PCs:  Intel*  Celeron""  processor  366  MHz  up  to  Pentium'7  III  processor 
500  MHz  /I00  MHz  bus  speed  /Starting  at  $769 

Price  is  estimated  street  price.  Actual  price  may  vary.  Monitor  not  included.  Intel  the  Intel  Inside  Logo  and  Pentium  are  registered 
trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation.  ^1999  Hewlett-Packard  Company.  All  rights  reserved. 
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Corporation.     From  corporeal.  A  body  given  life  by  your  network. 

The  grid  of  connections  carrying  the  life  force,  information,  throughout 
the  meridians  of  your  business.  Products  like  this  desktop  PC  help  keep 
your  company  healthy. 

Reduce  your  suffering. 
Calm  your  mind. 


Consider  it  a  preventative  approach  to  managing  your  network. 


www.hp.com/pc 


Fngineerpd  on  a  human  IpvpI  . 


What  HEWLETT 
mLfiM  PACKARD 


/ashington  Outlook 


I  TED  BY  LEE  WALCZAK 


IHEY'RE  DEMOCRATS.  THEY'RE 
MING  TAX  CUTS.  WHAT  GIVES? 


I  the  lexicon  of  the  Clinton  Administration,  not  all  tax  cuts 
v  created  equal.  There  are  nice  cuts — the  President's  lim- 
•d  package  of  targeted  breaks  for  retirement  savings,  col- 
tuition,  and  health  care.  And  there  are  naughty  ones — Re- 

;  icans'  $800  billion  pastiche  of  tax  reductions,  many  of 

•  h  favor  the  wealthy.  The  latter,  the  President  warns, 

:  unt  to  "risky  tax  schemes"  that  imperil  seniors'  Medicare 
threaten  the  economy. 
tit  even  as  the  House  Republican  leadership  on  July  21 

:  £gled  to  corral  the  votes  to  pass  its  own  tax  plan,  mo- 
tum  for  a  scaled-down  tax  cut,  favored  by  many  Democrats 
moderate  Republicans,  is  building.  Wor- 
that  Republicans  may  score  in  2000  by 

I  ing  tax  cuts  for  debt-strapped  Ameri- 

I  ,  Democrats  are  rolling  out  proposals 
are  more  generous  than  Clinton's  plan 

1 5250  billion  in  reductions  over  10  years. 

rue,  polls  show  no  new  groundswell  for 

nits.  Rut  the  combination  of  election  jit- 

and  a  projected  $1  trillion  surplus  has 

1  is  rushing  to  get  out  front.  In  the  ciurent 
ronment,  "Cutting  taxes  is  hardly  what  I 
Id  call  an  outrageous,  irresponsible  move," 
.  Senator  Rob  Kerrey  (D-Neb.). 
..errey  and  Senator  John  R.  Rreaux  (D- 
are  lining  up  support  for  a  $500  billion  package  likely  to  in- 
e  broad-based  tax  relief  as  well  as  such  gop  ideas  as  relief 
wo-income  filers,  estate-tax  reductions,  and  bigger  savings 
ntives.  With  GOP  moderates  fretting  that  a  megacut  is  fis- 
/  irresponsible,  Rreaux  is  eyeing  a  compromise.  So  far,  at 
t  two  gop  Senators — Rhode  Island's  John  H.  Chafee  and 
mont's  Jim  Jeffords — have  expressed  interest.  Rut  one 
te  House  aide  calls  the  Rreaux  proposal  a  budget-buster. 
'ther  Senate  Finance  Committee  Dems,  led  by  New  York's 
del  P.  Moynihan,  are  pushing  a  $290  billion  package.  The 
\  features  scaled-back  versions  of  Rreaux's  targeted  cuts, 
replaces  a  rate  cut  with  a  big  increase  in  the  standard  de- 


KERREY:  Not  a  reckless  notion 


duction.  Raising  the  standard  deduction — now  $7,200  for  joint 
filers — by  $4,350  would  most  help  lower-income  Americans. 

Even  House  Democrats,  traditionally  hostile  to  tax  cut.-. 
are  jumping  aboard.  Their  $250  billion  plan,  crafted  by  House 
Minority  Leader  Richard  A.  Gephardt  (D-Mo.)  and  senior 
Ways  &  Means  Democrat  Charles  R.  Rangel  of  New  York, 
keeps  Clinton's  price  tag  but  downplays  his  new  retirement 
savings  accounts.  Instead,  they  stress  targeted  breaks — for 
two-earner  married  couples,  parents  with  kids  in  college,  and 
buyers  of  health  insurance.  Conservative  Dems  are  delighted. 
"To  Mr.  Gephardt's  credit,  he  has  been  very  receptive,"  says 
Representative  Dennis  Moore  (D-Kan.),  a 
leader  of  the  party's  tax-cut  forces. 
GOOD  POLITICS.  What  accounts  for  the 
change  of  heart?  Money,  for  one  thing.  Says 
House  Ways  &  Means  Committee  Demo- 
crat Richard  E.  Neal  of  Massachusetts: 
"What's  changed  is  the  sheer  magnitude  of 
the  surpluses.  That  really  allows  us  to  dis- 
cuss targeted  tax  cuts." 

It's  not  such  dumb  politics,  either.  With 
gop  front-runner  George  W  Rush  expected 
to  call  for  slashing  marginal  rates,  Demo- 
crats could  use  a  preemptive  strike  now.  "If 
Republicans  want  to  ram  on  taxes  in  2000," 
says  Democratic  consultant  Dane  Strother,  "let's  take  the  issue 
off  the  table." 

Does  that  mean  your-  goodie  check  from  Uncle  Sam  is  in  the 
mail?  Not  exactly.  The  two  parties  would  have  a  tough  time 
agreeing  on  specifics,  and  the  gop  is  deeply  torn  over  the  size 
of  a  cut.  Resides,  the  President  still  vows  to  veto  any  tax  bill 
unless  Congress  first  deals  with  Social  Security  and  Medicare. 
All  that  said,  the  Democrats'  new  willingness  to  get  into  the 
tax  game  has  brightened  prospects  for  a  relief  package  next 
fall — and  could  help  remake  the  party's  image.  Is  America 
ready  for  the  "tax-cut  and  spend"  Democrats? 

By  Howard  Gleckman,  with  Amy  Borrus 


CAPITAL  WRAPUP 


KINDER.  GENTLER  TAX  IDEA 

George  W.  Rush  is  opening  a  new 
mt  in  the  compassion  wars.  The 
ixas  Governor  and  Vice-President 

(idle  have  competing  proposals  to 
rve  out  a  wider  role  for  churches 
id  other  "faith-based  organizations" 

delivering  social  services  to  the 
redy.  On  July  22,  Rush  was  expected 

offer  two  new  ideas:  a  change  in 
x  laws  that  would  permit  tilers  who 
m't  itemize  deductions  to  write  off 
taritable  donations  and  grants  for 
flgious  ministries  that  aid  children 


of  imprisoned  parents.  The  GOP-Con- 
trolled  Senate  Finance  Committee 
backs  similar  reductions. 

HILLARY'S  WOMEN  PROBLEM 

►  Hillary  Rodham  Clinton  better  not 
count  on  sisterhood  to  clinch  her 
New  York  Senate  race.  In  a  June  26- 
28  survey  of  705  likely  New  York 
voters  by  Zogby  International,  Clin- 
ton had  a  narrow  17'  [  to  4495  lead 
among  women  over  Republican 
Rudolph  W.  Giuliani.  A  July  11-12 
Marist  Institute  poll  of  515  regis- 
tered voters  showed  women  split 


42%  to  42%  between  Clinton  and  the 
New  York  City  mayor.  Roth  polls 
showed  Hillary  could  have  a  big 
problem  with  male  voters:  They 
overwhelmingly  favored  Giuliani. 

AL  GORE,  SPACE  CADET 

►  It  was  no  accident  that  Al  Gore  was 
the  one  handing  out  science  awards  to 
the  Apollo  11  astronauts  on  July  20. 
Democratic  strategists  say  the  Veep 
is  eyeing  a  campaign-oriented  chal- 
lenge to  the  nation  to  embark  upon  a 
major  space  project,  perhaps  a 
manned  mission  to  Mars  by  2010. 
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A  new  class  of 
entrepreneur  is 
reshaping  both 
the  economy 
and  society 


Perched  on  the  edge  of  his  seat  and 
fiddling  impatiently  with  his  cellu- 
lar phone,  William  Ding  launches 
into  a  pitch  that  he  has  honed  for 
potential  investors.  In  rapid-fire  Man- 
darin, the  gangly  28-year-old  explains 
how  his  Beijing-based  Netease  Systems 
Ltd.  has  emerged  as  one  of  China's  lead- 
ing Internet  portals,  with  2.9  million 
page  views  per  day.  It  already  offers 
E-mail,  discussion  groups,  personal  Web 
pages,  and  links  to  60  mainland  publica- 
tions. In  early  July,  Netease  leaped  into 
actual  electronic  commerce,  selling  110 


m 


PCs  for  $150,000  in  one  week  in  Chi 
first  online  auction.  Afterward,  I 
says,  "people  were  still  calling,  sa;  m 
they  wanted  more." 

Anyone  who  assumes  the  Interm 
still  a  novelty  in  China  has  been  as 
at  the  mouse.  The  communist  gi£ 
state-owned  factories  and  political 
tern  may  seem  frozen  in  another 
But  when  it  comes  to  cyberindus   [ 
China  is  moving  at  Net  speed.  Dri  | 
by  soaring  computer  sales,  rapid 
pansion  of  China's  telecom  netwo 
and  the  encouragement  of  reforr 
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i  nternel  use  is  growing  i 
!y.  Two  year-,  ago,  only  640,000  Chi 
were  connected.  Now,  more  than  I 
on  are.  By  2001,  estimates  Inter 
>n;il  Data  ( !orp.,  the  online  popula 
should  hit  27  million     perhaps  big- 
than  Japan'       \nd    while   only    $  12 

on  in  E-commerce  transactions  are 
rted  this  year,  they  could  near  $4 
m  by  2003, 

he  impact  will  be  revolutionary,  both 
'hina's  economy  and  society.  A  new 
^  of  entrepreneur  is  emerging  be- 
e  the  government  is  allowing  the 
ate  sector  wide  latitude  to  develop 
i  business — remarkable  for  an  indus- 
Beijing  regards  as  strategic.  The 


low  quality  local  Bare.  Bui  >  he    oei  ■ 
changing  fa  I  a    more  Chinese  go  online 
and  era  reflecting  local 

I '•    pile  the  haSfileB,  pack.-  of  local   up 

starts  are  coming  up  quickly  with  new 

portals  and  even   securing  investment 
from  foreign  players  (table). 

Overseas  investors  are  hungering  for 
China  plays.  On  July  13,  Ohma.com 
Corp.— a  Hong  Kong-based  portal  with 
a  small  following  on  the  mainland — 
raised  $84  million  as  the  first  Chinese- 
language  Internet  company  to  float 
shares  on  the  NASDAQ.  The  stock  tripled, 
to  $67,  on  the  first  day  of  trading,  giving 
China.com  a  market  value  of  $1.4  billion, 
before  settling  to  around  $45. 


d   spread   of  E- 

imerce     could 

isform  China's 

retail     and 

king  sectors.    It 

also  boost   effi- 

cy  of  Chinese  in- 

try   by   allowing 

line  factories  to 

'  •aniline      archaic 

■  ply    chains.    The 

)  is  crucial  because 

|  r  traditional  en- 

rises  need  infor- 

in  order  to 

*  pete,"  says  Infor- 

i"ti  Industry  Min- 

!  y    official    Zhao 

"Ian.      And,      of 

rse,  there  are  the 

■  tical  implications, 

•   ordinary  Chinese 

■j  i  access  to  foreign 


The  Heavyweights  of  Chinese  Cyberspace 


PORTAL 

SINA 

sina.com 


SOHU 

sohu.com 

CHINA.COM 

china.com 


NETEASE 

netease.com 


ZHAODAOLA 

zhaodaola.com 


YAHOO! 

gbchinese. 
yahoo.com 


filiation  and  news. 

lie  global  implica- 
te are  enormous. 
As   Web-based 

ommerce  spreads, 
;  lers  around  the 

Id  could  link  di- 

tly  with  suppliers 
retailers  across 

ma.  English  will 

lain    the    lingua 

nca  of  global  com- 

rce.    But    as   the 

b     reaches     the 

ss  market  in  Chi- 

and  elsewhere  in  Asia,  Chinese  could 
pome  the  medium's  most  used  lan- 
•ige  within   five  years,  predicts   De- 

te  Consulting  global  telecom  expert 
J-vid  Roddy. 

i:  .  LISTING.  The  Intemet's  big  players 
i  already  gunning  for  dominance  of 
.  ina's  portals,  the  gateways  to  the 
.  t.    Yahoo!    Inc.'s    English   site   has 

ibbed   an   early   lead   in   China,   ac 

inting  \'c\-  1095  of  all  visits,  says  Syd- 
ised     Internet     research    group 
u .consult.  That's  because  most  Chi- 
le sutlers  prefer  U.S.  sites  over  the 


sjna 


DESCRIPTION 

The  most  popular  Chinese 

language  portal.  Backed 

by  Goldman  Sachs,  it 

targets  global  Chinese 

from  bases  in  Silicon  Valley,  Taiwan,  and  Hong  Kong. 

Founded  by  MIT  graduate  Charles  Zhang  with 
backing  from  Intel  and  Dow  Jones.  An  early  leader 
but  has  stumbled  this  year. 

A  July  IPO  in  the  U.S.  raised  $84 
million.  Its  mainland  following  is 
small,  but  it  has  portals  in  Hong  Kong 
and  Taiwan.  Backed  by  AOL  and 
Xinhua. 

A  major  portal  owned  and  run  by  a  private  Chinese 
entrepreneur.  It  is  growing  fast  and  is  tied  to  Cable  r 
&  Wireless.  Pioneering  online  auctions. 

A  latecomer,  this  Beijing-based  portal 
is  backed  by  televangelist  Pat 
Robertson  and  a  Malaysian 
conglomerate. 

zhaodaola! 

The  U.S.  giant's  English-language  site  remains 
China's  most  popular  portal.  It  launched  a  Chinese 
site  late  last  year. 


Reading  these  sites  requires  software  for  Chinese  characters,  which  can  be  purchased  and 
downloaded  from  www.njstar.com,  www.richwin.com,  or  www.unionway.com.        data  Businessweek 


Market  leader  Sina.com,  which  tar- 
gets Chinese  Net  surfers  worldwide 
from  its  base  in  Sunnyvale,  Calif.,  and 
offices  in  Beijing  and  Taipei,  wants  to  go 
public  within  12  months.  Beijing-based 
Zhaodaola  Internet,  backed  by  televan- 
gelist Pat  Robertson,  is  winning  fans 
with  its  original  content.  "Everyone  is 
hoping  ami  betting  that  China  will  be 
the  world's  largest  Internet  population," 
says  Zhaodaola  CEO  Bill  Waddell. 

For  investors,  a  bigger  payoff  could 
come  from  business-to-business  E-COm- 
nierce.   Alibalia.com,   a   Chinese   portal 


that  connect    mat 

cm  tomer  .  ha      igned  op  28,000  com 

panic-,  since  it     April  launch    |t  alr<  , 
around   125,000  p 

Pounded  by  Jack  Ma,  ::.">,  a  former  col- 
English  teacher,  AHbabi 
on  advei  i'i  I   commerce 

actions  for  revenue.  Other  entrepre- 
neurs are  preparing  to  sell  books, 
clothes,  and  food  to  Chinese  consumers. 
porn  raid.  To  encourage  development 
of  Chinese  content,  Beijing  makes  it 
Burprisingly  easy  for  foreign  companies. 
While  they  cannot  own  equity  in  main- 
land telecom  operators,  they  can  own 
majority  control  of  Net  companies.  And 
although  Beijing  guards  its  monopoly 
on  traditional  media, 
it  lets  entrepreneurs 
publish  on  the  Web. 
Leaders  figure  a  lit- 
tle loss  of  media  con- 
trol is  worth  it  if  E- 
commerce  provides  a 
$ff  ffi  fBB      new  growth  engine. 

wi  /jx  *rv         A]1  the  ?ame  Bd_ 

jing  raises  many  ob- 
stacles to  a  truly  free- 
wheeling Net  culture. 
The  government  lim- 
its what  Chinese  Net 
users  can  see  by 
telling  them  to  block 
portals  run  by  dissi- 
dent and  human- 
rights  groups.  Deter- 
mined surfers  can  go 
through  offshore  ser- 
vices. But  because 
Beijing  prohibits  im- 
ported encryption 
technology,  state 
snoops  can  easily 
eavesdrop  on  traffic. 
So  China's  entre- 
preneurs make  their 
compromises  with  the 
government  to  stay  in 
the  game.  China.com 
says  in  its  prospectus 
that  it  "stringently" 
edits  content  and 
therefore  "may  not  be 
as  interesting  as  oth- 
er Web  sites"  that 
skirt  PRC  regulations.  Its  mainland  site 
is  dull  as  a  result,  but  that  isn't  slowing 
founder  Peter  Yip.  A  Hong  Kong  fi- 
nancier, he  built  his  China  business  by 
forging  a  partnership  with  official  Bei- 
jing news  agency  Xinhua,  which  helped 
attract  investors  like  America  Online 
Inc.  Yip  plans  to  plow  the  proceeds 
from  the  stock  offering  into  sales,  mar- 
keting, and  new  online  shopping  sit. 

Other  portals  have  similar  ways  of 
dealing  with  Big  Brother.  Sina  is  trying 
to  move  away  from  hard  news  and  de- 
velop sports  content.  "That  will  take  a 
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lot  of  heat  off  our  back,"  says  Sina 
Chairman  Daniel  Chiang.  Some  content 
providers  have  experienced  first-hand 
the  limits  of  Beijing's  patience.  In  Jan- 
uary, officials  of  the  public  security  bu- 
reau raided  Sohu,  another  popular  por- 
tal, because  users  could  view  illegal 
pornographic  sites. 

Still,  some  Internet  upstarts  push  the 
envelope  of  what's  acceptable.  Netbig. 
com,  a  two-month-old  portal  in  Shen- 
zhen, wants  to  be  the  top  site  for  Chi- 
na's newly  affluent  youth.  So  it  has  or- 
ganized a  loose  network  of  reporters  at 
major  campuses  and  publishes  its  own 
ranking  of  universities — something  the 
timid  state  media  would  not  dare  to  do. 
Except  for  political  information,  "the 
Internet  in  China  is  relatively  free," 
says  Netbig  co-founder  Ming  Liu,  28. 
A  Duke  University  PhD  in  economics 
who  once  worked  for  the  Federal  Re- 
serve in  Washington,  Liu  also  offers 
test-preparation  services,  fashion  advice, 
and  dating  tips  on  Netbig. 
GREAT  LEAP.  Making  money  isn't  easy. 
Web  advertising  was  a  minuscule  $2 
million  in  1998,  and  sites  must  rely  on 
retail  sales  for  revenue.  But  credit  cards 
are  scarce  in  China.  So  in  its  July  com- 
puter auction,  Ding's  Netease  let  cus- 
tomers pay  cash  on  delivery  for  their 
PCs.  The  system  worked.  Industry  ex- 
ecutives hope  consumers  soon  will  buy 
goods  with  debit  cards  and  online  bank 
accounts. 

The  Net's  success  could  breed  its  own 
problems.  As  it  grows  more  lucrative, 
bureaucrats  may  not  be  able  to  keep 
their  hands  off.  Beijing  is  usually  happy 
to  accept  foreigners'  investment  dollars 
at  first.  Then  it  often  changes  the  rules 
to  the  advantage  of  state-run  rivals  once 
a  sector  gets  hot.  The  same  could  hap- 
pen with  the  Internet. 

China's  backward  legal  system  poses 
other  big  risks.  While  Beijing  has  so 
far  given  winking  approval  to  content 
providers,  the  government  has  yet  to 
spell  out  exactly  what  is  legal  and  what 
is  not.  So  entrepreneurs  are  taking  their 
chances,  hoping  that  they  will  get  ap- 
proval should  the  government  change 
its  policy. 

Whatever  happens,  Netbig's  Liu 
thinks  that  soon  the  industry  will  be 
too  established  for  the  government  to 
ruin.  The  company  is  still  running  de- 
spite two  police  visits  after  its  ratings 
irked  university  officials.  "Once  things 
get  started,"  he  says,  "it  is  more  difficult 
to  shut  us  down."  Net  entrepreneurs 
throughout  China  are  betting  heavily 
he  is  right. 

By  Bruce  Einhorn  in  Hong  Kong, 
with  Dexter  Roberts  in  Beijing 


JAPAN 


THE  SECRETS 
POUR  OUT 


Revised  accounting  rules 
are  forcing  Japan's 
blue-chip  companies  to 
reveal  the  bad  news 

Things  have  been  looking  grim  in- 
deed for  Japanese  corporations 
lately.  Companies  have  just 
wrapped  up  earnings  season,  when 
annual  results  were  published.  The  total 
announced  losses,  from  big  names  such 
as  electronics  giant  NEC  Corp.  to  car- 
maker Nissan  Motor  Co.,  have  run  into 
the  billions,  far  bigger  than  anyone 
imagined. 

But  don't  think  all  the  bad  news  is 
out  of  the  way.  Far  from  it.  In  many 
ways,  the  hardest  test  is  yet  to  come. 
That's  because  the  Japanese  gov- 
ernment is  forcing  through 
amendments  to  the  securities 
laws  that  will  radically 
change  the  way  companies 
report  earnings,  fund  their 
pension  obligations,  and 
value  their  stock  portfo- 
lios. "We  call  it  Japan's  ac- 
counting Big  Bang,"  says 
Tsuguoki  Fujinuma,  a  part- 
ner at  Showa  Ota  Ernst  & 
Young  International  in  Tokyo. 
The  result  could  be  the  clearest 
picture  yet  of  Japan  Inc., 
which  has  long  cherished 
its  secrets.  Airing  the 
dirty  linen  will  be  good 
in  the  long  run,  but 
short-term  losses  revealed  under  the 
new  accounting  rules  will  be  painful  for 
companies  and  stockpickers  alike. 
FULL-BLOWN.  The  Finance  Ministry  is 
phasing  in  these  tougher  accounting 
standards  over  the  next  several  years 
(table).  The  cleansing  starts  in  the  cur- 
rent fiscal  year  with  a  mandate  forcing 
companies  to  consolidate  their  results 
more  realistically.  Until  now,  parent 
companies  only  counted  operations  as 
subsidiaries  if  they  had  more  than  50% 
ownership.  In  reality,  big  companies  of- 
ten controlled  these  small  fry  with  far 
smaller  stakes,  moving  excess  employees 


L% 


m? 


to  the  affiliates  instead  of  firing  th 
and  often  shifting  unwanted  losses  ft 
the  parents'  books  to  affiliates.  Invest 
could  never  figure  out  how  profits 
the  company's  entire  operations  w<  iji 
Now,  if  the  parent  exercises  de  fa  [ 
control  by  financing  the  affiliate's  d 
or  picking  its  board,  the  parent  m 
treat  the  affiliate  as  a  full-blo 
subsidiary. 

The  results  of  the  new  rules  can 
disturbing.  Japan's  No.  5  auto  mal 
Mazda  Motor  Corp.,  recently  confes; 
to  financial  analysts  that  the  accou 
ing  change  will  make  it  harder  to  s  I 
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JAPAN  INC.:  LIFTING  THE  VEIL 

FY' 

COMPANIES  MUST... 

EXPECTED  PROBLEM 

1999 

Publish  consolidated  accounts, 
including  all  associates  over 
which  they  have  influence 

Kawasaki  Steel's  leasing  unit  may 
add  $5  billion  to  parent's  disclosed 
debts 

2000 

Disclose  the  true  market  value  ot 
pension  liabilities  and  whether  they 
have  shortfalls 

Nissan  Motor  may  report 
$4.8  billion  in  underfunded  pension 
\  liabilities 

2000 

Value  tradeable  securities  such  as 
1  derivatives  and  equities  at  market 
prices,  not  historic  cost 

Sharp  faces  estimated  $33  million 
losses  on  portfolio  investments 

"Fiscal  years 

Starting  Apr.  1                                                        DATA:  MINISTRY  OF  FINANCE,  WARBURG  DILLON  READ.  BUSINESS  WEEK 

One  question:  When  investors 
t  the  real  picture,  how  badly  will 
e  stock  market  suffer? 


its  comeback.  Mazda  must  now  con- 

late  88  more  dealers  and  pails  sup- 

r-  onto  its  books  as  subsidiaries, 

iy  of  them  mired  in  red  ink.  If  those 

iggling  suppliers  had  been  pari   of 

'.da's  accounts  for  the  last  fiscal  year, 

n  the  company's  reported  profit  of 

0  million   would   have  shriveled  to 

million.    Net    debt    would    have 

iped  to  $6.8  billion  from  $4.8  billion. 

/la/.da  isn't  alone.  Even  goliath  Toj 

Motor  ( 'orp.  may  have  to  include 

.  nany  as  50  affiliates  as  subsidiaries 

ear.  "That  will  lower  Toyota'.-  re 

:i  i  on  assets."  says  automotive  analyst 


Takaki    Nakanishi    at    Merrill    Lynch 
Japan  Inc.  "[So]  it  is  rapidly  changing 
its  strategy  to  improve  return  on  in- 
vestment." Toyota  is  already  planning  to 
shed  plants  and  equipment  it  no  longer 
needs  in  Japan's  sluggish  auto  market. 
The  pressure  to  shape  up  won't  stop 
there.  Starting  next  year,  companies 
will  have  to  reveal  how  healthy  their 
pension  funds  really  are.  That's  a  big 
change.  At  present,  not  much  disclo- 
sure is  required.  The  new  rules  will 
obably  confirm  what  analysts 
now  suspect:  that  companies  are 
sitting  on  $661  billion  in  un- 
funded pension  liabilities.  That 
equals  20%  of  Japan's  total 
market  capitalization. 
Nissan,  for  example, 
admits  it  could  have 
a  $4.8  billion  pension 
shortfall. 

The  final  change: 
new  rules  on  valu- 
ing the  shares  com- 
panies often  hold  in 
each  other  to  rein- 
force the  cohesion  of 
the  keiretsu.  When 
the  new  regulations 
kick  in,  companies 
will  have  to  report 
these  shareholdings 
at  their  actual  market  value,  not  their 
historical  cost.  If  the  shares  have 
plunged  in  value,  companies  will  have  to 
come  dean.  That  revelation,  says  War- 
burg Dillon  Read's  Timothy  Marrable, 
will  unleash  a  huge  sell-off  that  will  to- 
tally change  the  stock  portfolios  of 
Japan  Inc.  Big  companies  are  already 
tackling  the  issue.  "We  are  reexamining 
the  necessity  of  our  cross-sharehold- 
it\gs,"  admits  Shintaro  Nogi,  a  manager 
in  investor  relations  at  Toshiba  Corp. 

The  impact  of  these  changes  will  sep- 
arate the  winners  from  the  losers. 
Twenty-four  Japanese  blue  chips,  in- 


cluding Sony  Corj).  and  Honda  Motor 
Co.,  already  follow  U.  S.  accounting  stan- 
dards. They  will  suffer  little  under  the 
new  regulations.  But  an  estimated  one- 
third  of  listed  companies,  which  have 
never  issued  even  partially  consolidated 
accounts,  could  have  some  unpleasant 
surprises  to  reveal.  "The  result  will  be 
further  polarization  within  the  stock 
market,"  says  Kathy  Matsui,  strategist 
at  Goldman  Sachs  (Japan)  Ltd. 

Little  wonder  that  corporate  behavior 
is  changing.  Trading  companies  like  Nis- 
sho  Iwai  Corp.  plan  to  slash  their  net- 
works of  subsidiaries  by  a  fifth,  now 
that  many  such  affiliates  will  be  in  the 
red.  By  dropping  affiliates,  companies 
will  no  longer  have  places  to  send  their 
hordes  of  passed-over  executives.  Says 
Ryoji  Itoh,  director  of  Bain  &  Co. 
Japan:  "That  era  has  come  to  an  end." 
LASH  OUT.  Even  Japan's  previously  com- 
pliant accountants  are  starting  to  bite 
back  as  the  new  rules  kick  in.  Some 
are  being  sued  for  the  first  time  for 
signing  off  on  the  audits  of  bankrupt 
companies.  So  they  are  lashing  out  and 
turning  away  high-risk  clients.  "Until 
now,  accountants  operated  within  the 
confines  of  Japan  Inc.  NowT,  we're  trying 
to  stand  on  our  own."  says  Hiroshi 
Nakachi,  chairman  of  the  Japanese  In- 
stitute of  Certified  Public  Accountants. 

Some  companies  want  government 
measures  to  ease  the  pain,  such  as  per- 
mitting companies  to  use  cross-share- 
holdings in  trusts  to  make  up  for  their 
pension  deficits.  Yet  there  is  no  turning 
back.  "Not  everybody  is  happy  about 
the  changes,"  admits  Hiroshi  Kishimoto, 
a  deputy  director  in  the  Financial  Sys- 
tem Planning  Bureau  of  Japan's  Min- 
istry of  Finance.  "But  you  cannot 
change  yourself  just  by  closing  your 
eyes."  Good  point.  Corporate  Japan 
needs  to  take  a  long,  hard  look  at  it- 
self- even  if  what  it  sees  isn't  pretty. 
By  Emily  Thornton  in  Tokyo 
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COMMENTARY 


By  Mark  L.  Clifford 


KOREA:  KIM  NEEDS  TO  TAKE  OFF  THE  GLOVES 


On  July  19,  one  of  South  Korea's 
most  festering  problems  came 
to  a  head:  Daewoo  Group  was 
perched  on  the  edge  of  a  bankruptcy 
that  would  have  triggered  a  wave  of 
insolvencies  throughout  the  econo- 
my. The  government  stepped  in  and 
asked  Korean  financial  institutions 
to  give  Daewoo  a  reprieve.  Credi- 
tors rolled  over  $5.9  billion  in  loans 
that  were  about  to  come  due  out  of 
Daewoo's  estimated  $50  billion  in 
debt.  Crisis  averted — for  the  time 
being.  But  as  Korea's  powerful  con- 
glomerates, or  chaebol,  continue  to 
play  a  dangerous  game 
of  chicken  with  their 
creditors,  what  hap- 
pens next  time? 

As  President  Kim 
Dae  Jung  grapples  with 
the  chaebol,  he's  finding 
his  honeymoon  period 
over  and  his  reforms 
just  barely  taking  hold. 
After  17  months  in  of- 
fice amid  the  worst  eco- 
nomic devastation  since 
the  Korean  War  in  1953, 
Kim  is  struggling  to 
keep  his  original  objec- 
tives in  sight — never 
mind  implement  them. 
Kim  has  made  public 
declarations  about  curb- 
ing the  chaebol  and 
rooting  out  corruption. 
Yet  corruption  scandals 
have  roiled  the  adminis- 
tration. One  involves  Kim  associate 
Lim  Chang  Yeul,  who  helped  steer 
the  country  out  of  economic  crisis 
but  allegedly  took  a  payoff  from  a 
bank  executive.  And  Korea's  five 
largest  chaebol  have  used  the  down- 
turn to  bulk  up,  not  slim  down.  "The 
government  is  weak.  The  chaebol  are 
very  strong,"  says  Seoul  National 
University  economics  professor 
Chung  Un  Chan. 

Politically,  Kim  is  fighting  to  keep 
off  the  tarnish  as  well.  Conservatives 
are  attacking  his  strategy  of  trying 
to  open  up  to  North  Korea.  In  par- 
liament, Kim  is  scrambling  to  keep  a 
shaky  domestic  political  alliance  to- 
gether as  jousting  intensifies  ahead 
of  next  April's  elections. 


Part  of  the  problem  is  that  Ko- 
rea's bubbling  economy  seems  to 
have  blunted  the  zeal  to  reform.  The 
economy  is  expected  to  grow  8%  this 
year,  compared  with  a  5.8%  drop  last 
year,  based  on  strong  exports  and 
surging  domestic  consumption.  That 
makes  Korea  the  fastest-growing  ma- 
jor economy  in  the  world.  Mean- 
while, stocks  are  booming,  with  the 
Korean  Composite  Index  up  71%  so 
far  this  year. 

Kim  is  smart  enough  not  to  be 
lulled  by  the  recovery.  Korea  still 
has  deep  structural  problems.  Al- 


The  President's 
honeymoon 
is  over,  and 
his  reforms    ^ 
are  barely 
taking  hold 


though  Korean  taxpayers  have 
ponied  up  $54  billion  to  recapitalize 
the  country's  financial  system,  there's 
still  no  sign  that  banks  have  been 
transformed  into  modern  lending  in- 
stitutions. Companies  haven't  re- 
structured, and  their  pledges  to  focus 
on  profitability  and  transparency  re- 
main little  more  than  slogans.  The 
old  ways  of  doing  business  remain 
firmly  in  place. 

empty  vows.  Daewoo  is  a  good  ex- 
ample. The  giant  chaebol  promised  to 
sell  off  assets  to  raise  needed  cash, 
and  founder  Kim  Woo  Choong 
pledged  to  step  down  from  the  helm. 
But  so  far,  Kim  Woo  Choong  has 
stayed  on.  And  the  company  has  kept 
expanding  while  selling  off  almost  no 


assets.  "Nobody  can  control  the  ch 
bol,"  says  a  Korean  who  heads  a  ft 
eign  securities  firm  in  Seoul. 

Kim's  next  steps  will  show  how 
he  can  still  push  reform.  With  Dae 
woo,  the  President  could  follow 
through  on  pledges  to  force  the 
group  to  jettison  businesses  and  fo: 
out  Kim  Woo  Choong.  So  far,  these 
have  amounted  only  to  threats.  Ki 
has  refrained  from  acting,  fearing' 
that  a  forced  breakup  of  any  cliaeb 
could  wreak  havoc,  create  mass  un- 
employment, and  cause  banks  bur- 
dened with  chaebol  debts  to  fail.  B 
if  Daewoo  gets  away 
without  restructuring, 
it  could  bury  reform. 
As  for  rooting  out 
corruption,  Kim  could 
go  beyond  moralizing 
and  make  practical 
changes:  paying  civil 
servants  higher  salari 
but  reducing  their  ind 
vidual  decision-making 
powers;  insisting  on 
more  transparency  in 
the  civil  service;  and 
ending  the  routine  coi 
porate  practice  of  han 
ing  out  cash  to  every 
one  from  journalists  t< 
government  officials. 
Finally,  Kim  could  en 
sure  compliance 
through  an  independe 
corruption  commission 
modeled  on  Hong 
Kong's  successful  minimization  of 
graft  in  a  city  that  lived  on  dirty 
money  as  recently  as  the  1970s. 

A  devout  Catholic  fired  by  a  zeal 
ous  sense  of  what's  right,  Kim's  lea 
ership  has  been  pivotal  to  restoring 
international  confidence  and  allowin 
Korea  to  tap  the  international  bond 
market  for  much  needed  cash.  Hav- 
ing escaped  a  death  sentence  and 
two  government-sponsored  assassin 
tion  attempts,  Kim  has  been  throug 
worse  trials  in  his  four-decade  politi 
cal  career.  But  he  can't  afford  to 
rest.  A  new  Korea  needs  a  big  push 
of  the  sort  that  only  a  leader  of 
Kim's  stature  can  provide. 

Clifford  is  Asia  Regional  Editoi 
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We  have  our  ways.  Fly  Like  an  Eagle!" 


Want  to  get 
a  message  to  a 
certain  woman 
in  France? 


Like  the  one  with  a  preference  for 
the  product  you  produce.  Or  the 
mutual  fund  you're  selling.  Or  maybe 
she's  the  manager  of  your  plant  in 
Lyons  awaiting  sales  support. 

,  When  you  need  to  ship 
internationally,  we  have  the 
way  to  get  your  packages 
there.  As  directly  as  possible. 
Whether  we're  talking  Express  Mail 
International  Service™  for  saving 
time,  or  volume  services  for  saving 
money.  Global  Delivery  Services" 
from  the  United  States  Postal 
Service  has  the  capabilities  to  help 
you  grow  global.  And  the 
experience.  Just  ask  the  ladies  in 
France.  For  more  information,  call 

1-800-THE-USPS,  ext.  GD2108 

UNITED  STATES 
POSTAL  SERVICE 


www.uspsglobal.com 
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AEROSPACE 


HOW  AIRBUS 

COULD  RULE  THE  SKIES 

A  revamped  consortium  poses  a  serious  threat  to  Boeing 


It  could  be  Boeing  Co.'s  worst  night- 
mare. Hordes  of  visitors  to  the  Paris 
Air  Show  of  2005  watch  the  takeoff 
of  a  new  Airbus  superjumbo,  the  world's 
biggest  commercial  jet.  Amid  fanfare 
over  the  plane,  swelling  orders,  and  ris- 
ing profits,  Airbus  executives  drop  a 
bombshell:  Lockheed  Martin  Corp.  and 
Mitsubishi  Heavy  Industries  Ltd.  will 
strengthen  longterm  ties  to  Airbus,  be- 
come equity  partners  in  a  European 
aerospace  company,  and  collaborate  on 
both  commercial  and  military  projects. 

That  vision  may  well  come  to  pass 
in  the  next  few  years.  While  Boeing 
execs  have  long  dismissed  Airbus  as  a 
clumsy  consortium  propped  by  state 
subsidies,  their  European  rival  has  be- 
come a  strapping  adversary.  For  sure, 
the  Seattle-based  giant  on  July  15  re- 
ported a  172%  surge  in  second-quarter 
profits.  But  in  the  first  half  of  1999,  Air- 
bus' orders  rose  to  66%  of  the  global 
market.  And  Airbus  is  on  the  eve  of  a 
radical  I'estructuring  that  could  tur- 
bocharge  competitiveness.  Boeing  may 
have  turned  around.  But  the  race  with 
Airbus  is  growing  fiercer. 

For  Airbus  to  build  on  its  gains,  it 
must  shed  its  status  as  a  marketing 
group  to  become  a  real  corporation. 
That's  likely  to  occur  next  year.  The 
catalyst  will  be  a  series  of  defense  in- 
dustry deals  involving  Airbus  partners 
Aerospatiale  Matra,  DaimlerChrysler 
Aerospace  (dasa),  and  British  Aero- 
space. The  goal:  Turn  Airbus  into  a  pub- 
licly traded  company  that's  part  of  a  gi- 
ant European  defense  and  aerospace 
group — with  the  fiscal  clout,  manage- 
ment focus,  and  manufacturing  mass  to 
match  Boeing.  Says  dasa  ceo  Manfred 
Bischoff:  "The  earlier  the  better." 
TOP  GROUP.  Indeed,  the  momentum  for 
an  Airbus  makeover  is  stronger  than 
ever.  The  effective  privatization  in  June 
of  France's  state-owned  Aerospatiale 
through  a  merger  with  Matra  High 
Technologies  has  cleared  away  a  key 
stumbling  block.  Aerospatiale  had  long 
resisted  turning  the  group  into  a  real 
corporation,  but  the  ceo  of  the  new 
Aerospatiale  Matra,  Philippe  Camus, 
strongly  backs  it.  "Airbus  will  be  the 
core  of  a  large  aerospace  group  with 
activities  in  defense — one  of  two  or 


three  major  groups  in  Europe/'  he  says. 
Airbus  partners  are  now  racing  to 
make  acquisitions  and  improve  their 
leverage  before  launching  the  final  talks 
over  an  Airbus  corporation.  On  June 
11,  dasa  acquired  casa,  Airbus'  state- 
owned  Spanish  partner,  through  a  share 
swap.  That  gives  Germany  the  largest 
stake  in  Airbus — 42.1%  vs.  Aerospatiale 


Matra's  37.9%.  Ultimately,  aeros 
sources  say,  the  remade  Airbus  is 
likely  to  have  a  German-French 
Some  insiders  speculate  British 
space  may  sell  its  20%  stake  to  o 
the  other  partners  and  simply  con 
to  produce  wings  for  Airbus.  For 
though,  BAe  ceo  John  Weston  says 
unlikely  someone  would  put  en 
money  on  the  table  for  us  to  sell." 
LOCKHEED?  One  thing  is  clear  about 
bus'  future:  The  company  is  sure  to 
American  partners.  Already,  Loci 
Martin  executives  at  the  Paris  Air 
in  June  said  that  the  company  wo 
interested  in  one  day  becoming  a 
Airbus  partner.  "We  would  welcomj 
American    partner   in    Airbus," 
dasa's  Bischoff.  In  mid-June,  Loc 
Martin    announced    agreements 
Aerospatiale  Matra  to  team  up  on 
for  a  strategic  tanker  plane  base 
an  Airbus  model  and  for  collabor; 
with  the  new  Korean  Aircraft  Inl 
tries,  a  major  Asian  player.  Execu 
at  both  Aerospatiale  Matra  and 
heed  Martin  execs  say  the  agreem 
could  be  the  first  steps  toward  a 
tionship  in  which  Lockheed  Martin 
take  an  equity  stake  in  a  new  Airb 
For  Airbus,  the  driving  force  be 
its  makeover  is  its  rivalry  with  Bo< 
Airbus  must  keep  pace  with  Boe 
productivity  gains,  as  well  as  fin 
$12  billion  in  R&D  for  its  superju 
dubbed  the  A3XX.  Investors  will  be 
to  participate  unless  Airbus'  fina: 
accounts  are  transparent.  That's 
Noel  Forgeard,  named  to  manage 
structured 

FLY  UNITED? 

Joint  defense 
deals  are  vital  to 
Airbus'  new 
clout.  And  ties  to 
a  U.S.  player  are 
in  the  cards 


1 


hopes    the 
corporation 
be   created   r\ 
year.  "Boeing- 
formidable    c 
petitor,  and 
will  recover, 
cannot  afford 
to  be  streaml 
when     they 
back  in  good  shape,"  says  Forge! 
now  president  of  Airbus  Industrie, 
marketing  organization  for  the  con  i 
tium.  He's  eager  to  shake  up  everyth 
from  purchasing  to  manufacturing. 

As  a  new  era  of  commercial  jet  ch 
petition  dawns  in  the  21st  century,  it'sc 
longer  an  upstart  Airbus  against  a  < 
liath  Boeing.  As  a  real  corporation  rati 
than  unwieldy  consortium,  Airbus  wc 
have  an  even  greater  chance  of  makir 
bid  for  market  leadership.  That  shal 
cause  a  few  sleepless  nights  in  SeatU 
By  Gail  Edmondson  in  Touloi 
with  Janet  Rae-Dupree  in  San  Mc 
and  Kerry  Capell  in  London 
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Engineered  on  a  human  It 


A  meditation  of  movement  and  balance,  the  new  HP  Vectra  PCs,  running 

Windows  NT  Workstation,  are  steady  customers  in  the  juggling  act  called 
Stability.    


Substantiated  by: 

Consistent  components  so  you  never  need  to  change  your  gold  disk. 

Early  prototypes  for  fast  qualification. 
Instant  Web-based  alerts  notifying  you  of  any  changes. 
In  other  words,  the  Vectra  Windows  2000  Ready  PCs"  maintain  a  stable 
desktop  environment  so  you  keep  pace  with  technology.  Things  to  consider, 
when  you're  looking  for  a  platform  to  balance  your  business  on. 


HP  Vectra  Corporate  PCs:  Intel*  Celeron™  processor  366  MHz  up  to  Pentium"  III  processor  500  MHz    Microsoft* 
Windows  NT  Workstation  4.0/64  MB  RAM  I  Up  to  13  5  GB  HD    Up  to  Matrox'  MGA-G200  AGP  graphics  /  HP  TopTools 
management  software  /  Starting  at  $941" 

'For  more  information,  stt-  www  hpcomAAtdtMSOOtVdJMtop  "Pmc  b  estimated  Ntreet  once.  Actual  pnce  may  van>  Monitor  not  ncluded.  Intel  trie  Intel 
■  >i)o  and  Pentium  in  ng  nafcl  and  Celeron  is  a  trademark  of  Intel  Corporation.  ©1999  Hewlett-Packard  Company.  Alt  rights  reserved 
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EXIGO:  GOULD  THIS  SCANDAL 
INK  THE  PRI? 


ook  investigators  six  months  of  painstaking  work  to  con- 
•m  ilir  Mexican  Congress'  suspicions:  A  nine-year 
fort  to  shore  up  the  country's  tottering  banking  system 
been  a  disaster.  In  a  :500-page  report  delivered  on  July 
'anadian  auditor  Michael  Mackey  said  lax  government 
ilaticii  allowed  rogue  bank  owners  to  lend  $8  billion  to 
nselves  and  cronies  without  collateral.  Worse,  regulators 
it  $71  billion  on  a  haphazard  cleanup  that  still  leaves 
09  undercapitalized  and  unable  to  lend. 
■Be  and  other  revelations  could  pose  a  serious  problem  to 
ddent  Ernesto  Zedillo's  Institutional 
olutionary  Party  (pri),  just  as  cam- 
ning  for  the  July  2000  presidential 
:ion  begins.  For  the  first  time  since 
PRI  assumed  power  70  years  ago,  it 
s  the  real  possibility  of  losing  the 
tion  to  one  of  two  fast-growing 
>sition  parties,  the  center-right  Na- 
al  Action  Party  (pan)  or  the  lett- 
ing Party  of  the  Democratic  Revo- 
m  (prd). 

he  opposition,  which  has  controlled 
Bress  since  1997,  has  made  the  bank 
nit  audit  its  first  major  challenge  to 
PRi-controlled  executive  branch.  " 
le  the  audit  contains  no  evidence  of  blatant  government 
ngdoing,  it  lays  bare  the  loose  regulation  and  generous 
Hit  packages  that  forced  taxpayers  to  absorb  billions  in 
ions  bank  loans.  And  it  gives  pri  opponents  ammunition: 
key  revealed  that  regulators  refused  him  access  to  records 
i  failed  Banco  Union,  the  alleged  pipeline  for  $25  million 
attributions  to  the  pri  for  Zedillo's  1994  campaign, 
he  government  pledges  to  punish  any  wrongdoing.  It 
argues  that  it  had  to  bail  out  the  banks  to  protect  the 
Dgs  of  ordinary  Mexicans.  But  in  fact,  just  a  few  hundred 
lthy  Mexicans  account  for  a  large  chunk  of  bank  de- 
ts.  These  millionaires,  and  a  dozen  or  so  large  businesses 


HOT  REPORT:  Auditor  Mackey  (left) 


whose  past-due  loans  formed  the  bulk  of  the  debt  absorbed  by 
the  Treasury,  appear  to  be  the  chief  beneficiaries  of  the 

bailout.  If  opposition  politicians  get  that  message  across  to 
voters,  they  may  score  big  in  next  year's  elections.  "The  au- 
dit shows  a  cleai-  pattern  of  complicity  between  authorities 
and  some  bankers  and  businessmen,"  says  leading  pan  con- 
gressman Santiago  Creel. 

EMBARRASSED.  There's  certainly  dirt  to  publicize.  Three  Mex- 
ican financiers  are  awaiting  trial  on  fraud  charges.  One,  Carlos 
Cabal  Peniche,  is  fighting  extradition  from  Australia,  claiming 
he  faces  political  persecution  in  Mexico 
because  his  Banco  Union  allegedly  con- 
tributed millions  to  the  pri.  Before  flee- 
ing, Cabal  Peniche  owned  two  banks, 
and  he  may  have  illegally  lent  himself 
as  much  as  $500  million  to  buy  control  of 
Fresh  Del  Monte  Produce  in'l993. 

The  banking  crisis  is  an  embarrass- 
ment for  the  pri  technocrats  who  have 
run  the  economy  since  the  mid-1980s. 
The  pri's  current  leadership,  including 
technocrat-in-chief  Zedillo,  argue  that 
Mexico  weathered  recent  international 
financial  crises  because  they  insisted  on 
~  strict  fiscal  discipline  at  home.  But  par- 
ty traditionalists  fear  they  could  lose  next  year's  election  if 
voters  conclude  the  technocrats  bailed  out  the  fat  cats  while 
squeezing  common  Mexicans  with  spending  cuts.  Debate 
within  the  pri  over  the  bank  bailout  and  an  investigation 
into  the  fugitive  banker's  alleged  donations  to  the  Zedillo 
campaign  could  shatter  party  unity  before  the  party's  Nov. 
7  primary.  "We  must  get  to  the  bottom  of  this  problem  so 
that  our  party  is  not  affected",  says  pri  presidential  hopeful 
Roberto  Madrazo,  who  openly  criticizes  the  technocrats' 
performance.  Meanwhile,  the  opposition  is  standing  by, 
ready  to  exploit  any  misstep  by  the  pri. 

By  Geri  Smith  in  Mexico  ( 


GLOBAL  WRAPUP 


CHINESE  DEVALUATION? 

Worries  are  growing  about  a  Chi- 
se  devaluation.  Beijing  had  held 
in  during  the  Asian  financial  melt- 
•wn — a  stance  cited  by  some  as  a 
Won  to  reward  China  with  member- 
ip  in  the  World  Trade  Organization, 
it  now  China  seems  to  be  wavering 
the  costs  of  its  privatization  pro- 
•am  increase,  its  economy  slows,  and 
I  trade  surplus  shrinks.  Central 
ink  Governor  Dai  Kianglong  recent- 
hinted  that  the  market  should  be 
tting  the  yuan's  value.  Taking  note, 


on  July  21,  Standard  &  Poor's  lowered 
its  rating  for  China's  sovereign  for- 
eign currency  debt  to  BBB  from 
BBB+  to  reflect  the  chance  that  China 
will  be  tempted  to  devalue  in  order  to 
maintain  exports. 

STAYING  PUT  IN  FRANCE 

►  French  President  Jacques  Chirac  is 
turning  his  back  on  his  own  conserva- 
tive ranks — and  dismissing  calls  for 
him  to  truncate  his  seven-year  term. 
The  issue  arose  in  early  July  when  for- 
mer President  Valery  Giscard  d'Es- 
taing  urged  fellow  conservative  Chirac 


to  call  new  elections  for  next  year,  two 
years  ahead  of  schedule.  Giscard  com- 
plained that  Chirac,  who  lost  much  of 
his  power  two  years  ago  when  Lionel 
Jospin's  Socialists  took  parliament, 
faced  another  three  years  as  a  lame- 
duck  president.  Chirac  is  paying  no 
heed.  France's  right  is  splintered  and 
suffered  a  pummeling  at  the  hands  of 
the  Socialists  in  June's  European  elec- 
tions. More  important,  the  Socialists 
are  proving  effective  at  economic 
reform.  Chirac's  apparent  strategy:  To 
let  Jospin  run  France  until  2002  and  to 
profit  from  any  Socialist  stumbli 
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Science  &  Technology 


PHARMACEUTICALS 


FRESH  STRAINS  OF 
UNZAPPABLE  GERMS 

But  molecular  clues  could  lead  to  more  effective  drugs 


Ten  years  ago,  Dr.  Elaine  Tuoma- 
nen  began  a  molecular  assault  on 
one  of  the  more  mysterious  se- 
crets of  bacteria.  Her  mission 
was  to  find  out  how  some  microbes  es- 
cape the  killer  effects  of  antibiotics — 
and  then  to  find  a  way  to  zap  those 
tenacious  bugs. 

In  the  course  of  trying  to  answer 
these  questions,  Tuomanen  found, 
alarmingly,  that  this  ability 
to  escape  the  effects  of  an- 
tibiotics has  already  ap- 
peared in  certain  strains  of 
the  bacterium  Streptococcus 
pneumoniae,  which  is  re- 
sponsible for  ear  infections, 
pneumonia,  meningitis,  and 
other  infections — and  kills 
40,000  Americans  per  year. 
The  bacteria  are  "tolerant" 
of  antibiotics,  meaning  they 
cannot  grow  in  the  presence 
of  the  drugs,  but  neither  are 
they  killed.  Once  treatment 
is  stopped,  they  can  some- 
times flourish  again.  Tuoma- 
nen found  that  these  strains 
have  begun  to  spread  among 
the  general  public.  That 
could  explain  why  some  chil- 
dren who  appear  to  be  re- 
covering from  meningitis  suf- 
fer relapses.  "It  is  a  very 
bad  piece  of  news  to  have 
something  circulating  out  in 
the  community  that's  not 
treatable,"  says  Tuomanen, 
who  heads  the  department 
of  infectious  diseases  at  St. 
Jude  Children's  Research 
Hospital  in  Memphis. 
SIGNALING  SYSTEM.  Tuomanen  also 
turned  up  encouraging  news,  however. 
"We  have  the  beginnings  of  an  answer" 
for  a  new  way  to  tackle  antibiotic-toler- 
ant microbes,  she  says.  In  a  recent  re- 
port in  Nature,  she  and  her  colleagues 
said  they  had  uncovered  an  intriguing 
cellular  mechanism  that  responds  to  an- 
tibiotics— a  discovery  that  could  lead  to 
a  new  class  of  more  effective  drugs. 


"Tins  is  the  first  time  this  kind  of  sig- 
naling system  has  been  found  to  play  a 
role  in  a  common  organism's  response  to 
antibiotics,"  says  Dr.  Hugh  Rosen,  ex- 
ecutive director  of  basic  infectious  dis- 
ease research  at  Merck  &  Co.,  who  was 
not  involved  in  the  research. 

The  findings  raise  new  concerns 
about  the  spread  of  organisms  that  can- 
not be  killed  by  existing  antibiotics. 


WHEN  ANTIBIOTICS  WORK 

1  Chemical  signals  triggered 
by  antibiotics  are  detected 
by  a  sensor  on  the 
bacterium's  surface. 


ANTIBIOTIC  SIGNAL 
SENSOR 


2  The  sensor  then 
sends  its  own 
signal  to  regulator 
molecules  inside  the 
microbe's  cells... 


3  ...which  in  turn  switch 
on  a  self-destruct 
program  in  the  microbe's 
genes,  thus  killing  it.  GENE 

WHEN  THEY  DONT  WORK 

In  some  strains  of  bacteria, 
sensor  mutates  and  can  no 
longer  send  out  a  signal.  As 
a  result,  the  self-destruct 
program  is  not  activated, 
and  the  bacterium 
survives  the  antibiotic. 


Doctors  and  public  health  officials  are 
already  struggling  with  the  emergence 
of  strains  of  staph,  Streptococcus,  and 
other  germs  that  shrug  off  attacking 
drugs  as  easily  as  umbrellas  shed  rain. 
In  addition,  researchers  know  that 
some  bugs  display  tolerance,  a  lesser 
form  of  resistance.  That  is  what  Tuo- 
manen is  finding  in  the  Streptococcus 
bacteria. 

Until  recently,  however,  bacteria  re- 


sistant or  tolerant  to  antibiotics 
been  a  problem  mainly  in  hospital 
plains  microbiologist  Michael  S.  Gif 
of  the  University  of  Oklahoma 
Sciences  Center.  In  hospitals,  c 
have  a  fighting  chance  of  control!: 
microbes'  spread.  But  Tuomanen'l 
covery  that  the  microbes  are  begi| 
to  appear  in  the  general  public  su| 
that  efforts  to  control  the  spread 
sistant  or  tolerant  bacteria  could  | 
become  more  difficult. 
mystery  SWITCH.  Tuomanen's  dil 
ery  required  years  of  painstaking 
Scientists  had  known  since  1970| 
penicillin  and  other  antibiotics  dor 
tually  kill  bacteria  directly.  Instead 
dings  somehow  turn  on  a  bacterial 
destruct  program  that  causes  the 
to  die.  But  what  flips  on  the  fa 
switch?  And  why  do  some  bact 
strains  seem  to  lack  the  switch  er 
ly?  That  is  what  enables  them  tq 
erate  antibiotics. 

Tuomanen  chose  to 
with  Streptococcus  badl 
Five  years  ago,  she  b| 
altering  the  germ's  ga 
hoping  to  develop  a  co 
tion  of  strains  in  which  | 
one  of  the  bacterium's 
genes  was  disabled, 
three  years,  she  had  a 
er  full  of  some  10,000 
strains.  Next  came  the 
consuming  task  of  gro-j 
the  altered  strains  in  thJ 
and  searching  for  those  I 
could    tolerate    antibiol 
The  idea  was  to  deteri) 
which  genes  were  pai 
the  bacterial  self-destl 
mechanism. 

The    search    bore    fJ 
Tuomanen  and  her  co-w| 
ers  first  found  that  25 
tant  strains  could  surl 
when  doused  with  anj 
otics.  Then  they  showed 
one  of  those  mutated  g^ 
was    part    of   the    elus 
long-sought      self-desd 
switch.  It  was  the  gene| 
a     sensor     molecule 
perches  on  a  microbe's  oj 
membrane.  When  the  sensor  encq 
ters  evidence  of  an  antibiotic,  it  stj 
a  biochemical  process  that  turns  on  I 
self-destruct  switch — and  the  g^ 
dies.  But  when  that  sensor  is  disal 
Tuomanen  found,  antibiotics  do  not 
ger  the  signal  that  turns  on  the  suiJ 
switch.  The  biochemical  process  is  \\f 
scientists  call  a  "signal  transducfl 
pathway,"  one  of  many  communicati 
systems  that  perform  vital  tasks 


BACTERIAL 
MICROBE 
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side  cells.  Tuomanen's  work  "reminds 
us  that  the  signal  transduction  path- 
way of  bacteria  is  very  important," 
says  W.  Gary  Tarpley,  vice-president 
for  discovery  research  at  Phamacia  & 
Upjohn  Inc. 

Tuomanen  then  analyzed  samples  of 
Streptococcus  microbes  taken  from  sick 
people.  She  discovered  that  2%  of  the 
bacteria  harbored  this  sensor  mutation. 
That  meant  they  would  not  be  de- 
stroyed by  antibiotics — not  even  by  the 
antibiotic  vancomycin,  which  kills  al- 


An  ideal  drug  might 
flip  on  the  self-destruct 
mechanism  directly 

LETHAL  STREPTOCOCCUS  BACTERIA 

most  anything.  "We  were  pretty 
shocked,"  Tuomanen  says.  Adds  the 
University  of  Oklahoma's  Gilmore: 
"What  is  really  important  is  that  she 
found  that  [the  microbes]  weren't  just 
tolerant  to  penicillin,  but  to  vancomycin 
as  well." 

Tuomanen  already  has  preliminary 
evidence  suggesting  that  kids  who  get 
meningitis  from  tolerant  strains  of 
Streptococcus  tend  to  have  more  re- 
lapses. And  she's  now  analyzing  germs 
from  sick  kids  to  determine  the  extent 
of  the  problem. 

Tuomanen  has  also  stepped  up  the 
effort  to  reach  her  original  goal:  finding 
a  new  drug  that  can  zap  antibiotic-tol- 
erant strains.  It  might  be  possible  to 
find  a  drag  that  bypasses  the  mutated 
sensor  and  flips  on  the  self-destruct 
mechanism  directly.  Or  it  might  be  bet- 
ter to  jump-start  the  suicide  genes  at  a 
later  stage  in  the  sequence  of  events 
leading  to  cell  death,  drug  development 
experts  say. 

Either  way,  there's  tantalizing  hope 
that  drags  using  such  approaches  might 
make  it  tougher  for  mankind's  micro- 
bial scourges  to  develop  tolerance  or 
resistance  to  drags.  As  the  straggle  be- 
tween man  and  microbe  continues,  Tuo- 
manen's years  of  genetic  sleuthing  may 
eventually  help  tip  the  balance. 

By  John  Carey  in  Washington  and 
Amy  Barrett  in  Philadelphia 
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LABOR  COULD  BACK 
THIS  GM  SPIN-OFF 

A  tried-and-true  compromise  may  ease  Delphi's  transit] 
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WHERE'S  MY  PENSION?  Workers  prefer  GM's  benefits 


Ever  since  General  Motors  Corp.  an- 
nounced the  spin-off  of  its  $28  bil- 
lion auto-parts  unit  last  year,  man- 
agement has  braced  for  a 
showdown  with  the  United  Auto  Work- 
ers when  its  labor  pact  expires  on  Sept. 
14.  uaw  President  Stephen  P.  Yokich  has 
made  it  clear  all  along  that  he  opposes 
the  spin-off,  which  GM  undertook  in  part 
because  nonunion  rivals  pay  half  the  $20 
an  hour  Delphi's  46,000  parts  workers 
earn.  Even  after  Delphi  Automotive  Sys- 
tems Corp.  became  a  separate  company 
in  May,  Yokich  vowed  to  hold  gm's  feet  to 
the  fire  in  this  summer's  contract  talks 
with  the  Big  Three  auto  makers. 

Now,  it's  becoming  clear  how  all  sides 
may  be  able  to  resolve  this  thorny  issue. 
To  ease  Delphi  workers'  fears,  gm  and 
Delphi  negotiators  say  they're  amenable 
to  Yokich's  suggestion  to  follow  the  script 
used  in  gm's  sale  of  five  unprofitable  parts 
plants  in  1994.  In  that  case,  gm  gave  all 
7,500  workers  the  right  to  transfer  back 
to  the  security  of  a  GM  job,  based 
on  available  openings.  And  American  Axle 
&  Manufacturing  Inc.,  the  new  company 
created  by  the  '94  sale,  agreed  to  pay 
GM-level  wages  and  benefits  to  those 


who  stayed  with  the  new  comp 
Plenty  of  details  remain  to  be  wo: 
out,  most  notably  how  long  Delphi 
commit  to  such  uncompetitive  wage: 
the  new  labor  pact  it  signs  in  Septem 
Indeed,  Delphi  has  made  no  secret 
ultimate  objective:  to  break  away 
the  Big  Three  labor  pacts  and  brin 
pay  and  benefits  more  in  line 
nonunion  rivals.  But  negotiators  on 
sides  say  earlier  fears  of  a  meltdo 
have  eased.  Better  yet,  an  Amerii 
Axle-style  solution  also  could  serve  a 
blueprint  for  Ford  Motor  Co.,  whicl 
contemplating  the  spin-off  of  its  o 
parts  unit,  Visteon  Automotive  Systei 
What's  more,  since  GM  first  announ 
the  spin-off,  investors  have  anticipa 
that  Delphi  would  have  to  match  G 
high  wage  levels,  at  least  for  now,  in 
der  to  keep  peace  with  the  uaw.  So  W 
Street  doesn't  expect  the  current  rou 
of  negotiations  to  have  much  impact 
Delphi's  near-term  financial  outlook. 

Of  course,  the  financial  impact  of  a 
Delphi-UAW  contract  is  smaller  than 
used  to  be.  Although  the  uaw  remai 
Delphi's  largest  union,  it  represer 
only  about  23%  of  Delphi's  total  woi 
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loes  it  take  to  solve 
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force,  down  from  44%  in  1992.  That's 
because  Delphi  is  opening  more  facto- 
ry overseas,  where  labor  is  cheaper,  as 
it  lines  up  new  non-GM  customers.  That 
shift  has  already  led  to  a  significant 
drop  in  Delphi's  average  labor  costs.  In 
1992,  Delphi  paid  workers  an  average 
$27  an  hour;  now  the  rate  is  $20.  In 
the  U.S.,  meanwhile,  Delphi  is  already 
working  with  the  union  to  improve  pro- 
ductivity without  cutting  wages,  and 
both  sides  expect  that  to  continue. 

Why  has  harmony 
broken  out?  Experts 
say  that  in  exchange 
for  the  union's  acquies- 
cence on  Delphi,  GM 
has  backed  off  its  plans 
to  adopt  so-called  mod- 
ular manufacturing 
techniques,  which  give 


the  new  pension  guarantees,  both  j 
and  company  officials  expect  7,0[ 
more  older  Delphi  workers  to 
path  to  retirement  before  the  Oct, 
sion  deadline.  And  thousands  mor 
likely  apply  for  the  right  to  retur 
gm  job. 

This  is  where  the  American 
ample  may  not  set  the  preceden 
uaw  would  like.  In  the  mid-1990 
was  in  a  hiring  mode,  adding  se 
thousand  workers,  enough  to  acco 
date    most    Ame 


WHAT'S  AT  STAKE  IN 
DETROIT'S  SPIN-OFFS 

The  UAW  is  sparring  with 
auto  makers  over  the  recent 
spin-off  of  GM's  former  parts 
unit  and  a  possible  similar 


Axle  employees 
wanted  to  go  ba 
the  former  parent 
NEED  TO  CUT.  Tod 

has  all  but  stoppe 
ing.  gm's  workfor 
the  oldest  of  th 
Three,  with  an  av< 


more  work  to  lower-      ^oveby_FoJrdj_^e_^y}^u^s_:_     age  of  48,  and  its 


wage,  often  nonunion, 
suppliers.  "The  UAW's 
strategy  is  to  give  GM 
the  Delphi  spin-off  and 
delay"  modular,  says 
University  of  Michigan 


JOBS  The  United  Auto  Work- 
ers wants  GM  to  pledge  to 
hire  any  spun-off  workers  who 
wish  to  go  back  to  the  parent 
company.  But  GM  is  trying  to 


tion  rate  is  runni 
nearly  7%  a  year. 
GM  is  shrinking 
workforce  to  fr 
smaller  market 
the 


university  or  ivucnigan             ; <- .    '                   f.  so  trie  company 

labor  researcher  Sean      shed Jobs:  _n_ot_add  _the_m  ■_ replacing  most  o 


McAlinden. 

Already,  gm  and  Del- 
phi have  taken  steps  to 
allay  Delphi  workers' 
trepidations.  As  early 
as       December,      GM 


WAGES  The  union  wants 
parts  workers  to  keep  their 
$20-an-hour  wages,  but  Del- 
phi hopes  to  bring  them  in 
line  with  nonunion  rivals  pay- 
ing $10  to  $15. 


7,000 
leave 
1998, 
hired 


workers 
each    year 
for  examp 
just    500 


hourly  employees 
absorbed  only  1,3C 


agreed  that  any  Delphi turnees  , from   al 
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PENSIONS  Delphi  already 
has  agreed  to  match  GM's 
pensions  for  the  life  of  the 
next  contract. 


worker  who  retires  be 
fore  Oct.  1,  1999,  gets  a 
pension  from  GM,  not 
Delphi.  Then,  afraid  of 
a  stampede,  Delphi 
went  further  and  pledged  that  no  matter 
how  the  labor*  talks  turn  out  on  Sept. 
14,  it  will  match  gm's  pension  for-  the  life 
of  the  next  contract. 
BLUEPRINT.  Beyond  pensions,  the  Amer- 
ican Axle  experience  provides  a  blue- 
print for  managing  the  future  at  Delphi 
or  Visteon,  which  employs  nearly  24,000 
uaw  members.  American  Axle  honored 
the  existing  pact  and  then  gave  the  union 
three  more  years  of  GM-level  pay  and 
benefits.  Still,  nearly  half  of  the  7,500  af- 
fected workers  opted  to  return  to  GM 
rather  than  take  their  chances  with  a 
newly  formed  company.  "These  people 
just  didn't  think  there  was  life  after  Gen- 
eral Motors,"  says  Kevin  Donovan,  a  uaw 
officer.  American  Axle  declined  comment. 
Many  Delphi  workers  may  feel  the 
same  way.  Of  course,  with  $28  billion  in 
revenues  and  168  plants  worldwide,  Del- 
phi is  no  unknown  entity  like  American 
Axle  was  five  years  ago.  As  one  of  the 
world's  30  largest  companies,  it's  not  like- 
ly to  go  out  of  business.  Still,  even  with 


spin-offs.  Result: 
right  to  first  cra( 
a  GM  job  opening 
not  amount  to  l 
for  all  the  antsy 
phi  workers  who  might  want  to  ret 
Even  so,  the  uaw  hopes  that  Ame 
Axle  will  stand  as  a  model  for  both 
phi  and  Ford's  Visteon,  should  it  be 
Since  1994,  American  Axle  has  man 
to  maintain  GM-level  compensation  bj 
proving  its  manufacturing  process 
becoming  more  productive — the  $2 
Hon  company  moved  into  the  black 
year  after  it  was  founded. 

In  the  long  run,  the  uaw  must 
the  large  pay  discrepancy  between  u 
and  nonunion  parts  workers.  The  u 
expects  American  Axle  to  demand 
cuts  for  the  first  time  when  its  1 
pact  expires  again  next  February. 
UAW  will  argue  that  continued  pro 
tivity  gains  can  make  the  company 
competitive  with  nonunion  peers, 
the  uaw's  Donovan.  But  what  hap] 
then  may  foreshadow  what  Delphi  w 
ers  likely  will  encounter  when  their' 
contract  talks  roll  around  three  or 
year's  from  now. 

By  Joann  Midler  in  De 
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STRATEGIES 


FILM  vs.  DIGITAL: 

CAN  KODAK  BUILD  A  BRIDGE? 

The  giant  is  betting  there's  money  to  be  made  in  both  worlds 


market,  that  day  is  surely  coming 
dak  sees  just  5%  growth  in  its  film 
ket  over  the  next  decade  and  even 
may  be  optimistic.  Market  resear 
Lyra  Research  estimates  that  w 
wide  film  sales  will  grow  only  1% 
ally  through  2003  and  slowly  shrin 
ter  that.  Rapid  growth  in  markets 
as  China  will  be  tempered  by  a 
toward  digital  cameras,  especially  u 
U.  S.  and  other  developed  markets 
That's  where  Fisher's  heir,  Dani 


The  Hand  Koc 


Is  Playing 

Kodak's  new  leader,  D 
Carp,  is  unrolling  a  h 
of  digital  products 


O  PICTURE  MAKER 

KIOSKS  These  do-it- 
yourself  printers  are 
Kodak's  biggest  digita 
success.  Available  in 
19,000  stores  worldw 


George  M.  C.  Fisher  spent  his  entire 
five-and-a-half  years  as  chairman  of 
Eastman  Kodak  Co.  straggling  to 
move  the  world-famous  photography  gi- 
ant into  the  Digital  Age.  The  once-idol- 
ized ex-Motorola  Inc.  chief  recently  an- 
nounced that  he  will  step  down  as  ceo  on 
Jan.  1,  declaring  that  Kodak's  digital 
strategy  is  finally  poised  to  reignite  the 
company's  sluggish  sales.  Fisher  cites  an 
array  of  digital  initiatives  that  will  help 
boost  overall  sales  by  8%  to  12%  a  year 
in  five  years.  "We've  finally  turned  the 
comer,"  Fisher  says,  "even  though  we 
don't  have  the  results  to  prove  it  yet." 

Those  results  aren't  a  lock.  For  one 
thing,  success  in  the  digital  world  re- 
quires constant  innovation  and  change — 
things  Kodak  is  not  known  for.  More- 
over, the  projects  Kodak  has  unveiled  so 
far  are  unlikely  to  provide  the  short- 
term  sales  jolt  the  company 
badly  needs.  Arid  the  job 
won't  get  any  easier  as 
digital  technology  comes 
down  in  price,  opening 
the  door  to  new  com- 
petitors. "Kodak's  digi- 
tal-imaging  initiatives 
appear  to  be  aimed  at 


brand  building,  not  revenue  generation," 
says  Donald  Strickland,  a  former  Ko- 
dak executive  who  is  now  ceo  of  digital- 
imaging  software  maker  PictureWorks 
Technology  Inc. 

Indeed,  building  its  brand  may  be 
Kodak's  best  move.  It's  critical  that  the 
company  extend  its  name  to  digital  since 
the  technology  represents  a  long-term 
threat  to  its  core  franchise  in  35mm 
film.  Although  experts  disagree  over 
how  long  it  will  take  for  digital  imaging 
to  start  shrinking  the  worldwide  film 


©  DIGITAL  CAMERAS 

Kodak  is  No. 2  behind 
Sony  in  U.S.  market 
share  but  has  yet  to 
turn  a  profit  on  them. 


Carp,  comes  in.  A  29- 
Kodak  vet,  Carp  mad* 
name  as  a  brand  bui 
rather  than  a  techie. 
challenge:  build  the 
sumer  trust  in  digital 
Kodak  already  has  in 
That  way,  as  the  technology  spr« 
Kodak  will  be  set  to  profit.  "We 
digitization  creating  a  film  and  a  pi 
finishing  aftermarket  that  should 
an  explosion  of  pictures  and  use"  ol 
ital  and  35mm  technology,  Carp  sa 
At  its  core,  Kodak's  digital  stratej 
to  create  a  profitable  bridge  bet\ 
the  old  and  new  worlds  of  photogr; 
Even  as  it  hopes  to  jump-start  sal 
digital  cameras,  the  company  wan 
transfer  as  many  of  its  customers' 
ditional  snapshots  as  possible  to  di 
form.  It  figures  th< 
big  money  to  be 
uploading  traditional 
tures  onto  the  Inte 
and  in  expanding 
share  of  the  market 
repiints,  inkjet  paper, 
photo-editing  software. 

Such  changes  can't  ha{ 
soon  enough.  Amid  the  long-' 
shift  in  its  market,  Kodak 
been  struggling.  A  debilits 
price  war  with  Fuji  Photo 
Co.  has  crimped  sales  in  its 
business,  which  accounts  for 
over  half  of  total  revenues, 
while,  Kodak  has  been  po 
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IF  TECHNOLOGY  IS  ADVANCING  AT 

VN  AMAZING  SPEED,  WHY  ARE  YOU  STILL 

.EARNING  ABOUT  IT  THE  SAME  OLD  WAY? 
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money  into  new  ideas  for  digital  imaging 
that  have  yet  to  pay  off.  At  a  recent 
$74  a  share,  Kodak  stock  has  barely 
budged  since  1997.  A  $1.2  billion  cost- 
cutting  program  launched  in  1997  that 
will  trim  20%  of  its  workforce  by 
yearend  has  buoyed  profits.  But  rev- 
enues dropped  5%  in  1998 
and  are  expected  to  be  up 
just  3%  this  year,  to  $13.8 
billion,  with  about  $1.5  bil- 
lion coming  from  digital.  Sec- 
ond-quarter earnings  were 
flat  on  a  2%  rise  in  revenues. 
NET  IDENTITY.  The  company's 
long-suffering  investors  don't 
sound  convinced  that  Carp 
has  the  right  angle  to  get  Ko- 
dak in  focus  again.  "Kodak  is 
going  to  be  controversial  until 
they  can  do  something  light 
on  a  consistent  basis,"  says 
one  money  manager  whose 
fund  has  5  million  shares. 

The  centerpiece  of  Kodak's 
digital  strategy  is  a  joint  venture  with 
America  Online  Inc.  called  You've  Got 
Pictures,  which  could  give  the  photo 
company  a  strong  Internet  identity. 
When  it  is  rolled  out  this  fall,  consumers 
will  be  able  to  drop  35mm  film  off  at  the 
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'  You've  Got  Pictures 

Roll  Viewer 
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KodakPhotoNet 


Main  I  Back 


Help  I  Quick  Start  I  Nolifv  AOL 


You  can  view  this  toll  of  pictures  for  30  days  from  the  day  it  was  delivered  online 
•  Share  your  pictures  by  selecting  E-mail  Picture  or  Create  New  Album 
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©  YOU'VE  GOT  PICTURES 

A  service  set  to  launch  this 
fall  lets  film  labs  deliver 
pictures  to  a  customer's  AOL 
account.  Competitors  offer 
similar  products  for  free. 

drugstore  and  for  about  $6  have  a 
roll  of  24  pictures  digitally 
scanned  and  uploaded  into  their 
aol  accounts.  From  there,  consumers 
will  be  able  to  E-mail  the  images  to 
friends,  order  reprints  or  gifts,  or  down- 
load high-resolution  copies  that  can  be 
edited  on  a  PC.  They'll  be  able  to  store 
50  pictures  on  the  site  for  free. 


Even  under  the 
est  scenario,  You'vl 
Pictures  won't  traj 
into  big  revenues  q| 
Analysts   estimat 
Kodak  will  get  40% 
upload   charge.   E 
each  of  aol's  17 
subscribers  uploa 
roll  of  film  by  ye 
Kodak's  take  will 
to  only  about  $41  r 
plus  merchandisin 
storage  fees.  Still, 
Schuler,  president  of  AOLlnteractivj 
vices,  says  the  long-term  poten 
huge:  "Over  time,  this  could  be  as 
E-mail." 

To  expose  even  more  more  consi 
to  digital  photography,  Kodak  since 
has  offered  a  service  nationwide 
Picture  CD.  For  $10  a  roll,  consi 
can  get  images  from  35mm  film 
onto  a  compact  disk.  But  it  won't 
big  revenue  producer  anytime  soc 
ther.  The  CDs  simplify  the  proce  l 
getting  high-resolution  images  into 
and  come  with  a  wide  assortme 
image-editing  software.  Fisher  fort 
that  Picture  CD  will  generate  up  to 
million  in  revenue  in  its  first  year 
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Sprint  ION    Integrated  On-Demand  Network.  Voice,  video,  data  and  Internet  on  a  single  connection.  It's  here.  It's  real 
And  it  will  totally  revolutionize  the  way  employees,  suppliers  and  customers  share  information.  Because  Sprint 
ION  redefines  collaboration.  Now  everyone  will  be  able  to  work  together  in  real  time,  sharing  input  from  every 
source.  And  because  geographical  constraints  can  be  virtually  eliminated,  it  will  have  great  impact  on  your  entire 
business  world— from  facilitating  the  hiring  and  management  of  employees  to  improving  the  response  time  of 
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tl  say  Kodak  may  gel  1095  of  thai 
after  retailers  and  partner  Intel 
get  their  share;  that's  hardy  $10 
i  a  quarter.  Still,  Kodak  plans  In 
BO  the  market  for  Picture  CD  by 
ing  it  to  professional  markets. 
>rs,  for  example,  might  give  CUS- 
s  Picture  CDs  with  3-D  images  of 

I  for  sale. 

END  EDGE.    Kodak  also  has   high 

for  the  fast-growing  digital-cam- 
arket,  even  though  it  is  currently 

money  there.  Its  17%  share  of 
l-camera  sales  in  the  U.S.  badly 

Sony  Corp.'s  52%.  However,  ana- 
lay  most  future  market  growth 
Kjme  from  the  higher-end  photo- 
y  digital  cameras.  Kodak  leads  in 
segment,  though  Sony  is  preparing 

assault.  International  Data  Coip. 
ts  that  the  worldwide  digital-cam- 
larket  wall  grow  25%  annually,  to 
jfllion,  in  2003.  If  Kodak  keeps  a 
jjfaare,  cameras  could  become  a  $1.3 
l  business  for  the  company. 
e  fourth  leg  of  Kodak's  digital 
>gy  is  already  paying  off.  Over  the 
'two  years,  the  company  has  in- 
I  some  19,000  Picture  Maker 
s  at  retail  stores  worldwide  that 
pictures  from  both  digital  and  tra- 


ditional film.  These  devices  accept  nee; 
atives,  cos,  or  digital  camera  memory 
Cards  and  let  users  edit  images  and 
make  prints.  At  about  $15,000  each, 
Carp  says  they  are  highly  profitable  and 
account  for  about  $200  million  in  sales. 
And  with  9591  of  customers  who  use 
them  corning  back  repeatedly,  they  pro 
duce  steady  photo  paper  sales. 

For  all  their  promise,  however,  each 
of  Kodak's  new  products  will  be  under 
intense  competitive  pressure  every  step 

O  PICTURE  CD  A  new  joint  venture 
with  Intel  lets  consumers  put  their 
pictures  on  compact  disks.  Rivals 
offer  similar  services  for  less. 

DATA.  BUSINESS  WEEK  / 


□  Kodak 
Picture  CD 


Kodak 

Picture  CD 


of  the   way.    (Jpstai  h   a     Pho 

toloft.com  Inc  arc  offering  to   tore  pho 

to    OT  the  Web  for  \'rf<-  and  make  mOH 

ey   selling   trinket-    like    mug     and 

greeting  card.-.  Seattle  Film  Work     Inc. 

include.-  Internet  upload.-  tr<'<-  with  itt 

$10  film-processing  charge,  and  many 

analysts  think  upload  prices  will  fall 
rapidly.  It's  a  similar  story  with  picture 
CDS.  Some  retailers  sell  Fuji-made  pic- 
ture CDs — without  the  software  Kodak 
adds — for  about  30$  less  than  Kodak. 

Fisher  understands  all  too  well  the 
power  of  rivals  to  undercut  his  prices. 
And  he  acknowledges  the  uncertainty 
around  Kodak's  digital 
strategy  and  ability  to 
\  nimbly  create  a  bridge 
^\  between  the  old  and 
lA  new  technologies. 
Kodak  has  "to  come 
up  with  at  least  one 
or  two  big  ideas 
every  year"  to  add  to 
its  digital  arsenal,  he 
says.  Kodak  may  have 
a  few  already,  but  in  the 
digital  world,  even  the  best 
ideas  can  fade  fast. 

By  Geoffrey  Smitli  in 
Rochester,  N.  Y. 
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your  supply  chain.  But  it's  not  just  about  how  Sprint  ION 
will  help  you  face  the  future  as  a  faster,  more  responsive 
company.  It's  about  building  stronger  bonds  between  all  the 
people  who  push  your  business  further.  Isn't  that  the  point 
of  contact?  wwwspnnt.com/ion  Toll-free  1-877-SPRINT  ION 
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STOCK  MARKETS 


A  REVOLT 
AT  NASD? 

Small  firms  are  rejecting  Chairman  Zarb's  expansion  plans 

Alan  L.  Davidson  is  spoiling  for  a 
fight.  The  Jericho  (N.  Y.)  bond  deal- 
er thinks  nit-picking  regulators  are 
hounding  small  brokerage  firms  like 
his  out  of  business.  Worse,  he  sees  the 
National  Association  of  Securities  Deal- 
ers— the  securities  industry's  biggest  reg- 
ulator, and  operator  of  the  nasdaq  and 
American  Stock  Exchange — racing  ahead 
with  after-hours  trading  and  links  with 
overseas  exchanges.  Moves  like  that,  he 
charges,  will  "bankrupt"  most  nasd  mem- 
ber firms.  "In  today's  nasd,"  complains 
Davidson,  president  of  Zeus  Securities 
Inc.,  "the  big  are  getting  bigger — and 
the  small  are  getting  annihilated." 

Rantings  of  a  regressive  dissident? 
That's  what  nasd's  leaders  thought — 
until  last  December,  when  Davidson, 
president  of  the  Independent  Broker- 
Dealer  Assn.,  and  his  allies  oust- 


Stock  Exchange,  that  would  maket  i 
ier  for  Big  Board  traders  to  deal !  ] 
DAQ-listed  stocks. 

nasd  Chairman  Frank  G.  ZarlJH 
talk  publicly  about  Davidson  or  tl  i 
lenge  from  small  firms.  But  he  is  i 
rapidly  not  only  to  update  nasd.  I 
the  Amex  but  to  stake  a  claim  Up 
seas  and  after-hours  trading  befije 
three-year  term  expires  in  Janu; 

To  accomplish  this,  he  has  littlel 
but  to  line  up  with  the  big  bro 
houses,  says  Columbia  Universi 
professor  John  C.  Coffee:  "If  the 


ed  big-name  incumbents  to  capture  two 
board  seats  in  the  first  contested  elec- 
tion in  nasd's  60-year  history.  Admission 
into  the  boardroom's  sanctum  hasn't 
dulled  Davidson's  tongue  or  softened 
his  outsider  tactics.  Now,  he's  warming 
up  for  Round  Two — a  better-organized 
campaign  to  contest  all  seven  of  the 
seats  up  for  election  this  fall  on  nasd's 
32-member  board.  And  with  the  angry 


H  In  today's  NASD,  the  big  are  getting 
bigger-and  the  small  are  getting 
annihilated  11 


ALAN  DAVIDSON,  Zeus  Securities 


mood  among  its  smaller  members, 
he  could  prevail.  That  hobbles 
nasd's  efforts  to  make  its  markets 
more  competitive. 

This  bullfight  in  a  bourse  could 
hardly  come  at  a  worse  time  for 
nasd.  While  small  firms  stew,  the  group 
faces  an  even  greater  threat  to  its  busi- 
ness from  its  big  members.  Securities 
powerhouses  like  Merrill  Lynch  and  Gold- 
man Sachs  are  investing  heavily  in  new 
trading  platforms,  called  electronic  com- 
munications networks  (ecns),  that  divert 
trades  away  from  Nasdaq's  traditional 
market  makers.  The  oldest  E-bourse,  In- 
stinet  Corp.,  is  even  negotiating  a  link 
with  nasd's  longtime  rival,  the  New  York 
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firms  on  Wall  Street  end  up  owning 
they'll  have  no  incentive  to  help  NAi   : 
If  nasd  can't  align  itself  with  the  r 
players,  those  players  will  just  keej 
lowing  out  NASDAQ." 
FOR  SALE.  To  head  off  that  chalk 
Zarb  is  pursuing  a  breakup  that  w 
convert  NASDAQ  to  a  for-profit,  s 
holder-owned  exchange.  Shares  wou 
sold  to  securities  houses  first,  the   : 
the  public  through  an  IPO.  The 
board  may  vote  on  the  outlines  of  a 
off  plan  at  its  next  board  meetinj 
July  29.  Besides  raising  new  capit; 
upgrade  market  technology,  the 
would  give  brokerages,  especially 
firms,  a  stake  in  nasdaq — and  incent  I 
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^jiccriiiiiN-  trading  there,  thu    un 

f^  ling  the  kins. 

I  breakup  would  also  cure  the  run 
>i  built  into  nasd'h  st  ructure.  The 
,  regulates  ••vri'v  securities  Arm  in 
ry  firms  that  are  both  the 
t  unt'  of  s.  \sn's  markets  and  the 
j  ivi's  who  select  the  association's 
n  -  In  the  past,  nasd  resolved  those 
n  is  by  skimping  on  enforcement. 
i  ulminated  in  the  collusion  scandal 
t  early  l!HH)s,  when  NASDAQ  dealer8 
■  charged  with  browbeating  com- 
t  rs  tn  maintain  wide  and  profitable 
Is  between  shares'  bid  and  ask 
\  \sd  has  vastly  improved  its 
i  •{  supervision.  But  Davidson  &  Co. 


tock    "in  Ide  the  current  9:80  to  1:00 

trading  day:    |09f    of  online   broker  '  or- 
ders are  placed  overnight,  a  buildup  thai 

contributes  to  huge  volume  spike   in  the 

minutes  after  markets  Open. 
PACIFIER.  But  small  brokers  say  they  see 
no  sign  thai  longer  hours  are  needed  or 
wanted.  "My  customers  say,  "Thank  God 
it   shuts  down  at    1:00—1  don't  have  to 

worry  about  my  positions  flying  around 
overnight,'"  says  Jay  Shartais,  director  of 

options  trading  at  K.  F.  Lafferty  &  Co.,  a 
H0-broker  New  York  firm.  "But  nasd  is 
shoving  this  down  our  throats." 

/arb  is  now  moving  to  mollify  the 
small  firms.  While  declaring  NASDAQ 
ready  to  meet  ECN8  in  the  after-hours,  he 


large  I  voting  bloc  on  the  n  \  d  hoard. 

Bui  thai  constitute    only  9  out  of  -'>'i 

eat  .  And  all   ecuHtie   ftrn  and 

mall,   face   ;i   limit    i,n    their  clout    0 

D,  thank-  to  a  new  board    tructure 
imposed  in  1996  by  the    1 1  :  Only  one 
third  of  governors  are  from  member 
firms.  The  rest  must  represent  the  public, 

listed    companies,    or    institutional    in 
vestors.  Says  Levitt:  "If  the  NASD  g 
backward  and  starts  protecting  parochial 
interests  at  the  expense  of  the  public  in- 
terest, it  will  ruin  the  institution." 

So  the  small  brokers'  major  power 
may  have  to  come  through  agitation,  not 
elections.  Zarb  is  trying  to  ease  their 
way  into  the  new  trading  world:  by  con- 


UNDER  FIRE 


Why  NASI)  is  bring  challenged  In  its  small  bro- 
ker-dealer members 


SMALL  BROKERS  SAY 


NASO  SAYS 
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POLICING  THE  MARKETS 

After  NASD  members  were  caught 
fixing  spreads,  the  SEC  ordered  NASD  to 
invest  $100  million  to  beef  up  regulation. 


They're  being  singled  out 
for  enforcement,  but  weren't 
involved  in  scandal. 


Stronger  regulation  was 
needed  to  bolster 
investor  confidence. 


CONFRONTING  ELECTRONIC  RIVALS 

New  trading  systems  have  captured  30% 
of  NASDAQ  trading.  Big  securities  firms 
are  investing  in  ECNs,  which  erode 
NASDAQ. 


NASD's  plans  to  integrate 
ECNs  are  shoving  them 
aside. 


May  spin  off  NASDAQ 
in  an  IPO,  selling  shares 
to  brokers  to  keep  their 
business  at  NASDAQ. 


STRETCHING  THE  TRADING  DAY 

ECNs  plan  to  start  offering  evening  and 
early-morning  stock  sessions,  extending 
NASDAQ's  and  NYSE's  9:30-to-4:00  day. 


They  can't  afford  to  staff 
up  for  longer  hours. 


Must  meet  public 
demand  for  longer  hours, 
but  wants  to  delay. 


MAN  ZARB:  BIG  PLANS 

HANGE 


ge  that  small  firms,  while  largely 
icless  in  the  scandal,  are  bearing  the 
tt  of  the  extra  scrutiny  and  enforce- 
t  it  produced. 

jorse,  small  brokers  charge  that 
Jre  not  consulted  on  nasd's  new  di- 
ions.  The  association  didn't  submit 
■6  purchase  of  the  Amex  to  a  mem- 
hip  vote.  Nor  has  it  sought  approval 
i  plan  to  trade  the  100  most  promi- 
.  NASDAQ  stocks  in  Japan.  "Our  mem- 
j  don't  have  a  presence  in  Japan," 
;  Davidson.  "If  a  10 -person  firm  has 
nonitor  markets  21  hours  a  day,  it 
go  broke." 

he  flght  over  extended  trading  is  fil- 
i  the  latest  small-broker  revolt.  With 
s  gearing  up  to  offer  individual  in- 
ors  evening  and  early-morning  trad- 
NASD  declared  in  May  that  it  could 

r  its  own  extended  trading  by  Sep- 
Iht.  Exchanges,  ECNS,  and  online  bro- 

I  maintain  that  investors  are  de- 
aling the  freedom  to  buy  and  sell 


GOING  OVERSEAS 

NASD  has  cut  deals  in  Hong  Kong,  Japan, 
and  Australia  to  trade  NASDAQ  stocks 
on  foreign  bourses. 


NASD  is  catering  fo  Wall 
Street's  global  powerhouses. 


Global  trading  is 
inevitable,  and  small 
firms  must  adapt. 


0ATA:  BUSINESS  WEEK 

quietly  lobbied  sec  Chairman  Arthur 
Levitt  Jr.  to  put  the  brakes  on  the  move. 
The  result:  A  June  30  agreement  among 
the  sec,  nasdaq,  and  the  nyse  to  study 
the  effects  of  extended  hours,  effectively 
stalling  new  trading  hours  on  the  major 
markets  until  mid-2000. 

Further,  Zarb  created  a  small-firm  slot 
on  nasd's  board — in  addition  to  the  seats 
won  by  Davidson  and  an  ally — and  ap- 
pointed a  Small  Firm  Advisory  Board. 
Stephen  J.  Perrone,  chairman  of  North- 
east Securities  Inc.  in  Uniondale,  N.  Y., 
and  a  member  of  the  nominating  com- 
mittee for  this  fall's  board  contest,  says 
he's  urging  the  panel  to  include  small- 
firm  brokers  and  entrepreneurs  among 
the  seven  official  board  candidates.  I'.ui 
that's  unlikely  to  blunt  the  Independent 
Broker-Dealers'  challenge. 

'But  small  firms  face  tough  hurdles  in 
trying  to  Wrest  control  of  NASD.  If  David- 
son's seven-person  slate  wins  in  Decem- 
ber, small  broker-dealers  will  have  the 


tracting  with  dealing  firms — dealers  that 
handle  back-office  operations  for  other 
brokers — to  manage  small  firms'  after- 
hours  operations.  NASDAQ  may  also  offer 
a  link  on  its  Web  site  where  small  firms' 
customers  can  buy  and  sell  stocks,  with 
the  trade  credited  to  the  broker. 

But  catering  to  the  small  firms,  while 
good  internal  politics,  may  be  bad  busi- 
ness for  nasd.  "Extended  hours,  over- 
seas trading — it's  not  a  question  of 
whether,  it's  just  when,"  says  Washington 
lawyer  and  former  sec  Commissioner 
A.  A.  Sommer  Jr.  The  need  to  coax  small 
brokers  along  can  only  hamper  nasd  in 
its  struggle  to  compete.  Little  of  that 
matters  to  the  small  brokers:  They're 
more  ready  to  fight  than  switch.  Zarb 
may  be  preparing  to  move  his  markets 
into  the  21st  century.  But  the  way  his 
smaller  constituents  see  it,  that  will  hap- 
pen over  their  dead  bodies. 

By  Mike  McName*  with  Panda  D 
in  Washington 
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Finance 


BANKING 

NOTHING 
BUT  NET 

Bank  One's  Wingspan  leaves 
bricks  and  mortar  behind 

John  B.  McCoy  is  a  changed  man.  In 
the  past  15  years,  the  Bank  One 
Corp.  chief  executive  has  bought  119 
banks,  culminating  with  the  $30  billion 
acquisition  of  First  Chicago  wbd  Corp.  in 
April,  1998.  But  McCoy  says  he  has 
stopped  shopping.  From  now  on,  he's 
determined  to  reach  new  customers 
through  the  Internet.  "It  changes  every- 
thing," says  McCoy,  56. 

Skeptics  might  see  McCoy's  zeal  for 
the  Web  as  a  cover  for  more  material  is- 
sues, such  as  the  integration  of  First 
Chicago  into  the  Bank  One  fold.  In- 
deed, Wall  Street  analysts  have 
been  disappointed  with  McCoy's 
slow  progress  in  cutting  expenses  at 
the  combined  institution,  whose  $256 
billion  in  assets  makes  it  the  fifth- 
largest  bank  in  the  U.  S.  • 

But  McCoy  is  doing  more  than 
talking  about  the  Net.  From  a  tech 
nobody  without  a  Web  site  two 
years  ago,  Bank  One  has  emerged 
as  one  of  the  most  aggressive  big 
banks  in  cyberspace.  Its  recently  . 
revamped  Web  site  serves  350,000 
online  customers,  and  McCoy  is 
spending  millions  on  marketing 
deals  with  Web  portals  such  as  • 
America  Online,  Yahoo!,  and  Excite 
to  pull  in  more.  And  in  perhaps  his 
boldest  move,  McCoy  is  setting  up  a  *_ 
standalone  subsidiary  to  offer 
branchless  banking  under  a  new 
brand — WingspanBank.com. 

McCoy  is  going  where  no  major 
banker  has  gone  before.  With  Wingspan, 
he's  following  the  lead  of  smaller,  low- 
cost  Net  banks,  which  offer  higher  rates 
on  deposits  and  lower  rates  on  loans 
(table).  Wingspan  customers  will  have 
access  to  Bank  One  automated  teller 
machines,  but  not  to  its  1,900  branches, 
which  serve  9  million  households  in  14 
states.  In  other  words,  Wingspan  will 
compete  with  Bank  One — and  McCoy 
admits  it  will  take  away  customers.  "If 
you're  going  to  be  in  E-commerce,  you 
have  to  build  a  business  that  destroys 
the  old  brick-and-mortar  model,"  says 
McCoy,  who  became  the  third  McCoy 
to  head  the  bank  when  he  succeeded 
his  father  in  1984. 
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WINGSPAN:  READY  TO  FLY? 

Bank  One's  offspring  may  be  a 
better  deal  than  the  parent 

Interest  rate  on  checking  is  4.5%,  vs. 
Bank  One's  1% 

More  than  7,000  mutual  funds  from 
various  companies  vs.  only  48  funds 
from  One  Group 

Product  offerings  that  come  from  60 
mortgage  companies  and  15  insur- 
ance carriers 

Free  electronic  bill  payment  vs.  Bank 
One's  $4.95  a  month 

Concierge  services 

DATA:  BANK  ONE 

McCoy's  move  dramatizes  how  much 
is  at  stake  for  bankers  on  the  Net.  For 
decades,  banks  have  been  losing  busi- 
ness to  mutual-fund  companies  and  in- 
vestment banks.  Now,  anyone  with  $15 
million  in  capital,  a  Web  server,  and  a 
marketing  plan  can  win  approval  for  a 
branchless  bank  on  the  Net.  And  while 
there  are  only  seven  Federal  Deposit 
Insurance  Corp.-insured  Net  banks — ac- 
counting for  less  than  2%  of  online  bank- 
ing customers,  according  to  market  re- 
search firm  Datamonitor  PLC — their  cost 
structures  enable  them  to  outbid  tradi- 
tional banks  for  deposits. 

In  theory,  banks  should  embrace  cy- 
berspace because  it's  cheaper  to  serve 
customers  there  than  at  branches.  But 
customers  may  want  service  both  at  a 
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branch  and  0 
Web — raising  rather  th£ 
ducing  bank  costs.  For  now, 
bank  sites  are  little  more  than 
tronic  brochures,  says  banking  ar 
Joel  Friedman  of  Andersen  Consu 
"Toes  in  the  water  of  the  electronic 
omy,"  he  calls  them. 
FANCY  EXTRAS.  Not  Wingspan.  I 
the  Bank  One  site,  which  sells  onl 
bank's  products,  Wingspan  will  offer 
gages,  insurance,  and  investments 
multiple  vendors.  It  aspires  to  be  mc 
a  portal — providing  bill-payment  ser 
for  nonsubscribers  and  such  fancy  e: 
as  an  E-concierge  service  that  can  k 
fy  the  best  restaurants  in  Tuscany. 

Wingspan  figures  to  be  a  formic 
competitor  to  smaller  Internet  ban 
though  it  will  likely  soon  have  to 
tend  with  similar  offerings  from  c 
big  banks.  "They're  probably  williri 
take  some  losses  to  build  a  relations  I 
says  Chris  Musto,  online  banking  an; 
with  Gomez  Advisors  Inc.  "They'll  r 
their  profits  later." 

Or  they  won't.  The  company  estin 
the  $150  million  or  so  it  intends  to  sj  I 
on  Wingspan  in  the  next  year  will  la  I 
about  50  off  earnings.  It's  projecting 
Net  bank  will  add  5(2  to  earnings 
following  year.  A.  G.  Edwards  &  £  E 
Inc.     analyst     Diana     Yates     th:  L 
Wingspan  may  be  just  the  first  of  n  ^ 
Internet  brands  that  Bank  One 
launch.  "There's  no  reason  that  B 
One  can't  roll  out  20  banks  like 
one,"  says  Yates.  Given  McCoy's  ar 
tions,  the  idea  isn't  so  farfetched. 

By  Andrew  Osterlcuid  in  Chic  j 
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PICKS 


i)  WHO  NEEDS 

TIE  STREET,  ANYWAY? 

I  d  of  neglect,  small  caps  like  St.  John  are  going  private 

though  affluent  women 
icross  the  U.S.  flock  to  St. 
lolm  boutiques  to  buy 
)  Australian  wool  suits,  the 
fashion  company's  stock 
een  out  of  fashion  for  some 
So  on  July  (>,  St.  John 
.  Inc.,  fed  up  with  its  lowly 
it  ions,  closed  up  simp  on 
nVu  York  Stock  Exchange 
vent  private.  "We'll  be  able 
i  what  we  think  is  best  for 
company  as  opposed  to 
Wall  Street  might  think," 
Robert  E.  Gray,  the  In'ine 
f.)  company's  chairman  and 
when  he  announced  the 
in  February. 

ire      small      companies, 

ry  of  being  Wall  Street 

lowers,  are  going  private. 

le  past  year,  48  companies 

market  caps  under  $1  bil- 

have  announced  they  are 

j  private,  vs.  only  12  three 

o.  And  in  1998,  there 

i  almost  800  small  compa- 

acquired  in  either  mergers 

uyouts,  up  from  around  450 

two  years  earlier,  accord- 

1  to  U.  S.  Bancorp  Piper  Jaf- 

Inc.  "Aside  from  Internet 

ks,  the  small  caps  have 

I  permanently  hurt  by  a 

t   in   investing  to   larger 

ks,"      says      Daniel      J.   " 

ftghue,  a  managing  director  at  the 

>.  In  fact,  the  stock  of  half  of  the 

0  small  companies  that  went  public 
|  the  last  decade  sold  for  less  than 
'  of  the  initial  offering  price.  And 
■  while  the  earnings  of  these  com- 
m  cnu  over  the  last  three  years  at 
iverage  annual  rate  of  nearly  19%. 
Jo  wonder  small  stocks  are  cheap — 
ling  on  average  at  17  times  earn- 

1  vs.  22  for  large-cap  stocks.  That's 
I  buyout  firms  arc  scooping  up  these 
ipaiues,  taking  them  private. 
Imall  companies  complain  that  they 
I  gel  Wall  Street's  attention.  Indeed, 
lpanies  in  the  $60  million,  to  $250 
lion  market  cap  range  have  an  aver 

bf  2.5  analysts  covering  their  stocks, 

10  analysts  for  companies  over  $250 

lion,  according  to  Piper  Jaffray.  To 

1  ke  matters  worse,  analysts  who  cov- 


GRAY:  Stock  market  pressure  led  to  missteps 


er  small  caps  typically  are  not  the  lead- 
ers in  their  field,  and  often  have  minimal 
impact  on  valuations.  "Everyone's  look- 
ing for  high-growth  technology  issues," 
says  Daniel  O'Connell,  ceo  at  Vestar 
Capital  Partners,  the  firm  that  provided 
capital  for  St.  John  to  go  private. 

St.  John  Knits  makes  classically 
styled  women's  clothing  that  is  sold  in 
stores  such  as  Saks  Fifth  Avenue  and 
Neiman  Marcus  and  through  its  17  bou- 
tiques located  in  places  such  as  Palm 
Beach  (Fla.)  and  New  York's  Fifth  Av- 
enue. The  company  delivered  solid 
growth  for  the  five  years  after  going 
public  in  1993,  averaging  25$  gains  in 
revenues  and  -W <  in  earnings  per  share 
annually.  That's  twice  the  apparel  in- 
dustry's average  on  revenues  and  triple 
the  average  on  earnings,  according  to 
analysts.  Still,  Wall  Street  wasn't  sold. 


The    tock,  which  po  ted  a  high  ol  \ 
in  mid  1997,    tarted  (ailing  in  May  of 
1998,  when  the  compan  d  earn 

ings  estimate    for  '  he  fir  '  I  Ime    race 
going  public  The  jtock  continued 
drop  as  St.  John  missed  estimates  in 
subsequent  quarters,  going  as  lov. 

a    -hare   in   October,    1998,   wrap 
ping  up  trading  on  July  (i  of  th 
at  a  buyout  price  of  $30  a  -hare. 

The   grueling   pressure   of  meeting 
Wall    Street'.-    earning-    expectatio 

forced  the  company,  which  posted 
$282  million  in  sales  last  year,  to 
grow  too  fast  and  make  mistake.-, 
according  to  Gray.  One  misstep 
was  rushing  out  a  cheaper,  more 
youthful  line  in  1997  that  used 
inferior  wrool  and  didn't  appeal 
to  the  hipper  demographic.  Going 
private,  he  says,  will  help  the 
company  regain  its  footing.  A  top 
priority:  slow  St.  John's  growth 
rate  from  25%  per  year  to  10%, 
something  Wall  Street  would  no 
doubt  frown  upon.  "We  need  to 
focus  on  doing  what  we  do  best: 
delivering  the  highest-quality 
merchandise  and  service,"  main- 
tains Gray. 

CHANGING  GUARD.  In  the  buyout, 
Vestar  Capital  owns  77%  of  the 
new  St.  John  Knits  International 
Inc.  The  Gray  family,  which 
founded  and  still  runs  the  com- 
pany, owns  almost  16%.  Public 
shareholders  will  hold  the  re- 
maining 7%.  "Many  small  com- 

OUT  OF  FASHION 
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DATA:  BLOOMBERG  FINANCIAL  MARKETS 

panics,  especially  family-run  business- 
es, don't  want  to  he  acquired  by  larger 
companies,  but  want  to  go  private  and 
retain  control,"  says  Donoghue. 

Will  small  companies  continue  to  seek 
safer  harbors  by  going  private?  That 
depends  on  whether  or  not  small-cap 
stocks  continue  to  be  pummeled.  Most 
experts  say  that  these  stocks  should 
stage  a  comeback  soon — indeed,  there 
may  already  he  signs  of  a  recovery.  But 
if  they  are  wrong,  more  companies  like 
St.  John  will  be  going  fashionably 
private. 

By  Marcia  Vicki  York 
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Legal  Affairs 


COMMENTARY 


By  Mike  France 


HOW  THE  HIGH  COURT  IS  PENALIZING  CORPORATE  AMERIC 


Convinced  that  the  federal  gov- 
ernment has  way  too  much 
power,  five  of  the  nine  justices 
on  the  U.  S.  Supreme  Court  are  on  a 
crusade  to  hand  authority 
back  to  the  states.  While 
such  a  constitutional 
battle  may  seem  far 
removed  from  the 
world  of  business, 
one  of  the  court's  latest 
states'  rights  rulings 
could  end  up  stinging 
many  companies.  ■■ 

Released  on  June 
23,  the  final  day  of  the  Supreme 
Court's  term,  Florida  Prepaid 
Postsecondary  Education  Expense 
Board  vs.  College  Savings  Bank  is 
a  scary  example  of  what  can  happen 
when  the  Supreme  Court  puts  ideolo- 
gy before  practicality.  The  case  cen- 
ters around  a  patent  that  the  bank 
won  after  devising  a  special  certifi- 
cate of  deposit  paying  out  interest 
pegged  to  the  rate  of  increase  in  col- 
lege expenses.  When  a  State  of  Flori- 
da agency  began  selling  the  same 
product,  the  bank  sued  for  patent  in- 
fringement. In  response  to  the  suit, 
Florida  made  a  bold  claim:  that  states 
are  constitutionally  immune  from  fed- 
eral intellectual-property  laws  under 
the  doctrine  of  sovereign  immunity. 
GREEN  LIGHT.  To  the  shock  of  many 
intellectual-property  experts,  the  high 
court  bought  Florida's  arguments. 
The  mind-boggling  upshot:  States 
now  have  virtually  a  free  pass  to  ig- 
nore U.  S.  intellectual-property  law. 
Given  the  massive  amount  of  com- 
merce between  businesses  and  states, 
the  case  has  the  po- 
tential to  hurt  Corpo- 
rate America  in  a 
wide  variety  of  ways. 
"Watch  out  if  you 
publish  software  that 
someone  at  a  state 
university  wants  to 
copy  for  free,"  warns 
Bill  Scanlon,  an  intel- 
lectual-property attor- 
ney in  Madison,  Wis. 
"Watch  out  if  you 
own  a  patent  on  a 
medical  procedure 
that  some  doctor  in  a 


INTELLECTUAL  GOLD  MINE 

The  amount  of  money  universities 
reap  from  patent  licenses  is  soaring 
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state  medical 

school  wants  to  use.  Watch  out  if 
you've  invested  heavily  in  a  great 
trademark,  like  Nike's  Swoosh,  and  a 
bureaucrat  decides  his  state  program 
would  be  wildly  promoted  if  it  used 
the  same  mark." 

For  many  corporations,  one  of  the 
most  frightening  implications  of  Col- 
lege Savings  Bank  is  that  the  ruling 
could  give  state  universities  a  big  ad- 
vantage in  the  race  to  patent  new 
technologies.  Over  the  past  few  years, 
state  and  private  schools  alike  have 
started  to  recognize  that  they  produce 
a  treasure  trove  of 
valuable  research  and 
have  begun  to  move 
aggressively  into  the 
business  of  selling  it 
(chart).  That  often 
puts  the  universities 
in  direct  competition 
with  some  companies. 
Over  the  past  year, 
for  example,  Florida 
State  University  has 
taken  in  $51  million 
from  patents  on  the 
manufacture  of  the 
anticancer  drug  Taxol. 


The  fact  that  state  schools  are 
ginning  to  milk  serious  money  out 
their  patent  portfolios  is  a  healthy 
trend.  However,  as  the  profit  flow 
creases,  schools  are  inevitably  g 
ing  to  clash  more  frequently 
with  companies.  A 
^^«r    fierce  battle  is  now 
br    raging,  for  example 
Kr~    between  Genentech 
*  Inc.  and  the  Univers 

ty  of  California,  which 
claims  the  biotech  firm 
fringed  on  its  growth-hor- 
mone patents.  While  there's 
nothing  wrong  with  state  uni 
versities  suing  companies  to  pr 
tect  their  commercial  rights, 
W  the  College  Savings  Bank 

"w^^^      decision  unfairly  prevent 
companies  from  fighting 
-^fl       j^^>    back.  It  also,  for  no  goo 

reason,  treats  state 

^^^^^     schools  differently  from 

private  institutions  such  at 

Stanford  and  Columbia — whic 

are  still  fully  subject  to  intellectual 

property  laws. 

"MAKES  NO  SENSE."  That  lack  of  log 
outrages  many  patent  specialists 
"The  decision  makes  no  sense,"  say 
University  of  Michigan  Law  School 
Professor  Rebecca  S.  Eisenberg.  Sh 
asserts  that  it  springs  from  "a 
bizarre  states'  rights  agenda  that  re 
ally  has  nothing  to  do  with  intellect 
al  property." 

Unfathomable  as  College  Savings 
Bank  may  be,  however,  it  is  no  mer 
lower-court  decision  that  a  sensible 
appeals  court  can  overturn.  Because 
of  the  Supreme  Court's  role  as  the  1 
nal  arbiter  in  America's  political  bal 
ance  of  power,  the  decision  is  now  a 
bedrock  precedent  that  even  Con- 
gress can't  entirely  undo.  In  a  dra- 
matic oral  dissent  delivered  immedi- 
ately after  the  majority  on  the  court 
announced  the  decision,  Justice  John 
Paul  Stevens  likened  the  court's  nev 
ideology  on  state  sovereignty  to  a 
"mindless  dragon"  chewing  holes  in 
existing  law.  That  dragon  just  took 
big  bite  out  of  the  property  rights  o 
Corporate  America. 


Legal  Affairs  Editor  France  fol- 
lows patent  law  from  New  York. 
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When  powering  H 

your  Net,  keep  in  mind  that  our  servers 
work  way  harder  than  their  servers.  Slackers. 

You  grow.  Your  needs  grow.  Suddenly,  your  servers  seem  a 

little  lacking  in  the  skills  department.  Buying  more  could  just 

lead  to  manageability  issues  that  make  things  worse.  Well,  maybe 

what  you  need  isn't  more  servers,  but  servers  that  do  more.  Enter  Sun. 

With  a  complete  line  of  spunky  workgroup,  mid-range  and  high-end  servers. 

we  offer  power  galore  and  scalability  at  every  level.  Our  mighty  Starfire"  has 

mainframe-class  domain  partitioning  to  manage  independent  jobs  and  tasks. 

It  is  also  scalable  to  64  processors  and  has  60  TB  of  storage.  And  since  all  of  our 

servers  run  on  our  Solaris"  Operating  Environment,  performance  and  growth 

will  never  be  restrained.  In  the  end,  you  buy  less  hardware,  use  less  space, 

have  less  stuff  to  manage  and  — oh,  yeah  — save  money,  too.  If  this  all 

seems  to  make  those  other  servers  look  a  little  weak  in  the  talent 

department,  well,  that's  purely  intentional.  Eor  help  with  server 

consolidation,  planning,  implementation  and  training, 

call  us  at  800-SUN  FIND  or  visit  wwwsun.com. 


THE  NETWORK  IS  THE  COMPUTER. 


# 


Sun 

microsystems 


We're  the  d»t  in  .com" 


wwwsun.com 


Carly  Fiorina  has  a  silver  tongue  and  an  iron 
will.  When  the  44-year-old  was  considering  the 
CEO  post  at  Hewlett-Packard  Co.,  she  met  board 
member  Richard  A.  Hackborn  for  lunch  at  the 
Gaslight  Club  in  Chicago's  O'Hare  airport.  Hack- 
born,  who  had  built  hp's  printer  business  into  a 
gold  mine  in  the  1980s,  had  decided  to  leave 
HP's  board  to  devote  his  time  to  charity  work. 
But  over  salads  and  "what  felt  like  10  gallons"  of  iced  tea, 
Fiorina  persuaded  him  not  only  to  reconsider  but  also  to 
step  up  as  chairman.  "You  can't  tell  me  there's  a  better  per- 
son for  the  job,"  she  told  Hackborn  as  Gaslight's  waitresses, 
clad  in  skimpy  uniforms  and  fishnet  stockings,  made  their 
rounds.  Over  the  course  of  three  hours,  Hackborn  agreed. 
"And  no,  I  did  not  put  on  fishnet  stockings,"  Fiorina  says  with 
a  laugh.  "Don't  even  go  there." 

It  will  take  all  of  the  charm  and  mettle  Fiorina  trotted  out 
that  afternoon  to  get  her  where  she  wants  to  go  at  hp.  On 
July  19,  the  granddaddy  of  Silicon  Valley  announced  that 
Fiorina  would  become  its  new  chief  executive,  making  her  the 
first  woman  to  head  a  Dow  30  company — and  the  first 

outsider  to 

take      the 

reins  of  the 

venerable 

computer 

giant.  Indeed,  in  HP's  60-year  history,  this  is  the  first  time  it 

has  reached  beyond  its  homegrown  troops  for  any  of  the 

top  jobs  at  the  company,  let  alone  Numero  Uno. 

But  then,  these  Internet  times  are  anything  but  business  as 
usual.  With  rivals  ibm  and  Sun  Microsystems  leading  the  E- 
business  revolution,  HP  has  seemed  little  more  than  part  of 
the  clueless  Establishment.  That's  why  the  company  has 
gone  to  the  outside  for  a  fresh  face  and  a  fresh  approach.  Fio- 
rina's challenge  is  a  ticklish  one.  In  the  coming  months,  she 
must  strike  a  delicate  balance  between  propelling  HP's  stodgy 


Cover  Story 


being  promoted  to  president  of  Lucent's  $19  billion  glot 
vice-provider  business,  she  helped  to  turbocharge 
development  by  the  long-coddled  Bell  Labs  engineer.-^ 
has  it  all,"  crows  Vodafone  AirTouch  plc  Chairmaij 
Ginn,  an  HP  director  who  headed  the  search  committe 

Now,  Fiorina  is  going  to  try  to  do  it  all  over  again. f 
extensive  business  week  interview  just  one  day  after 
nouncement,  she  mapped  out  a  set  of  priorities  for  herse 
One  is  to  craft  a  compelling  vision  of  HP  as  an  Interne! 
pany  that  can  stitch  together  a  vast  range  of  prodj 
from  $25  inkjet  cartridges  to  $1  million  supercomputer! 
any  customer  that  has  to  compete  in  the  online  and 
worlds.  "Customers  need  a  sense  of  how  HP's  broad 
portfolio  translates  into  real  advantages  for  them,"  she 
"We  haven't  given  them  that  yet." 
LONG  DROUGHT.  Jump-starting  HP's  innovation  machl 
tops  on  her  list,  too.  HP  hasn't  had  a  mega-breakth| 
product  since  the  inkjet  printer  was  introduced  in  198 
til  recently,  even  its  record  on  shipping  new  versions  I 
computer  servers  has  trailed  rivals.  "It's  not  rocket  sj 
that  we  need  to  be  innovating  at  a  rapid  rate,"  FiorujE 
Then  there's  the  problem  of  HP's  staid  brand.  While  sj 
mous  with  quality,  "we  have  to  make  sure  it  represenj 
next  century  rather  than  the  last  one,"  she  says. 

And,  unlike  her  predecessors,  Fiorina  must  recall 
HP's  vaunted  culture,  dubbed  the  "HP  Way."  Founder| 
Hewlett  and  David  Packard  were  renowned  for  empha 
teamwork  and  respect  for  co-workers.  But  in  recent 
that  has  translated  into  a  bureaucratic,  consensus-style  c\ 
that  is  at  a  sharp  disadvantage  in  the  Net-speed  era. 
have  this  ready,  aim-aim-aim,  fire  culture,"  says  Bain 
consultant  Vernon  E.  Altman,  who  has  worked  wit| 
"These  days,  it  has  to  be  aim,  fire,  re-aim,  re-fire."  Disj 
of  the  bad  habits  while  retaining  the  good  shouldn't 
problem,  says  Fiorina,  who  plans  to  use  a  scalpel  and  I 
machete.  "Our  people  are  very  proud  and  smart.  So,  firsi 


Carly  Fiorina's  challenge 
will  be  to  propel  staid 
Hewlett-Packard  into  the 
Internet  Age  without 
sacrificing  the  very  things 
that  have  made  it  great 

culture  out  of  its  moribund  ways  and  into  the  high-speed  Net 
Age  while  not  losing  the  elements  that  have  made  the  com- 
pany an  American  icon — its  deep  engineering  roots  and  its 
good,  old-fashioned  dependability.  "Some  might  say  we're 
stodgy,  but  no  one  would  say  this  company  doesn't  have  a 
shining  soul,"  Fiorina  says. 

The  star  executive  from  Lucent  Technologies  Inc.  may  be 
just  the  person  to  bring  out  the  best,  again,  at  HP.  Just  as  the 
computer  giant  needs  to  shed  its  lumbering  ways,  so  too 
did  Lucent — AT&T's  slow-moving  communications-equipment 
business.  Fiorina  managed  the  highly  successful  spin-off  of  Lu- 
cent in  1996.  She  then  launched  a  bold,  $90  million  brand- 
building  campaign  that  helped  transform  the  company  from  a 
humdrum  maker  of  phone  equipment  into  an  Internet  player 
supplying  the  gear  for  the  New  Economy.  And  in  1998,  after 


reinforce  the  things  that  work,"  she  says,  "and  then  appej 
their  brains  to  address  what  doesn't." 

Can  Fiorina,  a  medieval-history  and  philosophy  major, 
at  this  storied  engineering  company?  HP's  search  comr 
members  say  there  isn't  a  better  fit.  The  leaders — Ginn, 
born,  and  current  ceo  Lewis  E.  Piatt — came  by  their  dec] 
after  each  one  detailed  20  qualities  they  would  like  to  see 
new  ceo.  Then  they  boiled  it  down  to  four  essential  criteria 
played  to  Fiorina's  strengths:  the  ability  to  conceptualize 
communicate  sweeping  strategies,  the  operations  savvy 
liver  on  quarterly  financial  goals,  the  power  to  bring  urgenl 
an  organization,  and  the  management  skills  to  drive  a  nal 
Net  vision  throughout  the  company.  Ginn  says  the  commj 
looked  at  300  potential  candidates,  four  of  whom  "would 
been  excellent  ceos.  Ginn  savs  the  committee  looked  at  3C 
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MAKING  A  NEW  HP  WAY 


STRATEGY 


PROBLEM  HP  remains  the  printer 
king  and  is  growing  fast  in  PCs,  but  it 
almost  forgot  the  Net. 

PLAN  On  May  18,  it  announced  its  E- 
services  Net  strategy.  This  pulls 
together  technologies  so  corporations 
can  quickly  add  new  services  on  the 
fly.  HP  has  begun  to  sell  online  and 
intends  to  grow  its  services  business 
as  a  way  of  boosting  box  sales. 


LEADERSHIP 


PROBLEM  Outgoing  CEO  Lewis  Piatt 
largely  let  HP  run  without  setting  a 
clear  direction,  say  critics.  And  insid- 
ers say  he  should  have  milked  old-line 
businesses  to  invest  more  heavily  in 
the  Net  and  digital  photography. 

PLAN  Once  Piatt  has  completed  the 
spin-off  of  HP's  measurement  business, 
Fiorina  plans  to  drive  synergies  in  the 
remaining  printer  and  computing  units. 


INNOVATION 


PROBLEM  HP  built  its  reput 
inventing  groundbreaking  pro 
the  inkjet  printer  in  1984  w 
one.  Since  then,  most  of  HP' 
has  been  in  PCs  and  printers 
cutting  costs  is  as  important 
ting-edge  engineers.  Meanwh 
promising  Net  technologies  v\ 
away  in  HP  Labs. 


GRADE  E-services  is  a  compelling 
approach  that  has  struck  a  chord 

8        with  many  Net  players.  And 
^L.  Carly  Fiorina's  expertise  in 
"f    communications  is  the  per- 
fect complement.  There's  just  one 
snag:  HP  is  three  years  behind 
rivals  IBM  and  Sun  in  the 
E-business  market. 


GRADE  Fiorina  is  the  charismatic, 
m      brand-conscious  leader  that 
#|       Piatt  wasn't.  She  learned  at 
JMi      Lucent  how  to  turn  a  stodgy 
business  into  a  Net  Age  one.  And 
incoming  HP  Chairman  Richard  Hack- 
born  is  revered  as  the  keeper  of  the 
HP  Way.  The  combination  could  be 
dynamic. 


PLAN  Fiorina  intends  to  spee 
nology  transfer  from  HP  Labs 
plans  new  business  models,  v\ 
instead  of  being  paid  for  its  g 
takes  a  percentage  of  E-comrr 
enues  made  by  its  customers 


iraou 


E  5Dllt 


IMi 


uy, 


GRADE  The  new  models  are 

Cof  risk-taking  HP  nee  | 
^L_  tney  are  no  replacem 
Tr    product  breakthrough 
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tential  candidates,  four  of  whom  "would  have  been  excellent 
ceos."  Included  in  the  finalists  was  Ann  Livermore,  HP's  en- 
terprise computing  chief.  "But  Carry  was  the  best,"  says  Ginn. 
"We  see  her  being  hp's  ceo  for  a  very  long  time." 

That  Fiorina  made  it  into  the  corporate  world  at  all  is  a 
small  miracle.  Her  father  was  a  law  professor  who  moved  so  of- 
ten that  Carly  went  to  five  different  high  schools.  She  was  ex- 
tremely close  to  her  mother,  a  painter  who  passed  away  last 

December.  After  grad- 
uating from  Stanford 
University  with  a  ba 
degree,  Carly  went  to 
the  University  of  California  at  Los  Angeles'  law  school  to  fol- 
low in  her  father's  footsteps.  But  after  a  semester,  she  realized 
she  hated  law.  Although  she  says  that  telling  her  father  she 
was  leaving  UCLA  was  one  of  the  hardest  things  she  ever  had 
to  do,  it  gave  her  a  sense  of  freedom  to  do  whatever  she 
wanted  with  her  life. 

personal  TOUCH.  She  took  full  advantage  at  at&t.  After  Fio- 
rina started  out  in  the  core  long-distance  business,  she  made 
what  many  thought  was  a  career-killing  jump  to  the  Network 
Systems  group,  the  sleepy  telephone-equipment  manufacturing 
business.  "It  wasn't  the  choice  most  people  made."  says  Daniel 
C.  Stanzione,  Lucent's  co-chief  operating  officer.  But  "she's 
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comfortable  in  uncomfortable  situations."  Indeed,  she  thr 
She  became  the  company's  first  female  officer  at  35  and 
heading  the  North  American  operations  at  40. 

As  a  leader,  she  has  a  personal  touch  that  inspire!  | 
tense  loyalty.  She's  known  for  giving  balloons  and  flowe  Sate 
employees  who  land  big  contracts.  When  Lucent  was  spu 
from  AT&T  in  early  1996,  Fiorina  stayed  up  all  night 
Comptroller  Jim  Lusk  and  other  employees  to  make  surf  ltri« 
prospectus  for  the  stock  offering  was  perfect.  And  it's  not 
business:  When  the  wife  of  a  senior  Lucent  executive  fe    m\ 
recently,  Fiorina  helped  make  sure  he  got  medical  advice,    fttie 
tors,  and  emotional  support.  "I  think  the  world  of  C   kFj 
She's  a  great  leader,"  says  Nina  Aversano,  president  of  N  tk 
America  for  Lucent's  global  service-provider  business. 

Fiorina  not  only  brings  leadership  to  HP  but  also  ss  tew 
marketing  and  sales  techniques.  Her  coddling  of  customei  &: 
Lucent  is  legendary.  In  early  1998,  Bell  Atlantic  Corp.  w  I 
ed  to  Cut  down  the  amount  of  time  it  took  to  order  telepl  m 
equipment,  including  the  digital  switching  gear  that  roi  m 
voice  and  data  calls  around  the  country.  While  the  pro 
used  to  take  nine  months,  Fiorina  rallied  her  troops    \, 
whittled  the  time  for  critical  orders  down  to  three  mon  • 
"She  stepped  in  and  made  sure  it  got  done,"  says  Paul  A 
couture,  group  president  for  network  services  at  Bell  Atlai  )t 


HP  has  struggled  to  get  a 
nnce  between  decentralization 
i  control.  Its  history  of  giving 
roduct  groups  autonomy 
mtifully  in  simpler  times  but 
Dbstacle  when  HP  tried  to 
er  an  overall  Net  strategy. 

ides  splitting  off  the  test-and- 
;nt  unit,  HP  seems  to  have 
lie  ground:  It  has  given  CEO- 
to  four  divisional  CEOs,  who 
jthonty  over  the  130  fiefdoms. 

us  approach  will  help  HP 
lit  together  a  Net  strategy, 
hile  also  keeping  its  entre- 
'eneurial  bent.  There's  more 
'ever,  like  merging  the  inkjet 
^printer  divisions  into  one 
ging  push. 


PROBLEM  HP's  balkanized  approach 
of  hawking  stand-alone  products  does 
not  fly  in  the  Internet  Age.  Customers 
want  a  vision  of  a  future  and  integrat- 
ed suites  of  products  to  solve  particu- 
lar needs,  like  E-commerce. 

PLAN  HP  is  already  planning  its 
biggest-ever  corporate-level  branding 
effort,  to  be  rolled  out  early  next  year. 
And  Fiorina  will  build  on  that  by  mak- 
ing marketing  a  top  priority. 

GRADE  The  E-services  marketing  cam- 

Cpaign  is  an  improvement,  but 
HP  needs  to  boost  spending 
and  name  a  chief  marketing 
officer.  And  the  branding  campaign 
won't  roll  out  until  next  year.  That's  too 
long  if  HP  wants  to  spiff  up  its  stodgy 
image. 


PROBLEM  HP's  turnover  is  one-third 
that  of  the  rest  of  Silicon  Valley,  but  it 
may  not  be  keeping  the  right  folks. 
Insiders  worry  that  it's  losing  top  talent 
due  to  its  old  pay  practices  and  is  dan- 
gerously dominated  by  lifers  attracted 
by  HP's  safe,  paternalistic  ways. 

PLAN  HP  is  filling  key  positions  from 
outside  and  is  considering  an  expan- 
sion of  a  pay-for-performance  policy 
that  was  introduced  this  year  for  90 
top  executives. 

GRADE  HPers  have  a  long  history  of 

B     rallying  when  given  clear 
marching  orders — and  are 
starting  to  respond  again. 
Still,  HP  should  move  faster  to  update 
compensation  practices  with  more 
stock  options. 


)rina  also  understands  that  what  customers  need  is  not 
•s  what  they  ask  for.  For  example,  when  one  large  tele- 
jjimpany  requested  a  switch  for  their  wireless  business, 
■  pressed  its  executives  to  tell  her  w'hy.  Once  she  got  a 
xplanation,  she  realized  that  Lucent  could  supply  them 
a  switch  that  could  handle  wireless  and  long-distance 
-c — for  the  same  piice  as  the  oiiginal  request.  "She  nev- 
st  tries  to  sell  a  customer  a  box,"  says  Aversano.  "I  re- 
fer we  were  talking  with  the  chairman  of  a  major  In- 
•t  company  and  she  asked,  'What  keeps  you  up  at  night?' 
's  the  attitude  that  she  has." 

hile  Fiorina  brings  the  right  attitude  to  HP,  the  company 
Ear  from  floundering  before  she  arrived.  Since  the  Mai-.  2 
uncement  that  Piatt  would  step  aside  to  make  way  for  a 
cement,  the  company  has  been  on  a  rip  reminiscent  of  its 
lanl  charging  ways.  On  that  day,  Piatt  announced  the 
any  would  spin  off  its  $8  billion  test-and-measurement  di- 
ll, which  had  little  to  do  with  its  Easter-growing  computer 

irinter  businesses.  I'latt  also  set  out  to  make  the  company 

nimble  by  giving  CEO-like  authority  to  four  divisional 

And  a  grassroots  movement  by  a  group  of  maverick  en- 

3"8  and  marketers  has  sprung  up  in  the  high-end  comput- 

init  that  promises  to  catapult  HP  into  the  Internet  fray. 

ie  computer  giant  already  is  reaping  rewards.  Thanks  to  a 


slate  of  new  products  and  recovering  sales  in  Asia,  growth  is 
expected  to  return  to  13%  in  the  second  half  of  the  year,  up 
from  2%  in  the  first  half  of  1999.  And  HP  is  gaining  share  in 
some  key  markets.  In  the  sale  of  inkjet  printers  favored  by 
consumers,  HP  enjoys  a  42.4%  share,  including  a  fast-growing 
piece  of  the  sub-$150  printer  market,  just  six  months  after  its 
entry  into  that  segment.  And  its  $10  billion  PC  unit  is  expected 
to  post  30%-plus  unit  growth  and  healthy  profits  in  the  second 
quarter — even  as  Compaq  Computer  Corp.  and  IBM  suffer 
losses.  All  that  has  helped  HP's  once-depressed  stock  to  surge 
62%  since  the  beginning  of  the  year,  to  $111.  "We're  putting  up 
some  of  the  best  profit  margins  in  a  decade."  says  Piatt.  "And 
our  growth  opportunities  are  as  good  as  they've  ever  been." 
BLOATED  BUREAUCRACY.  That's  a  far  cry  from  HP's  prospects 
just  six  months  ago.  The  company  had  been  through  two 
years  of  falling  sales  and  inconsistent  profits  brought  on  by 
the  Asian  flu,  plummeting  computer  prices,  and  painful  prod- 
uct delays.  Quarterly  growth  ground  nearly  to  a  halt,  mea- 
suring less  than  '■>'<  year-over-year  from  mid-1998  OIL 

To  understand  the  issues  Fiorina  will  have  to  grapple  with, 
rewind  the  clock  to  the  halcyon  days  of  the  mid-1990s.  Through- 
out the  decade,  HP  had  been  on  a  tear.  The  company's  booming 
success  in  printers  and  PCS  was  driving  sales  from  $1&2  billion 
in  1990  to  $38.42  billion  in  VM\.  with  profits  more  than  keeping 
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pace.  But  problems  were  developing.  With  130  different  prod- 
uct groups,  the  bureaucracy  was  becoming  overwhelming.  One 
example:  When  four  managers  from  retailer  Best  Buy  Co. 
wanted  some  computer  products,  50  HP  employees  showed  up 
to  push  their  units'  wares,  says  a  former  executive.  "I  left  HP 
because  I  did  not  want  to  spend  80%  of  my  time  managing  in- 
ternal bureaucracy  anymore,"  says  Packard  Beil  NEC  Inc.  Vice- 
President  Jeffrey  L.  Cooke,  who  says  he  once  had  to  clear  an 

operational  change 
with  37  different  inter- 
nal committees. 

HP's  culture  also  be- 
gan to  crimp  innovation.  Managers  often  were  reluctant  to 
invest  in  new  ideas  for  fear  of  missing  then1  quarterly  goals.  In 
1993,  researcher  Ira  P.  Goldstein  showed  Piatt  a  prototype 
Web  browser — two  years  before  Netscape  Communications 
Corp.  became  the  first  Internet  superstar  with  its  Navigator 
browser.  But  after  an  enthused  Piatt  told  Goldstein  to  run  it  by 
the  company's  computer  division,  his  browser  died  an  igno- 
minious death.  "They  just  couldn't  see  how  it  would  help  them 
sell  more  computers,"  Goldstein  recalls. 

And  Piatt,  a  33-year  veteran,  found  it  difficult  to  counteract 
the  malaise.  Despite  the  lack  of  new  products,  he  issued  no  in- 
spiring call  to  arms.  Instead,  he  continued  to  focus  on  the 
softer  side  of  the  hp  Way.  During 
the  mid-90s,  his  personal  hoshins — 
Japanese  for  stretch  goals — includ- 
ed promoting  diversity  in  the  work- 
place and  a  more  humane  balance 
of  work  and  personal  life  for  hp 
employees.  That  might  have  been  a 
noble  goal,  but  it  did  little  to  crank 
the  company  up  to  Net  speed.  "I 
think  people  at  IBM  work  just  as 
hard  as  HPers,  but  [ibm  ceo  Louis 
V.]  Gerstner  isn't  running  around 
talking  about  work/life  balance," 
says  one  former  HPer  now  at  IBM. 
"It  was  like  our  own  chairman  did- 
n't realize  how  tough  it  was  out 
there."  Piatt  fumes  at  such  a  notion. 
"I  don't  see  these  so-called  soft  is- 
sues at  odds  with  the  tough  busi- 
ness environment  we're  in  today," 
he  says.  "Anyone  who  calls  this 
stuff  soft  is  soft  himself.  These  are  major  issues  for  all  ceos." 
Indeed,  Piatt's  focus  on  hiring  women  paved  the  way  for  Fio- 
rina and  other  women  to  reach  top  management  at  HP. 
"CHESS  GUY."  By  late  1997,  employees  were  crying  out  for 
stronger  direction.  That  December,  a  poll  of  the  300  top 
staffers  revealed  that  HP's  workers  thought  the  company 
needed  an  infusion  of  new  thinking  and  more  customer  focus. 
Stunned,  Piatt  tried  to  take  action,  say  insiders.  At  the  annual 
general  managers  meeting  in  January,  1998,  Piatt  lambasted 
managers  about  the  need  to  be  more  creative.  But  the  speech 
backfired.  Rather  than  being  energized  by  Piatt's  talk,  many 
executives  grumbled  that  Piatt  was  asking  them  to  fix  HP's 
ailments  when  he  was  the  problem.  What  they  needed  was 
decisive  leadership.  Says  a  consultant  who  worked  with  Piatt 
at  the  time:  "Lew  is  a  man  of  great  integrity,  but  he  seemed 
like  a  chess  guy  in  a  video-game  world." 

By  last  summer,  with  revenue  growth  slowing  to  low  sin- 
gle-digits, Piatt  began  to  make  dramatic  changes.  He  hired 
McKinsey  &  Co.  to  explore  a  variety  of  radical  restructur- 
ings— ultimately  deciding  to  spin  off  the  test-and-measure- 
ment  unit.  Even  more  important,  Piatt  put  his  own  job  on 
the  line:  He  wanted  the  board  to  consider  hiring  a  new  CEO. 
The  board  took  him  up  on  the  idea,  leading  to  Fiorina's  hiring. 

Piatt's  moves  have  clearly  paid  off.  In  recent  months,  HP 


CARA  CARLET0N  S.  FIORINA 


BORN  Sept.  6,  1954. 


EDUCATION  BA  in  medieval  history  and  philosopl 
from  Stanford  University  in  1976.  MBA  in  market] 
from  University  of  Maryland  in  1980. 

CAREER  HIGHLIGHTS  Helped  manage  Lucent's 
spin-off  from  AT&T  in  1996,  overseeing  the  cor 
pany's  initial  public  offering  as  well  as  the  flash] 
marketing  campaign  that  positioned  Lucent  as 
Net  company.  In  1998,  she  became  president  c] 
Lucent's  global  service-provider  business,  the  $f 
billion  unit  that  sells  equipment  to  the  world's 
largest  telephone  companies. 

WHAT  SHE  WAS  KNOWN  FOR  AT  LUCENT  Her 

long  work  hours  and  her  thank  yous.  When  employe! 
landed  a  significant  contract,  she  often  celebrated  h] 
giving  them  balloons,  flowers,  and  other  gifts. 

WHAT  KIND  OF  NAME  IS  CARLETON  In  the  C 

War,  Fiorina's  father's  family  lost  all  the  men 

named  Carleton.  In  remer 
brance,  each  descendant 
the  Sneed  family  names 
either  a  son  Carleton  or  a 
daughter  Cara  Carleton.  Ci 
ly  is  the  ninth  Cara  Carlebj 
since  the  Civil  War. 

HARDEST  THINGS  SHE 
EVER  HAD  TO  DO  Leavin 
Lucent  was  most  difficult, 
close  second  was  telling  h 
father,  Joseph  Sneed,  a  fe 
eral  court  judge  and  law  p 
fessor,  that  she  was  drop- 
ping out  of  law  school  afte 
one  semester  at  UCLA. 
"He's  over  that  now,"  she 
says,  laughing. 

WHY  SHE  ALWAYS  LOOK 
SHARP  Two  words:  Giorgio 
Armani.  Fiorina  swears  by  the  Italian  designer.  Oth< 
favorites  include  Versace  and  Dolce  &  Gabbana 

WHAT  GETS  HER  UP  AROUND  4  A.M.  Working  oi 
and  feeding  wild  birds.  "It's  good  thinking  time," 
says  the  new  HP  CEO. 


OTHER  HOBBIES  She  and  her  husband,  Frank  Fioi 
na,  now  retired,  spend  lots  of  time  boating.  Even 
though  their  first  boat  lacked  sleeping  quarters,  the 
would  spend  weekends  sleeping  on  it.  Now,  their 
Alchemy,  a  52-foot  boat  with  proper  sleeping  space 
is  moored  in  Jersey  City. 


FAMILY  LIFE  Married  for  15  years,  she  has  two 
stepdaughters  and  a  three-year-old  granddaughter, 
Cara,  who  calls  her  C.C. 


WHOM  SHE  ADMIRES  MOST  Her  mother,  Madelor 
who  passed  away  in  December.  "She  was  the  stronge 
person  I've  ever  known.  She  had  an  unquenchable  zel 
for  life,"  Fiorina  says.  "She  worked  incredibly  hard  to| 
make  me  the  best  person  I  could  be." 
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We  created  the  pyramids. 


3M  Trizact 

Abrasives 


I  they  aren't  the  kind  you'd  find  in  Egypt!  Millions  of  identical 

toscopic  pyramids  make  up  3M,MTrizact,MAbrasives-a  new  class  ^ 

fficient  abrasives  that  are  a  leap  beyond  sandpaper.  Using  our  patented  process  6T 

roreplication,  Trizact  Abrasives  can  shape  parts  of  a  jet  engine  to  1/10,000  of  an  inch. 

find  new  ways  to  smooth  out  the  rough  spots  by  making  the  leap  JTOfTl  HCCCl  tO.., 


Innovation 

For  more  information,  call  1-800-742-9546  Internet:  http://www.3m.com/abrasives 
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HP'S  EXECUTIVE  BRANCH 


ANTONIO  PEREZ 


INKJET  IMAGING  CEO, 
$7.7  billion  in  sales. 
While  maintaining  HP's 
market-share  dominance, 
he's  intent  on  making  it  a 
digital  photography  leader 
as  well. 


ANN  LIVERMORE  CAROLYN  TICKNOR  DUANE  ZITZNER 


ENTERPRISE 
COMPUTING  CEO,  $13 

billion  in  sales.  As  key 
architect  of  its  E-services 
strategy,  she  emerged  as 
HP's  top  internal 
candidate  for  CEO. 


LASERJET  IMAGING 

CEO,  $9.2  billion  in  sales. 
A  take-no-prisoners 
operations  whiz,  she  wants 
to  pioneer  E-publishing — 
the  ability  to  manipulate 
images  in  cyberspace. 


PCs  CEO,  $9.9  billion 
sales.  HypercompetitiveJ 
his  manic  focus  on 
execution  has  enabled  H 
to  avoid  the  big  PC  loss 
suffered  by  other  top  PCl 
makers. 
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has  gotten  its  act  together,  pumping  out  products  and  keep- 
ing costs  down,  while  devising  the  first  glimpses  of  a  bold  In- 
ternet strategy.  In  Piatt's  last  days,  he  can  bask  in  the 
marked  improvements.  But  so,  too,  can  a  band  of  mavericks 
who  decided  they  would  push  change  up  from  the  bottom. 

It  started  in  April,  1998,  when  Ann  M.  Livermore,  then 
head  of  software  and  support,  joined  with  Unix  computer  chief 
William  V.  Russell  to  explore  a  Net  strategy  for  HP.  By  the  end 

of  a  powwow  between 
their  highly  indepen- 
dent groups,  Livermore 
and  Russell  had  agreed 
to  cooperate  to  commercialize  a  host  of  Web  technologies.  "This 
was  a  big  deal — like  bringing  two  armies  together,"  says 
Nicholas  J.  Earle,  chief  marketing  officer  for  HP's  Enterprise 
Computing  Solutions  Div.  "The  Net  became  the  great  unifier." 
In  September,  Livermore  and  other  execs  worked  to  figure 
out  how  to  turn  HP's  gaggle  of  more  than  20  stand-alone 
products  into  compelling  wares  for  the  Web.  They  pack- 
aged computers  and  software  from  the  two  divisions  into  sim- 
ple, problem-solving  packages  for  buyers,  such  as  technology 
for  helping  small  companies  set  up  shop  on  the  Web.  Bol- 
stered    by     this 


progress,  Russell 
and  Livermore 
took  a  radical  step: 
They  asked  Piatt 
to  merge  their  or- 
ganizations— and 
pledged  their  sup- 
port regardless  of 
who  got  the  top 
job.  "We  said  com- 
bine our  divisions, 
and  do  it  now," 
says  Russell,  who 
agreed  to  be  Liv- 
ermore's    second- 


PROFITS  MAY 
REBOUND... 


in-command  when  Piatt  0.  K.'d  the  merger  on  Oc 
Livermore  appointed  Earle  to  pull  together  a  stn 
and  marketing  plan — within  three  months.  Says  Livermo) 
told  him  I  wanted  to  get  at  least  three  complaints  a 
about  him.  I  wanted  him  to  push  too  hard." 
WINGING  IT.  The  charismatic  Brit  did  not  disappoint. 
Nov.  12  meeting  of  Livermore's  new  Enterprise  Sol 
unit,  Earle  laid  down  the  new,  not-so-democratic  rul 
the  course  of  a  four-hour  presentation.  "One  of  the  Si 
cows  we  killed  was  every  individual's  ability  to  influencl 
cisions,"  says  Earle.  And  on  Feb.  3,  before  HP's  exec 
committee  had  given  the  thumbs  up,  Earle  told  Wall  S 
analysts  of  the  Net  push — and  of  an  accompanying  $100 
lion  marketing  campaign.  Back  at  the  office,  Russell  a 
him,  "Where'd  you  get  the  $100  million?"  Earle's  respon; 
haven't  yet."  Russell  figures  Earle's  gambit  eliminate! 
months  of  internal  debate.  Says  Earle:  "hp  was  like  a  he 
46,000  wildebeest.  Everyone  knows  we're  there,  but  we 
just  meandering  around.  I  wanted  to  cause  a  stampe 
and  then  figure  out  where  we're  going." 

If  Earle  was  fast  earning  a  reputation  as  HP's  top  v. 

maker,  Livermore  backed  him  up  all  the  way.  She  persu 

Piatt  to  let  he 


...AND  SALES 
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duce  her  near- 
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rding  to  the  record  books,  the  world's  largest  generators  develop  1,450 
watts  of  electricity,  enough  to  run  a  small  city.  And  yet,  without  the  latest 
ol  systems  to  watch  over  them,  they  would  not  be  intelligent  enough  to  deliver 
power  effectively.  This  is  not  unusual.  As  advances  in  technology  make  possible 
comfortable  homes  and  working  environments,  and  hold  out  the  promise  of  even 
efficient  manufacturing  processes,  so  the  effective  control  of  such  automation 
ims  becomes  even  more  critical.  At  Invensys,  with  a  current  market  value  of 
$19  billion,  we're  already  a  world  leader  in  intelligent  automation  and  controls, 
could  say  that  we're  the  brains  behind  the  muscle  that  powers  the  world. 


invensys 


TELLIGENT     AUTOMATION     •     DRIVE     SYSTEMS     •     POWER     SYSTEMS     •     CONTROLS 


/»  pic,  Cards!*  Place,  London  SW1P  1BX,  United  Kingdom.  Telephone:  +44  (0)  171  834  3848.  iwww.inwensyi.com    Market  value  at  close  of  trading  on  2  July  1339. 
e  quoted  at  US$1  57:£1. 


LEADERSHIP  OVER  THE  YEARS 


DAVID  PACKARD  &  BILL  HEWLETT 


1938-1978  "Bill  and  Dave"  set  up  shop  in  a  tiny  Palo 
Alto  (Calif.)  garage  in  1938 — and  built  a  company  that 
became  the  model  for  thousands  of  subsequent  Silicon 
Valley  startups.  With  equal  parts  technical  and  business 
genius,  they  created  an  informal,  egalitarian  culture 
where  brilliant  engineers  could  shine. 


of  10  deals  since  February.  "They  were  wanting  to  move  a 
mountain  in  a  hurry,"  says  Security  First  Executive  Vice- 
President  Charles  W.  Ogilvie  III,  who  signed  an  equity  deal 
with  Livermore  in  less  than  two  weeks. 

What's  more,  Livermore  wasn't  just  looking  to  play  catch- 
up but  to  forge  entirely  new  ways  of  making  money  on  the 
Web.  Rather  than  get  paid  for  computers,  hp  would  give 
away  gear  for  next  to  nothing  in  exchange  for  a  cut  on  cus- 
tomers' future  Net-re- 
lated revenues.  While 
it's  a  risky  plan,  hp 
has  earned  kudos  for 
taking  bold  steps.  "Unlike  Sun  or  IBM,  HP  wants  to  participate 
in  our  business  rather  than  just  be  a  supplier,"  says  Gadi 
Maier,  ceo  of  the  Internet  Travel  Network,  an  E-commerce 
site.  "This  is  much  more  than  just  HP's  attempt  to  get  on  the 
Internet  bandwagon." 

YAHOO!  DEAL.  Indeed,  HP  is  quickly  developing  into  a  credible 
competitor  in  cyberspace,  say  analysts.  Yahoo!  Inc.,  which  was 
unimpressed  when  it  first  heard  HP's  E-services  pitch,  is 
about  to  announce  a  deal  to  use  HP  technology  to  help  cor- 
porations build  their  own  portals,  says  an  HP  insider.  Yahoo! 
Vice-President  Ellen  Siminoff  says,  "they're  really  trying  to 
turn  themselves  into  an  Internet  company,  and  they're  mak- 
ing good  progress." 

The  six-month  flurry  has  been  an  elixir  at  HP,  but  it's 
barely  a  drop  toward  achieving  Fiorina's  top  goals.  Now  she 
must  take  the  break-the-mold  spirit  in  Livermore's  group 
and  infuse  it  throughout  HP's  mammoth  organization  of  123,000 
people.  One  way  is  to  tackle  outdated  compensation  practices. 
Employees  receive  salary,  bonuses,  and  small  profit-sharing 
checks  twice  a  year — but  almost  no  stock  options.  Just  as  Fio- 
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1992-1999  A  well-liked  engineer  w 
joined  HP  in  1966,  he  was  an  opera 
tions  expert  and  devoted  practitioner 
the  HP  Way — perfect  qualifications  t 
oversee  HP's  growth  in  the  mid-199( 
But  when  PC  prices  and  Asian  sales 
tanked  in  1997,  HP  wasn't  preparec 
for  the  next  big  wave:  the  Internet. 


CARLY  FIORINA 


1999  She  helped  turn  Lucent  Tech- 
nologies from  a  stodgy  maker  of  tele 
com  equipment  into  a  high-flying  Ne' 
stock — exactly  the  task  at  hand  at  Hi 
Known  for  her  brand-building  and  le 
ership  skills,  she  joins  HP  when  it  h; 
a  head  of  steam  in  its  main  markets 
well  as  a  new  direction  for  the  Net. 


rina's  HP  compensation  package  is  based  almost  entire 
stock  and  options,  experts  say  hp  needs  to  move  in  th 
rection  companywide.  "It's  an  area  I'm  looking  at  as 
priority,"  Fiorina  says. 

HP's  services  business  could  use  some  beefing  up,  to 
companies  scramble  to  reengineer  their  operations  to  tal 
vantage  of  the  Net,  they  are  turning  to  big  compank 
new  gear  and  consulting  help.  IBM,  for  one,  has  been  ca 
in:  Its  Global  Services  unit  jumped  from  revenues  c 
billion  in  1996  to  $23.4  billion  last  year.  To  get  into  the 
ballpark  with  ibm,  which  has  130,000  consultants  to 
24,000,  analysts  think  Fiorina  will  seek  a  big  acquisit 
maybe  even  a  giant  like  Electronic  Data  Systems  Corp, 
Judith  S.  Hurwitz,  president  of  consultancy  Hurwitz  G 
"You  will  start  to  see  acquisitions.  It's  what  HP  has  to 

Then  there's  the  task  of  getting  even  more  out  oi 
printer  business.  With  its  market  dominance,  HP  has  a  c 
to  become  a  leader  in  so-called  E-publishing — combining 
puting  power  with  communications  smarts  to  revolutioniz 
way  data  and  images  flow  and  are  printed  from  cybers 
So  far,  HP  has  blunted  its  clout  by  having  its  inkjet 
laser-printer  groups  following  separate  agendas.  Insider 
Fiorina  may  consider  combining  them  into  a  $20  billion 
sus,  a  notion  that  has  been  discussed  for  some  months 

By  coupling  the  new  emphasis  with  Hewlett-Pack 
traditional  strengths,  Fiorina  believes  the  company  has  ti 
its  back  on  the  dark  days  for  good.  "The  people  of  Hi 
very  smart,"  she  says.  "They're  pretty  clear  on  the  tl 
they  need  to  work  on."  If  not,  Fiorina  has  the  will  to 
them  the  new  HP  way. 

By  Peter  Burrows  in  Palo  Alto,  C 
with  Peter  Elstrom  in  New 
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someone  didn'-t 
pau  a-ft&rvt-ion 
during  -tine 
di^-tiller^  -four. 

We  get  a.  loi-  of  visitors  -fo  oor  historic 
dis-fillery.   And  one  of  -tine  things  every- 
body asLs  is  if  -they  can  dip  -their  ou)n 
bottle  of  Maker's  Mark,  in  oor  distinctive 
red  sealing  u>ax.   Hey,  good  idea. 

It  s  a  lot  of  fun  -  Linda  liLe  dipping  Easter 
eggs.  So  uoe've  added  a  dipping  booth  -to 
our  gift  shop.  Nou)  folk-s  can  buy  a 
small  borttie  of  Maker's  Mark., 
hand  dip  it  (just  lite  toe  do}  and 
sign  and  date  the  label  to 
commemorate  the  event. 
Needless  to  say,  the  neto 
7       booth's  a   big  hit. 

If  you'd  lite  to  visit 
our  quaint  little  distillery, 
the  only  one  that's  a 
National  Historic 
Landmark.,  call   Donna 
a-t  fr02)  okt>-2099.  fcut 
a  u)ord  of  advice.   If 
you  re   planning  to  dip 
your  oion  bottle,  don't 
let  your  mind  zander 
u)hile  you're  here. 
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Information  Technology 


THE  LONER 
CEOF.Duane 
Ackerman  has  so 
far  focused  on  go-        h 
it-alone  strategies       \ 
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To  survive,  BellSouth  may  have  to  expand  nationally 
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It's  mid-July,  and  BellSouth  Corp. 
ceo  F.  Duane  Ackerman  is  riding 
shotgun  in  one  of  the  local  phone 
company's  service  trucks  as  it  prowls 
Atlanta.  The  trip  is  part  of  Ackerman's 
twice-monthly  visits  into  the  field  to 
take  the  pulse  of  the  company  by  talk- 
ing to  employees  and  customers.  This 
time,  after  the  truck's  driver  ducks  out 
to  take  care  of  a  technical  problem,  a 
motorist  blocked  behind  the  double- 
parked  vehicle  begins  cursing.  Acker- 
man doesn't  miss  a  beat.  He  hops  be- 
hind the  wheel  and  moves  the  truck. 
"We  don't  want  to  get  too  far  away 
from  what's  happening  with  the  cus- 
tomers and  our  people,"  Ackerman  says 
as  he  steps  out  of  the  truck. 

ceo  since  1997,  Duane  Ackerman  is 
used  to  being  in  the  driver's  seat.  But 


he  will  need  to  steer  carefully  to  avoid 
being  passed  by  new  competitors  as  the 
telecommunications  industry  moves  into 
overdrive.  Just  this  week,  Qwest  Com- 
munications International  Inc.  agreed 
to  buy  Denver-based  U  S  West  Com- 
munications Inc.  for  $35  billion  (page 
88).  And  that's  in  the  wake  of  Bell  At- 
lantic Corp.'s  merger  with  Nynex  Corp. 
and  SBC  Communications 
Inc.'s  takeover  of  Pacific 
Telesis   Group  and  its 
pending  deal  with  Ameritech  Corp. 

Suddenly,  BellSouth  is  the  only  one  of 
AT&T's  seven  offspring  still  in  its  original 
form.  But  Ackerman  may  have  a  diffi- 
cult time  remaining  independent  unless 
he  takes  bold  steps  to  broaden  Bell- 
South's  reach  and  shore  up  its  home 
turf.  And  soon.  Analysts  say  that  Bell- 


FRC 

South  has  a  window  of  maybe  t\\«J 
to  bulk  up  before  competitors 
their  current  acquisitions  an 
hunting.  Possible  BellSouth  t 
Qwest,  Sprint,  or  Global  Cross 
erwise,  says  Yankee  Group  R 
Inc.  analyst  Eileen  Eastman,  ' 
going  to  be  the  target  of  someoi 

Is  Ackerman  worried?  "The  anl 
no,"  he  says  emphatically.  He's 
taken  a  10%  stake  in  Qwest  to 
an  eventual  move  into  long  di 
And  he  says  he's  keeping  an  eye 
portunities  to  expand  into  local 
outside  of  the  Southeast.  He 
gues  that  BellSouth's  domestic 
and  international  operations  will 
the  company  to  grow  faster  than 
Says  Ackerman,  a  Bell  System 
began  his  career  35  years  ag' 
maintenance  supervisor  in  Orlando 
velopment  can  be  more  than  M& 
FATTER  RIVALS.  Make  no  mistak 
South  may  be  a  Baby  Bell,  but 
small  fry.  The  $23  billion  company) 
local  service  in  nine  fast-growing 
in  the  Southeast,  runs  networks 
than  a  dozen  foreign  countries,  a 
joys  a  market  cap  near  $90  billio 

That's    today.    Once    sbc    d 
Ameritech  and  Bell  Atlantic  com 
its  takeover  of  local  operator  gte 
each  should  have  a  market  cap 
twice  that  of  BellSouth.  Either 
covet  the  Atlanta  Bell's  fast-gr 
Southeastern  franchise.  >0r  MCI  A 
Com  Inc.  could  have  an  appeti 
BellSouth  once  the  Federal  Com  : 
cations  Commission  allows  the 
Bells  to  provide  long-distance  s«  | 
perhaps  as  soon  as  next  year, 
there  are  European  carriers  F 
Telecom  or  Deutsche  Telekom, 
are  looking  for  a  foothold  in  the  I 

Ackerman,  though,  seems  to  re 
his  wallflower  status.  He  has  forg 
independent  strategy  that  focus 
providing  a  broad  range  of  high-qftiNET 
services  in  BellSouth's  home  r^llTlON 
while  expanding  into  nearly  all  of 
America.  And  so  far,  going  it  alon 
worked  well.  On  July  20,  the  con 
reported  second-quarter  earnings 
up  20%,  to  $980  million,  while  rev 
grew  8.5%,  to  $6.1  billion. 
m^mmm        *-\^-^i  a-ra  i       Still,    some   ana 
BELLSOUTH  sa>'  BellSouth's  str; 

is  too  cautious.  Wi 
the  ability  to  provide  service  in 
U.  S.  markets  outside  of  its  horn 
gion,  BellSouth  could  lose  top  corp 
customers,  who  increasingly  want 
telecommunications  megacarrier. 

BellSouth  had  better  watch  its 
at  home,  too.  This  spring,  AT&T  a; 
to  plunk  down  $110  billion  for  cabl 
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Vf.  6:00  A.M.  Half  the  world's  been  up  for  hours  Buying.  Selling  Making 
/hen  you  get  in,  you  may  find  your  small  business  has  grown.  Because 
every  night,  the  tool  on  your  desk  has  been  minding  the  store,  thanks  to 
I  small  business  Internet  solution  -  just  one  of  the  e-business 
ges  of  the  IBM  small  business  program. 

WITH  the  IBM  PC  300SGL  -  priced  right  for  small  businesses  - 

d  IBM  HomePage  Creator™,  Together,  they're  just  what  you  need  to  put 
siness  on  the  Internet  in  about  a  day.  Customize  your  PC  the  way  you  want, 
el*  processors  and  IBM  accessories  and  upgrades  With  IBM  financing'  for 
iismess,  you  can  get  exactly  what  you  need.  And  if  you'd  like  help,  we  offer 
:lass  IBM  service  and  support  designed  just  for  small  businesses. 


IBM  PC  300GL 

Intel  Celeron™  processor  400MHz! 

32MB  RAM  •  4.2GB'  HDD 

15"  Monitor  (13.7"  viewable) 

S3  Tno3D  AGP  Graphics 

Microsoft"  Windows8  98 

Lotus"  SmartSuite®  Millennium  Edition' 


978 


SuccessLease™ 
for  Small  Business 


$35/, 


MONTH' 


CUSTOMIZE  YOURS9 

56K  Modem' 


$89*       or  S3/month' 


32MB  Memory 


$69*       or  S2/month' 
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BUILD  AN  e-BUSINESS  OVERNIGHT 

IBM  HomePage  Creator  is  the  pomt-and-click  online  Web  site 
creation  tool  that  lets  you  set  up  your  home  page  and 
conduct  e-commerce  easily,  with  IBM  Web  site  hosting  plus 
credit  card  transaction  processing 


100MB  IDE  Internal  Zip  Drive 

IBM  PC  300GL  SMALL  BUSINESS 

Pentium"  III  processor  500MHz 

128MB  RAM  •  20.4GB  HDD 

40X-17X'  CD-ROM 

15"  Monitor  (13.7'  viewable) 

10/100Mbps  Ethernet 

Microsoft  Windows  98 

IBM  ViaVoice™  98 

Microsoft  Office  Small  Business  Edition 

Lotus  SmartSuite  Millennium  Edition 


$95*       or  $3/month' 


SERIES 


$ 


1,948 


SuccessLease 
for  Small  Busm< 


70/ 


$39.95 


month 


CUSTOMIZE  YOURS  : 

19"  Monitor  (179"  viewable) 


MONTH' 


S589*     or  S22/month 


IBM  HomePage  Creator 


10/20GB  Tape  Drive 


S335-     orS12/month 


Color  Flatbed  Scanner 


$149"     or  $6/month' 


BUY  IT. 


to  www.ibm.com/smallbusiness/sb415  to  find  out  more 
call  1  888  IBM-5800,  code  sb415,  to  discuss  the  tools  you  need. 


itiunrr/// 


•Estimated  reseller  price  to  end  users  for  PC  300  Model  #6287-4BU,  6277-98U  15"  Monitor  Model  #65460AN.  Modem  Part  #33L4618,  Memory  Part  #01K1136.  Zip  Drive  Part 
#2010544.  19"  Monitor  Model  #65494AN.  Tape  Drive  Part  #2010549.  Scanner  Model  #0275011  SuccessLease  is  ottered  and  administered  in  the  US  and  Canada  by  Fidelity 
Leasing  Inc  ,  an  appioved  provider  ol  business  tmancing  tor  IBM  Global  Financing  All  teims  are  provided  by  Fidelity  Leasing  Inc  amount  ot  monthly  lease  payments  based  on 
36-month  term,  lull  payout  lease,  to  quahtled  business  customers,  installing  in  the  US  A  documentation  lee  and  tirst  month  payment  due  at  lease  signing  Any  taxes  are  additional 
Other  tarms  ind  tmancing  structures  are  available  Otter  may  be  withdrawn  or  changed  without  notice  MHz  denotes  microprocessor  internal  clock  speed,  other  (actors  may 
Itlect  ippllcation  performance  'GB  means  one  billion  bytes  when  referring  to  hard  drive  capacity  Accessible  capacity  may  vary  'May  be  preloaded,  included  on  a  CO.  or  available 
on  a  CO  at  no  charge  'Options  must  be  leased  with  system  unit  "These  modems  are  designed  to  be  capable  ol  receiving  data  up  to  56Kbps  trom  a  compatible  service  provider. 
imi  transmitting  data  at  up  to  31  2Kbps  Public  networks  currently  limit  maximum  download  speeds  to  about  53Kbps  Actual  speeds  depend  on  many  (actors  and  are  often  less 
ih. in  Hi.  maximum  possible  Actual  playback  speed  will  vary  and  is  otten  less  than  the  maximum  possible  All  PCs  in  this  ad  ship  with  an  operating  system  All 

product  names  are  registered  trademarks  or  trademarks  ol  International  Business  Machines  Corporation  Lotus  and  Lotus  SmartSuite  are  registered  trademarks  ol  Lotus 
Development  Corporation,  an  IBM  company  Intel,  the  Intel  Inside  logo  and  Pentium  aie  registered  trademarks  and  Celeron  is  a  trademark  ot  Intel  Corporation  Microsoft  and 
Windows  ara  registered  liademarks  ol  Microsoft  Corporation  (01999  IBM  Corp  All  lights  reserved 
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erators  Tele-Communications  Inc.  and 
MediaOne  Group,  which  gives  old  Ma 
Bell  a  new  conduit  for  providing  every- 
thing from  local  voice  to  Internet  to 
long  distance  to  cable  services.  Mean- 
while, mci  has  invested  heavily  in  fiber- 
optic and  wireless  networks  serving 
businesses  to  link  them  directly  to  its 
long-distance  network. 
OTHER  OPTIONS.  The  headaches  are  not 
unique  to  BellSouth.  But  without  the 
scale  of  its  erstwhile  Bell  brethren,  the 
company  will  have  a  tougher  time  com- 
peting with  the  interlopers.  BellSouth, 
for  example,  generated  $10.2  billion  in 
cash  flow  last  year,  vs.  $21.7  billion  for 
Bell  Atlantic  and  gte  combined,  accord- 
ing to  Bear,  Stearns  &  Co.  That  means 
Bell  Atlantic  gets  more  money  for  new 
technology  and  network  infrastructure. 
"The  regional  fortress  strategy  has 
worked  very  well"  for  BellSouth,  says 
James  A.  Attwood,  GTE's  strategic  de- 
velopment chief.  "But  I  think  the  market 
is  speaking — you  need  to  be  national." 

So  far,  Ackerman  hasn't  confronted 
the  competitive  threat  head  on.  In  May, 
he  bought  the  Qwest  stake.  But  after 
Qwest's  bold  bid  for  U  S  West,  an  even- 
tual takeover  looks  less  certain.  Still, 
Ackerman  does  have  other  options.  He 
might  consider  an  eventual  buyout  of 
Sprint,  which  would  bring  long  distance 
plus  a  nationwide  wireless  network  and 
some  local  operations.  Other  potential 
prey  could  include  Global  Crossing  Ltd., 
the  loser  in  the  bidding  war  for  U  S 

MY,  HOW  YOU'VE  GROWN 
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ORIGINAL  EIGHT  BABY  BELLS* 
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West,  or  smaller  long-distance  carriers 
such  as  Intermedia  Communications. 
Ackerman  could  also  buy  into  a  player 
offering  local  telecommunications  out- 
side his  area. 

Ackerman's  mum  on  all  the  options, 
but  he  won't  rule  out  anything.  He  says 
he's  just  taking  time  to  sort  through  all 
the  possibilities.  With  nimble  driving, 
he  may  steer  BellSouth  to  greatness. 
If  not,  there's  always  the  service  truck. 
By  David  Rocks  in  Atlanta 
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THEY'RE  MERGING, 
BUT  IS  IT  WORTH  IT? 

The  Qwest-U  S  West  marriage  could  be  bait  for  the  big  boyJ 


Joseph  P.  Nacchio  has  been  in  over- 
drive since  mid-June,  when  the 
Qwest  Communications  ceo  launched 
twin  hostile  bids  for  U  S  West  and 
Frontier  Corp.  "It's  been  a  bitch,"  he 
says,  relating  a  relentless  schedule  of 
cross-country  dashes  and  pizza-stained 
strategy  sessions  in  Qwest's  downtown 
Denver  offices.  But  on  July  18,  Nacchio 
won  the  prize:  a  $36.5  billion  dollar 
merger  with  crosstown  Baby  Bell  U  S 
West.  Qwest  backed 
out  on  Frontier,  the 
Rochester  (N.  Y.)-based 
regional  phone  compa- 
ny, which  will  merge, 
as  planned,  with  Global 
Crossing  of  Bermuda. 

For  Nacchio,  and  in- 
vestors who  have 
pushed  down  Qwest's 
share  price  27%,  to 
32%,  the  question  re- 
mains: Is  the  prize 
worth  it?  The  hard- 
charging  50-year-old 
executive  faces  a  huge 
challenge  merging  the 
two  company's  cul- 
tures— one  a  feisty 
startup,  the  other  a 
monopoly.  And  bold 
plans  to  realize  $12  bil- 
lion from  increased  rev- 
enues plus  lowered  op- 
erating and  capital 
expenditures  between  2000  and  2005 
may  be  hard  to  come  by.  Nacchio  has  to 
satisfy  widely  divergent  shareholder 
bases,  U  S  West's  nervous  labor  unions, 
and  state  and  federal  officials.  "This  will 
be  a  very  turbulent  period  for  Qwest," 
says  David  Barden,  an  analyst  at  J.  P. 
Morgan  in  New  York. 

Nacchio  doesn't  disagree.  But  he  sees 
potential  for  Qwest's  stock  to  appreciate 
because  its  beefier  scale  will  allow  it  to 
remain  acquisitive  in  a  rapidly  consoli- 
dating industry.  "This  is  about  the  in- 
dustry structure  reforming  itself  in  the 
next  5  to  7  years,"  he  says.  "We  needed 
to  make  some  bold  moves." 

How  bold?  For  one,  Nacchio  is  gutting 
U  S  West's  dividend  from  an  annual 
$2.14  to  a  nickel.  This  will  free  up  $5.5 
billion  in  cash  between  2000  and  2005  to 


"  This  is  about  the 

industry  reforming 

itself....  We  needed  to 

make  bold  moves" 

JOSEPH  P.  NACCHIO 

Qwest  CEO 


fund  Nacchio's  plans  to  acquire  a 
presence  in  wireless  and  broaden 
business  in  Europe  and  Asia.  N| 
will  use  that  money  to  accelera 
building  of  high  speed  digital  subs 
line  (dsl)  links  in  major  cities  se: 
rivals  SBC  and  Bell  Atlantic.  Then 
could  offer  end-to-end  broadbahi 
nections  and  applications  such  as  re 
software  and  Web  hosting. 

Still,  Nacchio  risks  losing  foe 
major  problem: 
ing  9,000  employ 
Qwest     with 
workers  accusto: 
the  slower  pace  a 
West.     Nacchio 
that  job  cuts  will 
ber  only  "a  coupl 
dred  over  time, 
analysts  expect 
will  have  to  go 

TOO     SMALL? 

more,  the  big  s; 
between  the  two 
panies — the  abili 
pump  voice  and 
traffic  from  U  S 
territory  onto  Q 
high-speed      natj 
fiber-optic  backb 
can't  happen  unti 
fcc    rules   the 
Bell    has    opene 
lines  to  more  com| 
tion.  That  is  likely 
eral  years  away,  says  U  S  West 
Solomon  D.  Trujillo,  who  joins  Na< 
and  Qwest's  founder  and  top  share 
er  Philip  F.  Anschutz  in  a  newly  en 
office    of  the    chairman.    Meanw 
Qwest  will  have  to  divest  more 
$200  million  in  long-distance  busine 
now  does  in  the  region. 

Indeed,  Nacchio  may  not  get 
chance  to  feed  his  voracious  appe 
With  a  market  capitalization  of  $53 
lion,  Qwest  will  be  only  the  sixth-lar  (j, 
U.  S.  telco — just  a  quarter  the  siz 
at&t.  That  means  Qwest  itself  c<  k 
merge  yet  again.  "Qwest  will  end 
inside  a  multinational,"  says  Nacc 
For  Anschutz,  who  owns  287  mil  : 
shares,  and  Nacchio,  with  options  >, 
9.3  million,  that  may  be  the  real  pn 
By  Steven  V.  Bridl  in  De 
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health-care  maverick  is 
ing  his  bets  on  the  Net 
•i  Carelnsite,  a  cost- 
rig  medical  network 

Iartin  J.  Wygod  is  nothing  if  not 
single-minded.  Ivan  L.  Rubin,  a 
Wend  of  the  drug-industry  deal- 
maker,  remembers  a  walk  on  a 
years  ago.  As  they  discussed 
s  latest  deal,  Rubin  looked  down 
otieed  that  Wygod'a  feet  were  blis- 
'He  was  concentrating  so  much 
hat  he  was  talking  about  that  he 
even  realize  he  was  burning  the 
of  his  foot,"  says  Rubin. 
at's  typical  Wygod,  a  man  who  lias 
lo  lie  a  feared  force  in  the  health- 
wi irli I.  A  former  Wall  Street  whiz 
such  clients  as  raider  Victor  I'os- 


ner,  Wygod,  now  59,  made  his  first  big 
splash  in  health  care  in  the  1980s  with 
his  Medco  Containment  Services  Inc., 
a  pharmacy-benefit  management  (pbm) 
company.  By  wresting  low  prices  from 
drugmakers  to  help  big  customers  like 
General  Motors  Corp.  save  money  on 
their  mounting  pharmaceutical  benefits 
bills,  Wygod  built  Medco  into  a  $2.6  bil- 
lion business  before  selling  out  to  Merck 
&  Co.  for  $6.6  billion  in  1993.  Briefly, 
Wall  Street  even  thought  Wygod  might 
be  Merck's  next  chairman. 

Instead,  Wygod  headed  off  to  Cali- 
fornia to  spend  more  time  with  his  wife 
and  two  young  children.  But  now  he's 
back — and  in  a  big  way.  Wygod  and 
his  team  of  old  Medco  colleagues  have 
been  quietly  building  an  Internet  health- 
care company  called  Carelnsite  Inc.  It 
aims  to  create  an  online  system  that 
would  link  physicians,  pharmacists, 
I'KMs,  and  payers  such  as  HMOS — a  sort 


TRAILBLAZER 


Wygod  built 
Medco,  a 
pharmacy- 


of  electronic  hub 
that  would  simplify 
and  speed  the  ex- 
change of  informa- 
tion throughout  the 
entire  medical  com- 
munity. Doctors  will  benefit 
be  able  to  do  every-  management 

thing  from  viewing  a  comDanv  into 
patient's  medical  his-      i"^.^' 
tory  or  checking  test  a  $2.6  billion 
results  online  to  sub-  business 
mitting      insurance 
claims  and  zapping  prescriptions  to  the 
nearest  pharmacy. 

Wygod  figures  that  he'll  attract  plen- 
ty of  insurers.  HMOS,  and  PBMS  because 
his  system  will  help  doctors  choose  the 
most  cost  efficient  treatments  allowed 
by  individual  plans.  And  by  offering 
faster  medical-claims  processing  and 
more  readily  available  information  on  a 
patients  medical  history,  Wygod  also  is 
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betting  physicians  will  clamor  to  sign 
on.  Carelnsite  wall  make  its  money  by 
getting  a  fee  for  each  transaction  and  by 
receiving  a  cut  of  the  savings  it  expects 
to  generate  for  insurers. 

Carelnsite  will  start  rolling  out  its 
service  in  the  New  York  area  in  Sep- 
tember. And  with  prescription-drug  ex- 
penses rising  15%  or  more  annually  at 
many  hmos,  drugs  will  be  an  early  tar- 
get for  cost  savings.  That  means  that 
when  physicians  write  a  prescription 
for  a  pricey  drug,  they'll  get  a  message 
showing  that  a  less  expensive 
treatment  is  available. 

But  Wygod,  who  signed  a  non- 
compete agreement  with  Merck,  is 
under  fire.  In  February,  the  drug 
giant  filed  a  suit  alleging  that 
Wygod's  new  venture  violates  his 
agreement  and  those  of  several 
Medco  veterans  who  followed  him 
out  the  door  because  it  will  rival 
Merck's  pbm.  Wygod's  noncompete 
agreement  expired  in  May  of  this 
year.  But  Merck  contends  that  three 
of  his  top  executives  are  still  re- 
stricted for  varying  periods  through 
September,  2002. 

Wygod  is  fighting  back.  On  July 
9,  Carelnsite  filed  a  series  of  coun- 
terclaims against  Merck  charging 
that  Merck  wants  to  squash 
Carelnsite  because  it  could  pose  a 
threat  to  the  company's  market 
power.  It  also  charges  that  Merck 
attempted  to  hurt  Carelnsite's  June 
initial  public  offering  by  spreading 
news  of  the  lawsuit  to  institutional 
investors.  Merck  says  the  counter- 
claim is  without  merit.  But  Wygod 
insists  Carelnsite  does  not  compete 
with  Merck's  pbm,  arguing  that  it 
will  simply  use  his  system  to  pass 
along  their  information  to  doctors. 
BESIEGED.  The  Merck  lawsuit,  in 
fact,  has  Wygod  feeling  so  besieged 
that  he  now  is  holding  out  the  pos- 
sibility that  he  may  go  into  direct  com- 
petition with  Merck,  possibly  getting 
back  into  the  pbm  business.  "If  they  at- 
tack me,"  he  says,  "I  might  as  well 
[compete  with  them]." 

That's  not  all  he  has  to  contend  with. 
Wygod  is  scrambling  to  catch  up  to  hot- 
shot Healtheon  Corp.,  which  is  putting 
together  a  rival  service  to  provide  health- 
care data  over  the  Net.  Healtheon's  prof- 
its will  rely  primarily  on  transaction  fees 
and  advertising  and  subscription  sales, 
says  Vice-President  Dr.  Charles  E.  Saun- 
ders. With  a  $4.7  billion  market  capital- 
ization, Healtheon  Corp.  has  used  its  rich 
stock  price  to  do  a  flurry  of  deals,  in- 
cluding a  pending  merger  with  WebMD,  a 
consumer  health-care  Web  site.  And  on 


July  20,  Healtheon  got  another  boost 
when  Merck  announced  its  pbm  will  use 
an  electronic  prescription  services  that 
Healtheon  will  develop  for  a  pilot 
program. 

Even  without  those  distractions,  how- 
ever, Wygod  faces  a  herculean  challenge 
in  creating  a  system  that  links  the  dis- 
parate groups  of  players  in  the  highly 
fragmented  $1  trillion  industry.  And  get- 
ting physicians,  who  are  often  slow  to 
embrace  technology,  to  use  it  won't  be 
easy.  "This  is  one  of  the  most  complex 

HEALTH  CARE  MEETS  THE  NET 

Here  are  the  leading  players  in  the 
burgeoning  Internet  health-care  market 


CAREINSITE 


Wygod's  company  will  link  doctors,  pharmacies 
and  labs  with  insurers  to  keep  a  lid  on  costs. 
The  system  is  out  in  September,  and  several 
New  York-area  HMOs  have  already  signed  up. 
Since  June  IPO,  the  stock  has  risen  185%. 


HEALTHEON 


James  Clark  of  Netscape  fame  launched  this  hot 
startup  in  1996.  Deals,  including  the  merger 
with  medical-information  site  WebMD,  have 
shares  up  more  than  700%  since  February  IPO. 


NATIONAL  DATA  CORP. 


This  company,  which  processes  claims  and 
tracks  drug  sales,  partnered  with  Medscape,  a 
Web  provider  of  medical  research,  to  develop 
products.  Shares  flat  so  far  this  year. 


QUINTILES  TRANSNATIONAL 


A  drug  marketing  and  research  company  that  is 
pushing  into  health-care  communications  with 
the  acquisition  of  electronic  claims  processor 
Envoy  Corp.  Shares  down  29%  this  year. 

DATA:  BLOOMBERG  FINANCIAL  SERVICES,  U.S.  BANCORP  PIPER  JAFFRAY 


business  models  we  have  seen  on  the 
Internet,"  says  James  W  Breyer,  man- 
aging partner  at  venture-capital  firm 
Accel  Partners. 

Despite  the  obstacles,  Wygod  has 
been  picking  up  momentum  in  recent 
months.  A  Wygod-led  holding  company, 
Synetic  Inc.,  which  owns  73%  of  Careln- 
site, struck  a  deal  in  May  to  pay  $1.1 
billion  for  Medical  Manager  Corp.,  which 
markets  software  used  by  120,000  physi- 
cians to  manage  their  practices.-  Earlier 
this  year,  New  York-based  insurers,  in- 
cluding Group  Health  Inc.  and  Empire 
Blue  Cross  &  Blue  Shield,  agreed  to 
use  Carelnsite  services,  which  they'll 
start  rolling  out  this  September.  And 
in  June,  Horizon  Blue  Cross  Blue  Shield 


of  New  Jersey  struck  a  simila 
"They  have  a  clear  vision  of  wh 
want  to  accomplish,"  says  1 
Marino,  Horizon's  chief  executi 
cer.  "That  gives  them  a  much 
opportunity  to  succeed  than  a  lot 
other  players  out  there." 

E-commerce  experts  also  say 

site  has  a  good  shot.  "It's  too  e 

call  a  winner,"  says  Jupiter  Co; 

cations  analyst  David  Restrepo 

race  by  Carelnsite,  Healtheon,  ai 

ers  to  provide  medical  informati 

services  online.  But  he  b 

Wygod  will  benefit  from  hi; 

tailed  understanding  of  ho 

and  payers  work." 

horse' SENSE.  Wygod  is  go: 

out  to  put  that  understand 

work.  He  spends  about  one 

month  at  the  company's  New 

headquarters.  The  rest  of  hi 

Wygod  is  visiting  potential  cli 

working  out  of  a  small  offio 

utes  from  his  Rancho  San 

(Calif.)  spread,  a  three-be^ 

ranch  house  on  100  acres  of  i 

hills,  where  he  lives  with  hisl 

Pamela,  and  their  two  kids. 

It's  a  long  way  from  his 
years  in  New  York  City, 
Wygod  worked  as  a  teenager 
ing  horses  at  Belmont  and 
duct  racetracks.  Wygod  soo: 
covered  he  could  make  a  lot 
betting  at  the  track  and  devel 
a  lifelong  passion  for  horse  r; 
Indeed,  his  career  over  the 
reads  like  a  series  of  big  bets, 
of  which  have  been  winnerl 
New  York,  Wygod  formed  hi: 
brokerage  firm  when  he  was 
26  and  struck  it  big  two  years 
when  he  advised  Victor  Posn 
his  raid  on  Sharon  Steel  Cor 
1982,  Wygod  sold  off  a  home-h< 
care  business  he  had  built  and 
chased  a  Posner-controlled  vit 
and  mail-order  pharmacy  business 
National  Pharmacies  Inc.  for 
lion.  It  became  the  genesis  of  Med 
Medco,  of  course,  has  been  Wy 
biggest  win  yet.  When  Merck  swo 
up  the  company,  Wygod  event 
walked  off  with  stock  and  fees  w 
more  than  $250  million.  And  soon  t 
after,  he  left.  "To  be  in  a  large  coi 
ny . . .  is  just  not  his  thing,"  says  A 
M.  Weis,  a  former  Wygod  partner 
now  a  Synetic  director.  Putting 
squeeze  on  the  big  guys  like  Mer 
clearly  more  Wygod's  style.  And 
succeeds,  Wygod  will  once  again  be 
ing  the  feet  of  some  old  foes  to  the 

By  Amy  Ba 
i)i  Rancho  Santa  Fe, 
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I  he  Internet  and  e-business  are 
respectively  fueling  and  accelerating 
the  transformation  of  the  business 
value  chain.  At  the  helm  of  this 
change  is  the  CIO.  Long  responsible 
for  stewarding  the  mission-critical 
applications  and  information  assets 
that  serve  as  the  corporate  back- 
bone, today's  technology  leaders  are 
now  at  the  heart  of  market  innova- 
tion. "There's  no  such  thing  as  an 
IT  problem,"  announced  Timothy 
F.  Price,  president  and  GEO  of  MCI 
WorldCom  Communications,  as  he 
opened  The  1999  Business  Week 
Technology  Leadership  Summit. 
"Even*  IT  problem  is  by  definition 
a  big  business  problem.  And  sooner 
or  later,  every  business  problem  - 
or  business  opportunity  -  looks  to 
IT  for  a  solution." 

On  May  19,  1999,  over  230 
senior  technology  executives  from 
the  nation's  largest  corporations 
gathered  in  New  York  City  to  discuss 
the  potential  successes  and  problems 
before  them  in  this  new  economy. 
"Enabling  the  Enterprise:  Critical 
Paths  to  Excellence  in  the  Digital 
Economy,"  was  the  first  in  an 
ongoing  series  of  meetings  by  Busi- 
ness Week  to  address  the 
critical,  strategic  needs  of  senior 
executives  with  an  interest  in  the 
competitive  advantages  of  informa- 
tion technology.  The  Summit  was 
co-produced  by  MCI  WorldCom 
and  Business  Week.  Chuck  Martin, 
author  of  The  Digital  Estate  and 
Net  Future  and  president  of 
The  Net  Future  Institute,  served 
as  chairperson. 


From  the  Backroom 
to  the  Boardroom 

"Whether  you  like 
it  or  not,"  Larry  A.  Kit- 
tleberger,  corporate 
senior  vice-president  and 
CIO  of  AlliedSignal,  said, 
"we're  the  people  who 
are  making  this  thing 
happen  out  there." 
Leading  corporations 
that  recognize  the  cen- 
tral, pivotal  role  of  infor- 
mation technology  have 
adjusted  their  organiza- 
tions accordingly.  "At 
Capital  One,  we  will  not 
start  project  initiatives 
unless  we  have  an  active 
participant  who  can  be 
held  accountable  from 
our  marketing  group,  our  operations 
group,  and  our  IT  organization,"  said 
James  P.  Donehey,  senior  vice-presi- 
dent and  chief  information  officer 
of  Capital  One  Financial  Corporation. 
"The  integration  of  IT  and  the  busi- 
ness, right  from  the  get-go,  is  what 
makes  the  opportunities  become 
more  real,  and  certainly  something 
that  everyone  can  achieve." 

Todd  A.  Garrett,  CIO  of  Procter  & 
Gamble  Co.,  boasts  of  a  similar  man- 
agement protocol  at  his  organization. 
"We  have  re-embedded  97  percent 
of  the  people  in  the  IT  organization 
into  the  business." 

Converge  and  Integrate 

Clearly,  the  primary  driver  for 
aligning  IT  with  the  business  is  the 
Internet  and  the  advent  of  e-business 


"Sooner  or  later 
every  business 
problem  -  or 
business  oppor- 
tunity -  looks 
to  IT  for  a 
solution. " 

-  Timothy  F.  Price, 

president  and  CEO,  MCI 
WortdCom  Communications 


"The  integration  of  IT  and  the  business,  right 

from  the  get-go,  is  what  makes  the  opportunities 

become  more  real. "  -  James  p.  donehey, 

senior  vice-president  and  chief  information  officer.  Capital  One  Financial  Corporation 
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But  to  effectively  marshal  resources 
for  successful  and  quick  deployment 
of  new  applications  that  will  facilitate 
e-business,  companies  must  view 
their  technological  infrastructure  as 
a  strategic  force.  For  that  reason,  IT 
infrastructure  has  largely  remained 
a  corporate  function.  "The  Internet's 
spectacular  arrival  reminds  us  that 
technology  changes  everything, 
but  it  replaces  nothing,"  said  MCI 
WorldCom's  Price.  "The  challenge 
isn't  replacing  past  technologies  with 
new  ones.  The  watchwords  in  our 
world  are  converge  and  integrate, 
not  search  and  replace." 

What  Price  is  referring  to  are  the 
acquisitions  and  must-have  new 
technologies  that  have  made  inte- 
grating disparate  systems  an  organi- 
zational and  economic  imperative 
for  today's  forward-thinking  company. 
Without  that  integration,  consistency 
between  technology  and  business 
processes  is  compromised,  hindering 
a  company's  speed  to  market.  "Infra- 
structure is  really  the  interstate  high- 
way system  of  the  company," 
explained  Peter  Solvik,  senior  vice- 
president  and  CIO  of  Cisco  Systems. 
Kittleberger  echoed  the  sentiment, 
"Commonality,  even  though  it  sounds 
bureaucratic,  gives  you  the  ability  to 
move  fast.  And  the  whole  name  of 


"We  have  re-embedded  97  percent 
of  the  people  in  the  IT  organization 
into  the  business." 

-  Todd  A.  Garrett,  chief  information  officer,  Procter  &  Gamble  Co. 


the  game,  I  think,  as  we  are  going 
into  the  e-business  world,  is  speed 
and  flexibility." 

Yet  these  qualities,  which  are 
essential  to  success  in  the  new  econ- 
omy, are  the  very  ones  that  can  cloud 
and  confound  an  organization's  focus. 
Accordingly,  Dave  Wagner,  vice- 
president  and  CIO  of  infrastructure 
services  at  Dell  Computer  Corporation, 
approaches  the  subject  of  speed  and 
flexibility  at  Dell  with  respectful 
sobriety.  "Because  of  the  fast  pace, 
it's  very  easy  to  find  yourself  just 
reacting  and  responding  to  things, 
and  not  thinking  about  'what  is  the 
business  value  that  I'm  adding?  Am 
I  really  pursuing  the  set  of  activities 
that  are  going  to  add  the  highest 
business  value  to  my  business?'  We're 
trying  to  encourage  folks  to  act  like 
owner-operators.  To  think  about  what 
they're  doing,  and  how  it  moves  the 
whole  Dell  business  model  forward." 


Influence  and  Privacy  in  the  Internet-World  Realm 

"There  is  a  trade-off,  it  seems,  between  the  use  of  the  information 
and  the  technology  that  enables  you  to  have  that  information." 
Mercer  Management's  Quella  commented.  "Communicating  interac- 
tively, real-time  allows  you  to  serve  the  customer  better,  but  really 
does  probe  into  the  inner  reaches  of  that  customer's  behavior  and 
lifestyle,  and  quite  frankly,  sort  of  proactively,  may  even  influence 
what  they  do." 

That  trade-off  is  "very  distressing"  to  BMG 

Entertainment's  Dinsdale.  "On  the  one  hand, 

you  can  create  environments  that  target 

more,  tailor  more,  provide  better  services  - 

all  those  are  good  things.  But  there  is  a 
line... that  I  think  many  youth  1  ankly  have  already  crossed,  where 
they're  giving  up  fundamental  rig*  ts  to  privacy,  and  I  think  that 
is  very  alarming."  Dinsdale  believer  that  interactivity  is  as  much 
about  control  as  it  is  flow.  "If  you  w1  create  an  environment 
where  the  customer  -  the  individual  -  can  have  as  much  control 
about  what  you  know  and  do  with  the  information  about  them 
as  you  do,  then  that's  a  fair  trade-off." 


James  A.  Quella, 

vice-chairman, 
Mercer  Management 
Consulting 


J.  Scon  Dinsdale, 

senior  vice-president, 
CIO,  and  chief 
technology  officer, 
BMG  Entertainment 
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Recruiting 
and  Retaining 
the  Talent 

Ironically,  one 
of  the  most  for- 
midable challenges 
before  today's 
technology  lead- 
ers isn't  even 
about  technolo- 
gical resources  - 
it's  about  human 
ones.  In  the  U.S. 
alone,  IDC  esti- 
mates that  over 
three-quarters-of- 
a  million  IT  pos- 
itions need  to  be 
filled  this  year. 
CIOs  are  worried 
about  where 
tomorrow's  IT 
professionals  are 
coming  from, 
and  how  they 
can  keep  the  tal- 
ent they  have  today.  Pre-conferen 
and  on-site  polling  reflected  reasoi 
to  be  nervous.  In  answer  to  the 
question:  "If  you  were  offered  an  it 
credible  opportunity  with  an  Inten 
startup,  how  likely  would  you  be  t  ^j  c 
leave  your  current  job?,"  80  percc 
responded  that  they  would  be 
somewhat,  or  very  likely  to  do  so. 

So  what  keeps  and  draws  the  tak 
According  to  Donehey,  when  Capi 
One,  a  company  that  claims  singl 
digit  IT  turnover,  asked  its  IT 
sionals  why  they  stay,  the  answer  v  i 
"We're  working  on  cool  stuff."  Cis(  iWfc 
Solvik  agreed.  "The  more  markets 
your  people  are,  the  less  likely  th 
are  to  leave.  They  tend  to  leave  wl 
they  don't  feel  they're  learning  ski 
and  when  they  are  getting  old  on 
their  competence  and  expertise." 

Summit  attendees  made  one  th 
clear:  the  question  of  successful  IT  ; 


-  David  Wagner, 

vice-president  and 
Infrastructure  Sen    nfflvtr 
Dell  Computer  Corp   „.<  ^ 
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Enterprise  Portal 


Internet  and  its  users  continue  to  evolve,  the  marketplace  is  becoming  less 

transactions  and  more  about  conversations  that  reach  new  heights  and  offer 
r  value  to  consumers.  Enterprise  portals,  like  the  one  to  be  included  in  PeopleSoft's 
;ss  Network,  integrate  intra-  and  extra-  enterprise  content  and  functionality 
|hout  the  value  chain  allowing  customers,  companies,  employees,  and  suppliers  to 
jate  information.  Participants  in  the  network,  such  as  providers  of  travel  services, 
yee  benefits,  office  products,  and  the  like,  are  banking  on  the  edge  that  their 
I  to  personalize  value-add  services  by  company,  and  by  individual,  will  give  them 

digital  economy  of  today  and  tomorrow.  Allied  Signal's  CIO  Kittleberger  thinks  the 
gy  is  a  good  one.  "There  are  a  lot  of  distributors  who  don't  have  the  value-add  and 

disappear.  But  those  that  are  smart  on  their  feet  and  get  that  value-add,  they'll 
e  there,  and  I  think  they'll  grow  along  with  it." 


"The  more  marketable  your  people  are,  the 
less  likely  they  are  to  leave.  They  tend  to  leave 
when  they  don't  feel  they're  learning  skills." 

-  Peter  Solvik,  senior  vice-president  and  CIO,  Cisco  Systems,  Inc. 


ment  and  retention  cannot 
wered  with  money  Only  six  per- 
ted  signing  bonuses  as  a  good 
ment  strategy,  while  42  percent 
it  companies  should  focus  on 
:  recruiting,  and  another  42 
it  saw  training  from  within  as  a 
my's  best  option.  When  asked 
nmpanies  could  do  to  improve 
on,  only  five  percent  answered, 
lore  money."  Solvik,  Donehey, 
urett  may  all  be  on  to  something 
ther  companies,  surprisingly, 
less  than  half  (47  percent) 
ided,  "create  programs  to 
IT  staff  to  business  units." 

ving  Customer  Driven  Focus 

ating  IT  staff  into  business 
is  only  a  first  step,  however,  for 
pany  that  wants  to  compete  in 
ternet-worked  world  of  the 
economy.  "It  used  to  be  quite 
,"  said  .lames  A.  Quella,  vice- 
nan  of  Mercer  Management 
iking  "It  was  a  producers' 
."  Today,  one  could  argue,  the 
MS  value  chain  isn't  just  being 
"i  med,  it's  being  inverted 
nation  infrastructure,  product 
ption,  development,  manu- 


facturing, and  distribution  are  all 
increasingly  customer-driven.  To 
succeed,  companies  need  to  have 
both  the  technology  and  the  culture 
to  meet  consumer  demand  for  new 
product  and  service  innovations. 

"Ultimately,  it's  about  delivering 
better  value  to  your  customers,"  deter- 
mined Wayne  Morris,  vice-president  of 
corporate  marketing  at  BMC  Software. 
"Today's  company  must  have  speed  and 
innovation  hardwired  into  their  culture 
and  their  processes.  They  need  to 
recruit  and  retain  the  right  people,  and 
maintain  their  infrastructure  for  24x7 
customer  service.  That's  all  central 
to  the  digital  economy,"  he  declared. 

John  VanZandt,  vice-president 
of  engineering  and  CIO  for  Fujitsu 
PC  Corporation,  views  such  moves 
as  emblematic  of  how  technology  is 
enabling  businesses  to  reorganize 
all  of  their  organizations  around  the 


"Technology  is  the 
driving  force  and 
support  behind 
the  knowledge- 
based  world." 


-  John  VanZandt, 
vice-president, 
engineering  and  CIO, 
Fujitsu  PC  Corporation 


customer  to 
meet  their 
demands.  "Tech- 
nology is  the  driving  force  and  sup- 
port behind  the  knowledge-based 
workforce,"  VanZandt  explained. 
"Mobile  computing  has  allowed  com- 
panies to  get  closer  to  their  customers. 
They  expect  employees  to  be  out 
meeting  customers  and  clients." 

Creating  a  Positive 
Feedback  Loop 

While  technology  now  may  enable  a 
corporation  to  create  a  culture  that 
allows  its  employees  to  get  close  to 
their  consumers,  the  challenge  of 
effectively  capitalizing  on  this  new- 
opportunity  remains.  According  to 
J.  Scott  Dinsdale,  senior  vice-presi- 
dent, chief  information  officer,  and 
chief  technology  officer  of  BMG 
Entertainment,  meeting  that  challenge 
means  not  just  getting  close,  but 
getting  intimate.  "You  have  to  under- 
stand what's  the  information  you  need 
to  have,  and  that  you  need  to  exchange. 
That's  going  to  build  a  bridge  of  intima- 
cy between  you  and  your  select  level  of 
people  that  you  deal  with  in  this  way.' 
John  Parkinson,  chief  technologist 
of  the  global  e-commerce  team  at 
Ernst  &  Young,  LLP,  concurred.  "A 
lot  of  this  is  about  figuring  out  what 
the  customer's  point-of-vicw  is.  It's 
about  instrumenting  processes  with 
the  right  information  set  so  that  you 
can  start  to  manage  that  customer 
point-of-view,  and  then  feeding  that 
learning  back  into  the  way  your 
business  plans  and  operates  itself." 


"Today's  company  must  have  speed  and 
innovation  hardwired  into  their  culture  and 
processes.  That's  central  to  the  digital  economy. 

-  Wayne  Morris,  vice-president  of  corporate  marketing,  BMC  Software 
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Today,  the  technology  exists  to 
achieve  that  intimacy.  Still,  "to  do  all 
of  this,  people  do  have  to  cooperate," 
said  Dr.  Peter  Cochrane,  head  of  re- 
search for  BT  Laboratories,  net  futurist, 
and  author  of  Tips  for  Time  Travelers. 
"You  can't  do  it  all  by  yourself,  that's  for 
sure.  No  one  company  has  got  it  all." 

Tim  Price  agreed.  "The  Internet 
makes  the  future  possible,  but  it's  strate- 
gic partnerships  that  make  it  practical." 

Making  the  Investment 
in  e-Business 

Practical  or  not,  "Not  many  people 
are  making  money  on  the  Internet," 
acknowledged  Nancy  Raynor,  senior 
vice-president  and  general  manager 
of  Sabre  Business  Travel  Solutions. 
"It  takes  a  lot  to  figure  out  the  busi- 
ness model.  Really,  it's  about  the  battle 
for  the  end  customer  and  everybody 
wants  to  own  the  end  customer." 
Sabre  Business  Travel  Solutions  did 
a  lot  of  market  research  to  determine 
what  would  happen  to  its  business  as 
an  intermediary  or  an  aggregator  in 
the  inter-networked  world.  "What  we 
forecasted  was  that  the  future  may 
not  be  as  bright  if  we  don't  play  in 
this  new  field.  It  really  is  recognizing 
a  change  that  is  going  to  happen  and 
betting  on  that  future." 

For  companies  that  haven't  yet 
developed  an  Internet  computing 
strategy,  Cisco's  CIO  Peter  Solvik  had 


a  few  words  of  advice.  "A  more  aggres- 
sive approach  is  probably  required  for 
most  companies  now  to  make  sure 
they  don't  fall  behind."  Companies 
just  getting  into  the  game  do  not  have 
the  luxury  of  learning  along  with  the 
market  and  taking  Cisco's  "rational 
experimentation  and  gradual  approach" 
to  e-business.  Accordingly,  Solvik 
recommends  a  bigger  up-front  invest- 
ment, "to  bet  on  a  couple  of  different 
strategies,  rather  than  just  one,  and 
being  able  to  develop  it  over  time." 

Finding  Opportunity  in  a 
World  of  Binary  Hegemony 

Perhaps  the  most  convincing  argu- 
ment for  companies  to  focus  on 
technology  leadership  came  from  BT 
Laboratories'  Cochrane.  "The  domi- 
nant language  on  this  planet  is  now 
binary,"  he  announced.  "There  are 
far  more  machines  than  people.  If 
you  look  at  the  network  traffic  of  my 
company,  40  percent  of  everything  is 
generated  and  terminated  by  machine. 
By  the  year  2010,  95  percent  of  all 
information  flowing  on  this  planet 
will  be  machines  -  just  five  percent 
will  be  people." 

As  intimidating  as  that  may  be  for 
some,  Cochrane  counseled  attendees 
not  to  underestimate  the  opportuni- 
ties. "The  opportunities  are  coming 
from  a  place  that  most  of  us  are  not 
looking,  and  they  are  huge." 


"It  really  is  about  recognizing  a  change  that  is 
going  to  happen  and  betting  on  that  future." 

-  Nancy  Raynor,  senior  vice-president  and  general  manager, 
Sabre  Business  Travel  Solutions 


The  Business  Week  Technology  Leadership  Summits 


...regularly  bring  together  business  and  technology  executives 
to  discuss  strategies  for  competing  in  today's  world  of  e-business. 

For  information  on  future  events  in  this  series,  please  send  an  e-mail  to 
julie_terranova@businessweek.com 

http://conferences.businessweek.com 


"The  dominant 
language  on 
this  planet  in 
now  binary." 

-  Dr.  Peter  Cochrane, 

head  of  research  for 

BT  Laboratories;  net  futurist; 

author,  Tips  for  Time  Travelers 


Summit  Poll  Results 


Results  of  anonymous  polling  of  230  deli 
gates  at  The  Technology  Leadership  Sum 
Each  had  access  to  a  keypad  and  was  ab 
answer  each  of  the  questions  asked  durir 
the  conference. 


The  education  system  of  today: 

Is  adequate  for  tomorrow's  IT  needs. 

Can  barely  keep  up  with  our  needs. 

Doesn't  realize  the  need. 

Needs  to  be  totally  re-thought 
for  the  new  economy. 


On  monitoring  employees'  electronic 
behavior,  corporations: 

Should  monitor  behavior  more. 

Monitor  electronic  behavior  enough.    | 

Should  back  off  from  what  they're 
doing  now. 
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I  view  investment  in  information 
technology  primarily  as  a  way  to: 

Cut  costs  and  increase  efficiencies 
in  business  processes.  1 

Provide  better  customer  service. 

Develop  a  more  diverse  product 
offering  to  customers. 

The  ultimate  weapon  to  achieve 
sustainable  competitive  advantage.      7 
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ivelopments  to  Watch 


>  BY  OTIS  PORT 


ISOR  TO  CATCH 
HEAR  THIEVES 

lONOMIC  MELTDOWN  IN 

may  pose  dangers  be- 
Ifl  borders.  Since  1992, 
nave  been  seven  thefts 
sian  uranium  products 
e  for  use  in  weapons, 
Jig  to  a  congressional 

Experts  worry  that 
I  inability  to  pay  for 
y  measures  or  even  to 

regular  paychecks  for 
lards  means  Russia's 
im  stockpile  could  be 
led  by  terrorists  and 
nations. 

oart  of  a  U.  S.  Energy 
initiative  to  help  Rus- 
•ltrol  its  nuclear  mate- 
Pacific  Northwest  Na- 

Laboratory  now  has 
up  with  a  device  to 
uranium  or  plutonium. 
n  led  by  materials  sci- 
Mary  Bliss  has*  devel- 
an  inexpensive  glass- 
sensor  for  detecting 
ctivity.  Unlike  ordinary 

fibers  that  merely 
nit  light,  these  produce 
Called  Puma  (from  plu- 
measurement  and 
lis),  the  fibers  contain 
compounds  that, 
zapped  by  neutrons  or 
ia  rays,  emit  sparks — 
jous  to  the  ticking  from 
jper  counter. 
na  Bbera  could  be  em- 
'd  in  roads  at  border 
rigs   and   around   sites 

QUClear  weapons  and 
:m  are  stored,  Bliss  says. 
totype  detector  lias  just 

installed  at  a  checkpoint 
J  German  Austrian  bor- 
'anlierra  Industries  Inc. 
ritlen,  Conn.,  will  make 
MT8,  D 


CDs  THAT  DELIVER  WAY  MORE  THAN  MUSIC 

WHY  SHELL  OUT  FOB  \  COMPACT  DIBS  WHEN  VOU  CAN  GET 

so  much  free  music  on  the  Internet?  Atlantic  Recording 
Corp.,  a  subsidiary  of  Time  Warner  Inc.,  thinks  it  can 
give  music  lovers  a  reason.  It's  a  multimedia  enhance- 
ment called  HyperCD,  developed  by  HyperLock  Tech- 
nologies in  Skokie,  111.  The  new  disks  cost  the  same  as 
ordinary  cds  and  contain  standard  music  tracks.  But 
when  you  put  the  disk  in  a  personal  computer  and  regis- 
ter at  Atlantic's  Web  site  (www.atlantic-records.com), 
you  can  unlock  video  clips  hidden  on  the  disk  or  get  on 
mailing  lists  for  news  on  concert  tours.  Some  day,  you 
may  also  be  able  to  interact  with  bands  on  restricted 
areas  on  Atlantic's  Web  site. 

Preempting  the  free-music  movement  is  only  part  of 
the  rationale  for  Atlantic.  The  company  leams  who  its 
customers  are,  what  music  they  like,  and  howr  often 
they  listen.  It  can  mine  that  information  for  insights  on 
trends.  And  ultimately,  Atlantic  plans  to  market  music 
directly  to  individuals. 

Atlantic  Co-Chairman  Val  Azzoli  says  HyperCDs  have 
been  selling  well  since  their  debut  in  May.  That's  no 
surprise,  because  the  latest  recordings  from  such  acts  as 
The  Gufs,  Collective  Soul,  and  Edwin  McCain  are  avail- 
able only  in  this  format.  But  Azzoli  has  evidence  that 
customers  also  like  the  value-added  features:  A  surpris- 
ingly high  20%  of  Collective  Soul  purchasers  have  regis- 
tered on  the  Atlantic  site.  Neil  Gross 


INNOVATIONS 


■  If  you  would  like  to  control 
your  eating  behavior  and  lose 
a  few  pounds,  Brad  J.  Bush- 
man, an  associate  professor 
of  psychology  at  Iowa  State 
University,  has  a  simple 
strategy:  put  a  mirror  near 
the  dining  table  and  another 
one  on  the  refrigerator 
door  or  wherever  you 
often  nibble.  Why?  It 
seems  people  admire 
themselves  too  much 
to  watch  themselves 
consuming  snacks 
and  sweets.  In  ex- 
periments with  col- 
lege students  and  su- 
permarket shoppers, 
people  who  could  see 
themselves  eating  consumed 
22%  to  32%  less  unhealthy, 
fat-laden  foods  than  people 
who  gorged  without  benefit 
of  their  own  reflections. 

■  Someday,  doctoi-s  might  be 
able  to  tell  patients  that 
spinal  cord  injuries  are  not 
permanently  disabling.  Neu- 


roscientists  at  Case  Western 
Reserve  University's  School 
of  Medicine  have  shown  that 
nerve  fibers  can  regenerate. 
The  researchers  transplanted 
nerve  cells  from  adult  mice 
into  rats  with  severed  spinal 
cords.  The  new  cells  grew 
rapidly  toward  the  cut — 
stopping  only  when  they  en- 


countered scar  tissue.  Much 
more  research  must  be  done, 
but  if  a  way  can  be  found  to 
bypass  or  deactivate  the  scar 
tissue's  chemical  roadblock, 
physicians  eventually  might 
be  able  to  repair  damaged 
spinal  cords  and  heal  broken 
necks  in  humans. 


WHY  I  DON  T 
FEEL 
YOUR  PAIN 


PAIN  PEBCEPTION  CAN  VABY 

enormously  among  individu- 
als: One  person's  sore  arm  is 
another's  debilitating  anguish. 
But  don't  assume  that  suffer- 
ers should  just  "put  up  and 
shut  up."  Their  pain  sensitiv- 
ity could  be  genetic. 

Researchers  at  Johns  Hop- 
kins University  and  the  Na- 
tional Institute  on  Drug 
Abuse  say  they  have  discov- 
ered variations  in  a  single 
gene  responsible  for  the  mol- 
ecule that  binds  with  the 
body's  owti  painkilling  chemi- 
cals. They  report  in  the  July 
16  issue  of  Proceedings  of  the 
National  Academy  of  Sci- 
ences that  those  variations 
are  probably  responsible  for 
differences  in  pain  sensitivity. 
And  because  the  molecule 
also  binds  with  morphine,  the 
gene  variations  could  explain 
why  the  level  of  relief  from 
the  same  dose  of  morphine 
differs  so  much  from  patient 
to  patient. 

The  researchers  studied 
the  so-called  mu  opiate  re- 
ceptor gene  in  different 
strains  of  mice  and  discov- 
ered differences  in  the  num- 
ber of  opiate  receptors.  Fur- 
thermore, the  quantity  of 
receptors  predicted  how  the 
mice  would  respond  to  a 
mildly  painful  stimulus:  The 
fewer  the  receptors,  the 
more  pain  the  lab  animals 
felt.  Also,  the  mice  with 
sparse  receptors  required 
more  morphine. 

After  the  mouse  studies, 
the  scientists  turned  to  hu- 
man subjects.  They  found 
that  the  number  of  mu  recep- 
tors can  differ  dramatically 
among  individuals  as  well. 
"People  have  long  been  skep- 
tical that  pain  has  a  genetic 
basis,"  says  Johns  Hopkins 
neurologist  Dr.  George  R. 
Uhl.  The  new  finding,  he  says, 
could  result  in  painkillers  that 
are  tailored  to  genetic  sensi- 
tivities.        Catherine  Arnst 
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Media  Companie 
Dot.  Com  Feedin 

.From  Wall  Street  to  Main  Street,  the  battle  for  bandwidth  is  r[ 
lustries  that  will  emerge  unscathed.  WhsjjJMSJi^e-commeil 


GLOBAL 

CONVERGENCE 
SJJMMIT 

^PTEM¥ER~307T^9  9 

Marriott  Marquis,  New  York  City 


Interactive  television.  Cable  modems.  Net-enabled 
phones.  Web  portals.  Music  and  video  delivered  direct 
to  the  consumer.  Right  now,  media,  communications 
and  technology  are  converging  at  breakneck  speed. 
Each  day's  news  threatens  to  collapse  old  business 
models  and  creates  new  opportunities.  Which  is  pre- 
cisely why  the  leaders  of  these  industries  are  meeting 
at  The  1999  Global  Convergence  Summit. 

C  Michael  Armstrong  of  AT&T,  Jonathan  Bulkeley 
of  Barnesandnoble.com,  Bill  Joy  of  Sun  Microsystems, 
Brad  Chase  of  Microsoft,  Robert  Davis  of  Lycos, 
Mark  Cuban  of  Broadcast.com,  and  dozens  of  other 
top  executives  will  share  their  insights  and  the  latest 
news.  You'll  learn  who  will  be  the  new  leaders  as 
mergers  and  new  technology  speed  up  the  pace.  Find 
out  who'll  pay  in  the  new  media  and  communications 
paradigm.  Hear  how  the  new  generation  will  radically 
change  all  the  rules. 

Will  the  frontrunners  today  have  a  lock  on  the  future' 
Will  you  lead  or  be  left  behind?  Find  out  September  30, 
1999  at  the  Marriott  Marquis  in  New  York  City. 

For  more  information  on  The  1999  Business  Week 
Convergence  Summit,  or  to  find  out  more  about  sponsor 
and  speaker  opportunities: 

Go  to:    http://conferences.businessweek.com/ 
1999/convergence 
or  contact:    Julie  Terranova 

e-mail:    julie_terranova@businessweek.com 
phone:    888-239-6878 
fax  on  demand:    888-239-6878,  document  #100 

PRESENTED    BY: 
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TIPS  FOR 
TRAVELERS 

AND  SUN 
WORSHIPPERS 


^  What  Unites  Europe? 
Delayed  Flights 

This  has  been  the  worst  year  ever  for  flying  on  the  Continent 


BY  CAROL  MATLACK 

For  Alfonso  Di  Ianni,  it  was  another  week  of 
schedule-wrecking  delays  in  Europe's  un- 
friendly skies.  On  a  recent  Monday  morn- 
ing, Di  Ianni,  a  Geneva-based  vice-presi- 
dent for  Oracle  Corp.,  rose  at  5:30  to  catch 
a  British  Airways  flight  to  London  for  a 
client  meeting.  But  an  hour  after  the 
scheduled  8:45  departure,  his  plane  was  still  on 
the  runway  at  Cointrin  Airport,  awaiting  clear- 
ance for  takeoff.  It  got  to  Heathrow  75  minutes 
late.  Tuesday,  his  flight  to  Am- 
sterdam on  British  Midland 
Airways  was  delayed  45  min- 
utes, and  on  Wednesday,  his 
Lufthansa  flight  to  Munich  was  90  minutes  late.' 
"It's  a  terrible  way  to  live,"  says  Di  Ianni. 

His  experience  only  confirms  what  statistics 
show:  This  is  the  worst  year  ever  for  air  travel 
in  Europe.  A  third  of  intra-European  nights  take 
off  at  least  15  minutes  late,  with  average  de- 


Travel 


lays  running  more  than  40  minutes.  In  the  | 
24%  of  flights  run  late,  and  delays  are  si 
Apart  from  causing  passenger  misery,  the  I 
tuality  problem  has  swelled  business  co^ 
road  warriors  elect  to  fly  a  day  early  or 
last-minute  purchases  of  second  tickets 
their  original  flights  are  held  up. 

The  culprit  is  Europe's  air-traffic  systd 
patchwork  of  49  control  centers  run  by  nai 
governments.  Each  has  its  own  curbs  of 
use  of  air  space,  limiting  available  route 
planes  are  funneled  into 


busy  corridors.  Since  th 
ters'  computer  systems 
controllers  have  trouble  s< 
where  congestion  is  developing  in  time 
vert  planes  to  less-crowded  routes.  Expert 
a  pan-European  system  would  improve  the 
ation,  but  that's  unlikely  to  be  created  sooi 

In  the  meantime,  travel  agents  such  as 
Jadot  of  Paiis'  Cap  Voyages  agency  advise  c 
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3e  Acrobat 

Stop  the  gremlins.  With  Acrobat  4.0  software  from  Adobe,  all  the  documents  you  send  electronically  will 
arrive  exactly  as  you  intended.  When  you  convert  your  documents  with  Acrobat,  it  doesn't  matter  whether 
you  used  Microsoft  Office  or  some  other  application  to  create  them.  It  doesn't  matter  which  platform  you 
use. The  gremlins  can  try.  But  Ac/obat  keeps  your  business  documents  safe. Take  that,  you  little  imps!  For 
more  information,  or  to  locate  a  software  reseller  near  you,  visit  our  Web  site  at  www.adobe.com/acrobat99 
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Europe's  Tardy  Airports 


AIRPORT 

%  OF  DEPARTURES 
DELAYED* 

AVG.  DELAY 

(MINUTES) 

MILAN  MALPENSA 

56.3 

47.8 

GENEVA 
MUNICH 

38.6 
35.7 

46.9 
45.3 

OSLO 

33.6 

48.1 

ROME 

33.3 

44.8 

AMSTERDAM 

32.3 

43.1 

PARIS  CHARLES  DE  GAULLE  32.1 

43.5 

MADRID 

31.8 

45.1 

LISBON 

31.2 

47.6 

ZURICH 

30.8 

43.8 

*  Flights  are  counted  as  delayed  if  they  were  late  at  least  15 
minutes.  Data  is  for  Jan. -Mar,  1999. 

DATA:  ASSOCIATION  OF  EUROPEAN  AIRLINES 


to  take  early-morning  flights, 
since  delays  tend  to  snowball 
as  the  day  goes  on.  Passen- 
gers also  can  try  to  avoid  air- 
ports where  tardy  takeoffs  are 
most  likely.  Identifying  them 
became  easier  this  spring 
when  the  Association  of  Eu- 
ropean Airlines  published  for 
the  first  time  an  airport-by- 
airport  listing  of  delay  rates 
(table).  For  example,  Milan's 
Malpensa  airport  is  twice  as 
bad  as  the  city's  other  airport, 
Linate.  In  Paris,  Charles  de 
Gaulle  is  worse  than  Orly.  So 
you  might  be  better  off  using 
discount  carriers  originating 
from  Orly  and  other  secondary 
airports. 

Travelers  can  ask  travel 
agents  to  override  itineraries 
programmed  into  reservation 
systems,  which  often  don't  al- 
low enough  time  to  change  planes.  Herman 
Mensink,  European  director  of  the  Association  of 
Corporate  Travel  Executives,  says  he  routinely 
requests   overrides   for   connections   through 


Frankfurt.  "If  you  are  flying  into  Frankf 
have  45  minutes  to  connect,  you're  not  j 
make  it,"  he  says.  And  Frankfurt  isn't 
the  10-worst  list. 

Increasingly,  business  travelers  are 
to  Europe's  expanding  network  of  hig] 
trains,  which  beat  flying  on  many  route 
times  for  ground  transportation,  check- 
boarding are  factored  in.  Rail  travel  g< 
costs  less,  and  delays  are  rare.  Lieke  Bu 
porate  travel  manager  for  ing  Bank  in  A 
dam,  says  ing  employees  often  ride  the 
Paris,  just  4  hours  and  15  minutes  away 
sleek  red  Thalys  train  inaugurated  las 
The  Eurostar,  which  whisks  passenger 
London  through  the  Channel  Tunnel  to  F 
Brussels  in  less  than  three  hours,  has  lure 
so  many  travelers  that  airlines  have  cut  f 
those  routes.  Eurostar's  round-trip  weekd 
to  Paris  is  $389  vs.  $430  or  so  on  British 
Air  France.  Transatlantic  passengers  Ian 
Paris,  Zurich,  Frankfurt,  and  other  majo 
can  easily  hop  onto  high-speed  trains. 

But  trains  aren't  the  answer  for  every 
Ianni's  trips  to  London,  Amsterdam,  and 
would  have  taken  longer  had  he  gone  by  r^ 
frequent  flyers  such  as  Di  Ianni,  getting 
Europe  still  means  long  airport  stays. 


WHAT  USING  A  SUNBLOCK  WILL  REALLY  GET  YOU 


After  years  of  equating  a  tan  with      methoxy  cinnamate,  and  avobenzone 
good  health,  Americans  are  run-       (or  Parsol  1789)  stop  uva — so  you 
ning  for  cover.  Thanks  to  new  should  check  sunscreens  for  these  in- 

Food  &  Drug  Administration  gredients.  But  such  products  generally 

rules  issued  in  May,  now  they're       need  to  be  reapplied  at  two-  rather 
also  learning  just  how  much  cover  sun-    than  four-hour  intervals, 
screen  products  really  provide.  For  maximum  protec- 

No  sunscreen  offers  perfect  protec-     tion,  coat  yourself  15  to 
tion.  So  the  agency  barred  such  terms    30  minutes  before  going 
as  "sunblock,"  "waterproof,"  and  "all-      outside.  Don't  skimp, 
day  protection."  Products  can  claim  to    Most  people  apply  only 
be  "water  resistant"  if  they 

last  for  40  minutes  in  water  Dnniinnf  inrf  Cl/in 

and  "very  water  resistant"  if  fl  GV  Gil  HUH  uKII 

they  hold  up  for  80  minutes.  n  *"' 

In  part  because  a  product  uRflCfiP 

labeled  40  filters  only  a  tiny 

bit  more  cancer-causing  ultra-       ►Examine  your  skin  frequently 
violet  B  rays  than  one  labeled      to  check  for  new  moles  and 
30—97.5%  vs.  97%— the  fda         changes  in  the  size,  color,  shape, 
capped  the  highest  rating  at         0r  texture  of  existing  moles. 

"30-plus."  Companies  have  two     

years  to  comply.  ►Get  annual  physicals  that  include  a  skin  exam. 

The  fda  has  yet  to  devise  ^  Limit  sun  exposure  from  10  a.m.  to  2  p.m. 

ways  of  measuring  how  well  -  —  r 

sunscreens  filter  out  ultraviolet  ►Apply  sunscreen  daily  to  exposed  skin  15  to  30 

A  light.  While  less  powerful  minutes  before  going  outside.  Reapply  frequent- 

than  uvb,  uva  also  is  linked  to  ly,  especially  after  swimming  or  sweating, 
skin  cancer.  Dermatologists  say        data:  American  academy  of  dermatology;  food  &  drug  administration 
titanium  dioxide,  zinc  oxide, 


half  the  one  ounce  (or  two  table 
spoons)  recommended  for  full  bod; 
coverage.  So,  "when  they  use  a  30! 
they  are  probably  only  getting  a  1 
says  Mark  Naylor,  associate  derm; 
•••.'•■'•.         ogy  professor  at  the  U 
versity  of  Oklahoma, 
American  Academy 
Dermatology  recom 
mends  that  everyo: 
use  at  least  a  15— e 
in  the  shade  and  in 
winter.  That  includes 
African  Americans, 
whose  rate  of  melanc 
is  one-fifteenth  that 
Caucasians.  Those 
who  have  light  skin 
and  burn  easily  shou 
use  30-plus. 
Finally,  don't  rely  on  si 
screen  alone.  "Some  rays  do  get 
through,  and  over  time  damage  bui 
up,"  says  Dr.  Robert  DeLap,  an  fd 
office  director.  Wear  wide-brimmed| 
hats,  ample  clothing,  and  sunglassei 
And  stay  indoors  between  10  a.m 
2  p.m.,  when  the  sun  is  strongest. 
Getting  out  of  the  sun  still  is  the  b 
protection.  Anne  Terge 
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YOU   RUN   AN 
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YOUR      SUCCESS      DEPENDS      ON 
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HERE'S      HOW      TO      AVOID      AN 


:-N»GHTMAR 


1  Sybase 

OR  MAT  I  ON    A  N  YWHER1 


Sybase  has  the  high  availability  and  reliable  data  movement  solutions 
that  today's  e-businesses  demand.  Our  Adaptive  Server  Enterprise, 
Replication  Server,  OpenSwitch,  Enterprise  Application  Server  and  Sybase 
Financial  Server  are  helping  e-businesses  stay  open  for  business.  To  learn 
more,  get  our  white  paper  "Understanding  Continuous  Availability"  Call  us 
at  800-8-SYBASE,  or  visit  www.sybase.com. 

©1999  Sybase.  Inc.  All  rights  reserved  All  trademarks  are  the  property  ol  their  respective  owners 


A  LOOK  AT  A  HOT 

SECTOR  AND  A 

TALK  WITH  AN 

EXPERT 


The  Market's  Sparrows 
Are  Flying  High 

Microcap funds  are  hot — but  be  prepared  for  high  risk 


BY  ANNE  TERGESEN 

After  a  long  period  of  lagging  behind  the 
market,  small-company  stocks  roared  to 
life  this  spring.  But  unbeknownst  to  many 
investors,  shares  issued  by  the  tiniest 
companies  rallied  even  more  explosively. 
As  a  result,  microcap  funds — which  spe- 
cialize in  companies  valued  at  $300  million 
or  less — rose  22%  from  April  through  June,  leav- 
ing every  other  category  of  domestic  equity  fund 
in  the  dust,  according  to  mu- 
tual-fund tracker  Lipper.  The 
microcaps  even  trounced  the 
small-cap  funds,  which  were  up 
15.6%.  "Whenever  we  find  ourselves  in  a  small- 
cap  market,  the  fantastic  returns  tend  to  be  am- 
plified as  you  move  down  in  size,"  says  Satya 
Pradhuman,  director  of  small-stock  re- 
search at  Merrill  Lynch.  '  J 

But  can  the  good  times  continue  to  roll 
for  small  and  tiny  stocks?  In  the  past 
month,  the  market  has  shifted  back  to 
large  caps.  But  small  stocks — or  the 
shares  of  companies  in  the  $300  million 
to  $1.5  billion  range — have  continued  to 
fare  well.  And  now  that  investors  are 
shrugging  off  the  risk  aversion 
that    prompted    their 


Investing 


Itaj 
flight  to  blue  chips  during  the  Asian  i  takl 
crisis  of  1997  and  1998,  small-stock  gu 
betting  the  smart  money  will  continue  tc  sail-cap 
chance  on  the  market's  minnows.  One 
traction  is  that  small-cap  shares  are  chea 
ative  to  blue  chips  than  they  have  been  ii 
Microcaps  are  even  better  deals.  Bj 
the  ratios  of  stock  prices  to  sales,  Prat  polled 
says  microcaps  are  trading  at  0.30  times 
erage  for  large  caps.  That  is  14%  cheap 
the  0.35  they  hit  in  19 
decade's  previous  low. 
Microcap  funds  are  al: 


Pl 


pis  tin* 
ids  mi 


m  ar 


m 


earning 


W 
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1  lins.  Investor's  must  sjm-ih I  an  average  of 
receive  $i  in  earnings  from  fundi  that 

I  tlie  largest  stocks,  vs.  .fcKi.27  for  small 
(I  $21.<>7  lor  those  specializing  in  mim. 
id  tracker  Morningstar  says.  "Die  small 
,  playing  catch  up,  and  there's  a  lot  of 
to  go  before  they  get  hack  to  normal," 
Sustersic,  portfolio  manager  at  TUm- 
Cap  Growth  Fund,  up  60%  on  an  annu- 
sis  since  its  inception  in  March,   L998. 
he  -locks  Sustersic  has  snapped  up  are 
»hoe  and  apparel  maker  Saucony,  which 
ir  L&2  times  estimated  1999  earnings, 
w  its  three-year  30%  annual  growth  rate, 
investors  often  chase  hot  performance, 
funds  might  soon  find  themselves  awash 
ash.  Any  investor  interest  would  propel 
■  traded  stocks  sharply  higher. 
ST.  Of  course,  for  this  scenario  to  come 
mall-cap  earnings  must  not  disappoint. 
tiling  in  the  second  quarter,  small-com- 
•nings  are  expected  to  outstrip  those  of 
chips  by  9.5  percentage  points  in  the 
uter  and  31  points  in  the  fourth  quarter, 
polled  by  First  Call  predict.  Although  a 
ly  high  cost  of  capital  might  restrain 
mpany  profits,  Pradhuman  expects  the 
earnings  to  be  more  predictable  this 
tn  last,  helping  the  stocks  do  well. 


The  Marks  of  a  Good  Microcap  Fund 


SMALL  SIZE 


LOW  EXPENSES 


Those  with  more 
than  $100  million  in 
assets  can  have  trou- 
ble trading  stocks 
without  influencing 
prices 


Sales  loads  and 
expense  ratios  above 
the  sector's  1.77% 
average  can  com- 
pound losses  in 
down  years 

DATA  MORNINGSTAR  INC    MERRILL  LYNCH 

1998,  when  small-company  stocks  endured  their 
worst  three-year  performance  relative  to  large 
stocks  in  more  than  a  generation.  Over  the  past 
three  years,  microcap  managers  have  posted  an 
average  annual  return  of  12.8%,  vs.  10.5%  for 
small-cap  funds,  Lipper  says.  But  it's  a  big  leap 
to  conclude  that  microcap  funds  are  better  all- 
weather  bets  than  their  slightly  larger  rivals. 
Indeed,  several  one-time  factors  likely  explain 
why  they  have  gained  an  edge  recently. 

For  one  thing,  fund  companies  are  just  start- 
ing to  mine  the  asset  class.  Five  years  ago,  only 
four  funds  used  the  word  "micro"  in  their  names. 
Today,  driven  by  pension  fund  interest,  46  funds 
use  the  micro  label,  according  to 
Morningstar.  With  money  flowing    M 


But  there  are  no  sure  bets — especially  in 
icaps.  "People  holding  microcaps  should  be 
willing  to  go  through  dramatic  volatili- 
ty," says  Dan  Coker,  author  of  Mas- 
j^  tering  Microcaps:  Strategies,  Trends, 
W  and    Stock    Select io>i    (Bloomberg 
^  Press,  $55).  In  a  given  year,  micro- 
caps  post  ups  and  downs  that  are  86% 
are  extreme  than  those  of  large  stocks 
nd  25%  greater  than  those  of  small  caps, 
says  Prudential  Securities. 

Tiny  stocks  pose  other  outsized  dan- 
gers too.  Because  microcaps  are  thinly 
\ traded,  even  a  small  sell-off  can  cause 
a  stock's  price  to  slide  precipitously. 
And    even    if   you    find    a    great 
k      prospect,  others  may  not  notice. 
^    So  the  stock  price  may  languish. 
Microcap  investors  generally 
experience  the  wont  whiplash  during 

dry  spells  for  small-company  stocks.   In- 
tingly,  that  was  not  the  case  from  19'.M>  to 


into  this  largely  overlooked  backwater,  the  stocks 
have  enjoyed  support  even  amid  a  small-stock 
dry  spell,  Pradhuman  argues. 

A  second  explanation  of  the  microcap  phe- 
nomenon has  to  do  with  the  huge  runups  in  In- 


AMPLE 
DIVERSIFICATION 

The  funds  are  riskier 
when  they  invest  a 
high  proportion  of 
their  assets  in  a  few 
holdings  or  sectors 


Microcaps'  Big  Returns 


FUND  (SYMBOL) 

OPPENHEIMER  A  ENTERPRISE  (OENAX) 


NUMERIC  INVESTORS  MICRO  CAP  (NIMCX)  28.9 

WASATCH  MICRO-CAP  (WMICX)  25.6 

FREMONT  U.S.  MICRO  CAP  (FUSMX)  24  4 

FIRSTAR  MICROCAP  RETAIL  (FRMPX)  23.8 
*  Annualized  as  of  July  15 


3-YR  RETURN-    TOP  HOLDINGS 

35.0%         Corporate  Executive 
Board,  hi/fn 

Clarify,  Xircom 

Techne,  ICU  Medical 

Emulex,  Orckit  Comm. 

Alpha  Ind,  Ancor  Comm. 

DATA:  LIPPER  ANALYTICAL  SECURITIES  CORP 
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BusinessWeek  Investor 


Mutualfunds 


BusinessWeek  ONLINE, 


Listen  to  the  latest  market 
news  and  analysis  at  Busi- 
ness Week  Online 
(www.businessweek.com/ 
investor/).  MORNING  CALL 
Standard  &  Poor's  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  ET.  An  audio  tran- 
script is  available  shortly 
afterward.  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hoffman  delivers  mar- 
ket news  and  insights 
throughout  the  day. 


ternet  and  technology  stocks.  Although  most 
Net  stocks  immediately  skyrocket  past  micro- 
cap  status  these  days,  that  was  not  the  case  as 
recently  as  two  years  ago,  when  fledgling  Net 
companies  helped  bolster  microcap  fund  returns, 
Pradhuman  argues.  This  year,  technology  stocks 
have  fueled  the  sector's  hot  performance.  One  fa- 
vorite of  the  high-ranked  Wasatch  Micro-Cap 
fund  is  sdl,  which  makes  semiconductor  lasers 
that  help  computer  networks  handle  high  traffic 
volumes,  says  senior  analyst  Jim  Larkins.   * 

Another  theory  has  to  do  with  the  unusual  na- 
ture of  the  recent  small-cap  downturn.  Most 
times,  when  small  stocks  are  punished,  it's  be- 
cause earnings  or  other  fundamentals  slump.  But 
during  much  of  their  recent  underperformance, 
small  stocks'  earnings  were  superior  to  those  of 
the  blue  chips.  During  the  Asian  financial  crisis 
that  started  in  1997,  institutional  investors  flocked 
to  the  perceived  safety  of  blue  chips  simply  be- 
cause of  their  greater  liquidity.  They  indiscrimi- 
nately dumped  less-liquid  small-cap  holdings. 


But  microcap  shareholders  held  on. 
cause  most  are  employees  and  other  snl 
investors  intimately  familiar  with  the  co| 
and  content  to  remain  loyal  as  long  as 
damentals  hold  up,  says  Richard  Hefter,| 
al    director    of   microcap    Web    site, 
capl000.com.  If  earnings  had  turned  so| 
stocks  surely  would  have  too. 

Despite  the  microcaps'  outsized  volati| 
tory  suggests  that  patient  investors 
warded.  Since  1926,  Prudential  says, 
have  outperformed  the  rest  of  the  marid 
absolute  basis.  Their  compounded  annual  rj 
12.4%  was  higher  than  the  11.8%  for  sr 
and  the  10.7%  for  blue  chips.  But  because| 
time  horizons  are  associated  with  greater 
ity,  microcaps  fall  short  on  a  risk-adjustd 
unless  held  for  more  than  seven  years,  ad 
to  Coker's  calculations.  Whether  you  tj 
plunge  now  or  later,  examine  your  risk  to 
After  all,  there's  nothing  tiny  about  th^ 
term  risk  inherent  in  microcaps. 


THE  PICKS  OF  A  SIZZLING  MICROCAP  MAVEN 


The  swiftest  newcomer  to 
the  tiny-stock  scene  is 
$75  million  BlackRock 
Micro-Cap  Equity,  up 
90.5%  in  the  year  ended 
June  30  and  60.5%  in  1999. 
Do-it-yourselfers  will  hate 
its  5%  load,  but  investors 
paying  an  adviser  might  get 
it  on  better  terms.  While 
cautioning  that  the  fund  is 
inherently  volatile,  co- 
manager  Thomas  Callan 
sees  plenty  of  opportunity. 
He  shared  his  views  on 
some  of  his  favorite  stocks 
recently  with  Senior  Writer 
Robert  Barker. 


Q:  Wliat  are  you 

doing  right? 

A:  First  and 

foremost,  it's  the 

investment 

style.  It's  an 

earnings-  and 

price-momentum 

investment 

style.  We're 

looking  for  the 

most  dynamic 

companies  in  the  micro-cap  range 

that  also  have  positive  investor  sen 

timent. 

Q:  For  investor  sentiment,  what 


BlackRock  Micro-Cap 


TICKER  SYMBOL  BMEAX 

ASSETS  $75  million 

ANNUAL  AVERAGE  TOTAL  RETURN  87.8%* 

SALES  CHARGE  5% 

TOP  HOLDINGS**  Ancor  Communications, 


criterion  do  you 
use? 

A:  We're  looking 
for  companies 
that  have  rela- 
tive-price- 
strength  rank- 
ings in  the  top 
35%  of  the  stock 
universe. 


Emulex,  Macrovision 

*  From  May,  1998,  inception  through  June  30, 1999 


SEARCHING  FOR  GROW   f! 

Callan  wants  20%  at  I 


t0« 
BitWi 


'June  30 


DATA:  BLACKROCK  FUNDS 


Q:  You  also 
screen  for  rev- 
enue growth. 

What's  the  criterion  there? 

A:  Just  a  minimum  of  20%. 

Q:  What's  your  favorite  stock? 
A:  In  the  semiconductor  space,  a 


company  called  hi/fn  is 
ticularly  brilliant.  They 
sign  packet  processors, 
which  are  used  to  perfi 
computation-intensive 
tasks.  Given  this  whol 
bandwidth  issue  [and  d 
mand]  to  move  more  d; 
with  a  great  degree  of 
tegrity  across  pipelines 
their  semiconductors  fa 
tate  that. 


Q:  What  else  do  you  lih 
A:  Power  Integrations.  It  makes 
tegrated  circuits]  called  the 
TinySwitch  and  also  the  TOPSwitc 
As  more  and  more  things  have  m  » 
croprocessors  in  them,  they  need 
power  supplies  that  convert  AC  t< 
DC.  The  company  has  been  able  t< 
miniaturize  it  so  the  power  suppl;  iir 
n't  larger  than  the  device  that  yo  i discc 
using. 

Q:  Another? 

A:  Proxim.  They  make  wireless  I 
networking  equipment.  And  Moto 
recently  announced  that  they're  ii 
vesting  in  the  company  and  [form 
a  strategic  relationship  to  acceler; 
the  deployment  of  wireless  broad 
band  networks. 


J04  BUSINESS  WEEK  /  AUGUST  2,  1999 


II  these 
I  vices: 


,*«nce,  toll  free, 
calling  cards 


jtlonal  voice 
ta  services 


.ink  Sprint 
let  Access 


'aging 

monthly 
discounts! 


It's  not  just  about  small  business 
communications  your  way 
with  Sprint  BusinessFlex. 


's  about  staying 
i  top  of  it  all. 


Build  your  business 
communications  plan 
your  way! 

Today's  small  business  owner  needs  a  variety  of 
communications  options  to  stay  on  top  of  business. 
That's  why  Michelle  Lemmons,  President  of  International 
Speakers  Bureau,  chose  Sprint  Business  Flex. 

It  allows  her  to  customize  a  communications  plan 
her  way,  with  services  including  international  long 
distance  to  reach  beyond  borders. .  .toll-free  service  to 
invite  customer  calls... Internet  access  to  open  new 
doors... paging  for  instant  access.  If  her  needs  ever 
change,  Michelle  can  add  other  Sprint  services 
without  changing  her  plan.  With  Sprint  Business  Flex, 
you  don't  have  to  be  locked  in. 

Why  not  let  Sprint  help  your  business,  too.  You  can  get 
low  flat  rates  and  a  volume  discount  every  month  — 
to  help  you  stay  on  top  of  the  competition  and  your 
customers'  needs.  Isn't  that  the  point  of  contact? 


Sign  up  for  Sprint  BusinessFlex  now 
and  get  three  special  offers: 

(ijS:      UP to  S600  of  Toll-free  service  to  give 
sxdiMil/     customers  convenient  access 


Up  to  six  months  of  FREE  EarthLink  Sprint 
Internet  Access  to  open  new  doors 


Up  to  S100  off  every  Sprint  PCS  Phone11 
when  you  choose  a  wireless  term 
agreement 


Offer  expires  September  30,1999 — call  today1 

1-888-SPRINT-BIZ 


www.sprmt.com/bizflex 


Sprint 


The  point  of  contact 


i   tor  volume  discount  Toll-Free  offer  capped  at  $50  per  month  up  to  three  months  for  Sprint  Business  Flex  50  Capped  at  COO 
I  6  drid  9  Internet  Access  capped  at  $29  65  per  month  I  ■  ss  Hex  50  paid  out  m  months  3. 6  and  9  For  Sprint  Business  Flex  500  paid  out 

lined  with  Sprint  PCS  Consumer  Plans  Shared  Minutes  option  and  certain  other  promotional  offers  Offer 
nt  requires  two-year  con'  '  m  apply  Service  Plans  are  subject  to  business  credit  approval 

tatement  of  thi  ids  Guide  lor  H.  Spectrum  I P  Sprint,  the  Sprint  logo,  and  the  Sprint  PCS 

LP  Earthhnl  and  the  I  irthlmt  logo  are 


BusinessWeek  Investor 


The  Barker  Portfolio 


FIDELITY'S  NEW  'INVEST 
AND  FORGET  FUND 


BY  ROBERT  BARKER 

This  cheap,  simple, 
passive-indexing 
fund  spreads 
money  across 
domestic  and 
foreign  stocks, 
plus  U.S.  bonds 


j 


G 


"eff  Slutsky  knows  the  "right"  things  to 
do  with  his  portfolio — low  costs,  diversifi- 
cation, all  that.  Yet  like  most  executives  I 
meet,  Slutsky,  ceo  of  Street  Fighter  Marketing 
in  Columbus,  Ohio,  has  trouble  figuring  out 
when  to  do  those  right  things.  "I  have  to  have  a 
no-brainer  because  I  don't  have  the  time,"  he 
says.  "I'm  building  a  business,  and  I've  been 
more  focused  on  accumulating  than  investing." 

In  July,  Slutsky  hit  on  what  he  calls  a  "per- 
fect" solution:  He  moved  most  of  his  assets, 
which  he  has  in  a  Fidelity  Investments  retire- 
ment plan  for  himself  and  his  employees,  into  its 
newest  offering,  the  Four-in-One  Index  Fund. 
A  "fund  of  funds,"  it  spreads  money  across  do- 
mestic and  foreign  stocks,  plus  the  U.  S.  bond 
market.  To  Slutsky,  it's  "the  least  amount  of 
grief  at  a  reasonable 
amount  of  risk." 

Good  move?  This  is  just 
the  eighth  of  Fidelity's  283 
funds  to  rely  on  "passive" 
indexing,  which  aims  only 
to  match  market  returns. 
But  for  many,  especially 
beginning  investors,  I 
think  Four-in-One  is  ter- 
rific: It's  cheap,  simple, 
and,  for  retirement  ac- 
counts, $500  gets  you  in.        HYPOTHETICAL  F0UR-1N-0HE  INDEX  ,16.8%     He  also  might  have 

Fidelity   didn't   invent     VANGUARD  LIFESTRATEGY  GROWTH       15.2        bits  of  each  underlj 

this  kind  of  fund.  Arch-ri-      delity  fund.  But  the 

val  Vanguard  Group  has     Ay5R_A?L*??!J:A^9PAlL°]ifi,_'!L-____7:?-_     of  Four-in-One  is  tl 

had  one  since   1994.   But      *i2  months  ended  June  30  data:  morningstar  inc..  business  week      markets  move,  it's  Fl 
because    Fidelity,    which  not  Slutsky,  who  v| 

balance  the  fund  to  keep  its  allocation  onl 


fhe  Four-in-One  Solution 


Jb  see  how  Fidelity's  new  Four-in-One 
Index  Fund  would  have  fared  over  the 
past  year,  I  looked  at  the  performance  of  a 
similarly  constructed  hypothetical  fund. 
The  exercise  shows  the  Fidelity  fund 
would  have  outpaced  rivals. 

FUND  1-YEAR  TOTAL  RETURN* 


prides  itself  on  market-beating  stock 
such  as  uber-legend  Peter  Lynch,  is  the 
largest  manager  of  401(k)  assets,  this 
freshing  acknowledgement  that  we  all  doi 
to  be  like  Pete.  As  Joan  Bloom,  a  Fidelit 
v-p,  told  me,  lots  of  people  "either  don't  h 
time  or  the  interest  in  running  a  portfol 
If  that  sounds  like  you,  here's  how  1 
One  works:  550  of  each  dollar  goes  into 
derlying  Fidelity  fund,  Spartan  Market 
which  tracks  returns  of  the  Standard  & 
500-stock  index.  The  next  30(2  is  split  ev( 
tween  two  other  Fidelity  funds,  one  t 
small-  and  mid-cap  domestic  stocks,  th 
foreign  stocks  in  industrialized  countri< 
last  15(2  goes  into  a  Fidelity  fund  follow 
U.  S.  bond  market.  Jennifer  Farrelly,  a  vel 
Fidelity's  S&P  500  index  clone,  runs  th 
checking  daily  to  keep  its  asset  allocation 
1%  of  these  targets. 

With  no  load  and  low  expenses,  the 

close    to    Vanguard's    LifeStrategy 

"They're  very,  very  similar  funds,"  says 

Sauter,  Vanguard's  indexing  chief.  "It's 

splitting  hairs  sayi 

is  better."  Sauter  is 

sport,  so  I'll  split  th 

Vanguard's  fund  is  ; 

cheaper  and  has  thr 

lings  of  varying  sto< 

mixes. 

Those  details  me; 
tie    to    Slutsky,    t 
Moving  his  compan 
to  another  manager] 
have  been  a  time- 


"All  I  have  to  do  is  be  in  this  fund  an| 
tribute  to  it  every  month,"  Slutsky  says. 

Regulations  keep  Fidelity  from  sayin 
this  fund  might  have  performed  historical 
I  estimated  recent  results  (since  two  of  t 
derlying  funds  are  less  than  two  years 
longer-term  test  didn't  work).  They  look  go 
though  much  of  the  return  comes  from 
weighting  in  stocks  (table).  That  may  be 
risky  than  you  like,  especially  if  you  ne< 
money  anytime  soon. 

With  this  index  fund — which  amounts  t 
sive  investing  taken  to  the  fourth  power- 
earn  few  bragging  rights.  And  as  Fid 
mighty  Magellan  Fund  surges  past  $100  \  < 
Four-in-One  won't  ever  find  Fidelity's  < 
stage.  Yet  for  long-term  investors  who 
time  as  well  as  money,  Fidelity's  newest 
may  be  its  best. 

For  barker. online,  go  to  www.businest 
corn/investor/  or  to  AOL,  keyword:  BW  Dc 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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Who  can 
help  you 
manage 
the  details 
of  your 
dream? 

You  have  goals  for  your 
business  and  for  yourself. 
But  when  you  have  a 
dream,  it  helps  to  have 
someone  minding  the 
details. 

Talk  to  your  American 
Express  financial  advisor. 
We  can  address  a  range 
of  personal  and  business 
issues  such  as  cash  flow, 
tax  planning,  retirement 
Planning,  plus  benefits  for 
you  and  your  employees. 
With  the  expertise  and 
insight  you  need  to  make 
smarter  decisions.  So 
you  can  take  control  of 
your  future. 

Do  more  for  your  business 
and  for  yourself.  Call 
1-800-GET-ADVICE  and 
own  your  world. 

www.americanexpress.com  advisors 


can  Exp 


Financial 
Advisors 


American  Electric  Power  (AEP) 

www.aep.com 

American  General 

www.agfg.com 

American  Honda  Motor  Corp. 

www.honda.com 

APC 

www.apcc.com 

Apple 

www.apple.com 

Applied  Materials 

www.appliedmaterials.com 

AT&T 

www.att.com 

Cadence  Design  Systems 

www.cadence.com 

CNet 

www.cnet.com 

Compaq 

www.compaq.com 

COMPAQ  COMPUTER 
ASIA  PACIFIC  PTE  LTD 

www.compaq.com.sg/storageworks/ 

Deutsche  Bank 

www.db.com 


IBM 

www.ibm.com 

Informix 

www.informix.com 

ITU  TELECOM 

www.itu.int/TELECOM 

J.D.  Edwards  &  Company 

www.jdedwards.com 

KOMATSU  LTD 

www.komatsu.com 

Lincoln  LS 

www.lincolnvehicles.com 

Lucent  Technologies 

www.lucent.com 

Lufthansa  German  Airlines 

www.lufthansa-asiapacific.com 

Maker's  Mark 

www.makersmark.com 

Microsoft 

www.microsoft.com 


Sprint 

www.sprint.com 

Storagetek 

www.  storagetek .  com 

Sybase 

www.sybase.com 

Toshiba  America  Information  Sy 

www.computers.toshiba.com 

Trend  Micro 

www.trend.com 

United  States  Postal  Services  i 

www.uspsglobal.com 

UPS 

www.ups.com 

Williams' 

www.williams.com 
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Why  spend  up 
to  8  times  more 
to  find  new 
customers...  °— 


when  CRM  can  help  you 
'  pep  the  ones  you  have? 
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TTING  ON  BIOTECH 


G.  MARCIAL 

BioCryst, 
ed — the 

short  of 
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fly  again, 
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Re  a  deal? 


A: 


isbrod's  Biotech  Picks 


52-WEEK 

HIGH  LOW 


JUL.  20 
STOCK  PRICE 


BUY 
$5X-1%      $4X 
11-4*        10% 
SHORT 

1ED  35X-12  22/, 


DAIA  MIRL1N  BIOMED  ASStI  MANAUIMENI 
BLOOMBERG  FINANCIAL  MARKETS,  BW 


[though  biotech  stocks  show  signs  of  re 
bounding,  they're  still  no  picnic,  warns  Stu- 
art Weisbrod.  "I'm  short  a  lot  of  them," 
says  Weisbrod,  who  was  a  star  drug  analyst  at 
Men-ill  lynch  and  Prudential  Securities  before  he 
formed  Merlin  BioMed  Asset  Management.  But 
he  still  believes  that  the  best  investment  plays 
are  in  the  "orphan"  and  undiscovered  biotechs. 
The  best  catches,  he  says,  can  be  snared 
among  biotechs  with  market  caps  of  about  $100 
million,  with  promising  product  pipelines  and 
ample  cash.  Among  Weisbrod's  picks:  Aronex 
Pharmaceuticals  (aknx)  and  BioCryst  Pharma- 
ceuticals (BRCX). 

Aronex  is  off  everyone's  radar  screen  and  has 
no  backing  on  Wall  Street,  notes  Weisbrod.  Yet  he 
expects  Aronex  to  introduce  one  product  in  each 
of  the  next  four  years,  starting  in  2000.  Aronex 
has  a  marketing  pact  with  Abbott  Laboratories 
for  Nyotran,  a  treatment  for  systemic  fungal  in- 
fections. Aronex  has  filed  for  fda  approval  for  Al- 
tragen,  a  treatment  for  a  rare  form  of  leukemia. 
Two  other  products  are  in  clinical  trials:  Platar,  a 
platinum  compound  for  lung  cancer,  and  An- 
namycine,  an  anthracycline  for  breast  cancer. 

At  BioCryst,  Weisbrod  thinks  its  product  for 
influenza  is  a  "sleeper"  that  will  drive  earnings 
by  2001.  Set  to  be  in  Phase  III  clinical  tests 
this  year,  it's  being  co-developed  with  Johnson  & 
Johnson.  BioCryst  is  also  developing  products 
to  treat  cancer,  immune  disorders,  and  aids. 

His  top  short  is  EntreMed  (enmd).  The  stock 
shot  from  12  to  86  in  one  day,  after  The  New 
York  Times  reported  the  company  had  developed 
anticancer  (anti-angiogenesis)  products  that  stop 
blood  vessels  from  growing  into  tumors.  The  stock 
has  since  fallen  to  22.  Weisbrod, 
who  thinks  it  could  tumble  be- 
low 10,  says  EntreMed's  prod- 
uct, yet  to  be  tested  in  humans, 
is  far  from  unique,  with  some 
12  other  angiogenesis  inhibitors 
already  in  clinical  trials.  Most 
are  easier  to  produce,  use  a  low- 
er dose,  and  are  more  specific 
than  EntreMed's,  he  says. 
Among  others  working  on  such 
agents:  Genentech,  Bayer,  and 
Boston  Life  Sciences. 
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A  PHONE-GEAR  STAR 
NAMED  ANDREW 

Remember  onetime  highflier  Andrew  (ANDR)? 
This  producer  of  communications  equip- 
ment, including  coaxial  cables,  microwave 
antennas,  and  cellular-phone  accessories,  was 
One  hot  stock— soaring  from  10  in  early  1996  to 
11    in  early    1997.   But   disappointing  earnings 


LOOKING  TOWARD 
A  TELECOM  BOOM 


10  ANDREW 

STOCK  PRICE 


0 


JULY  20 


JAN.  20.  '99 
▲  DOLLARS 
DATA.  BLOOMBERG  FINANCIAL  MARKETS 


caught  up  with  the  Stock,  and  it     an]    B     !"■'.  B 

io  by  late  1998.  Andrew  ha     ince  bounced  back 
to  20.  Many  are  still  skeptical,  but  Michael  Jami 
son  of  Brandywine  Asset  Management     a y    An- 
drew is  a  cheap  way  to  play  the  wireless  telecom 

boom  that  he  sees  coming. 

"Andrew  stands  to  benefit  from  the  surging 
demand  for  equipment  from  the  wireless  telecom 

operators,"  he  says.  Jamison  expects  the  skepti- 
cism on  Wall  Street  to 
wither  once  the  spending 
on  wireless  infrastructure 
systems  balloons.  He  fig- 
ures Andrew  is  worth  39 — 
six  times  its  book.  Jamison 
expects  Andrew  to  earn 
75(2  a  share  in  1999,  $1  in 
2000,  and  $1.20  in  2001. 

Analyst  Walter  Piecyk  of 
PaineWebber,  who  recently 
upgraded  his  rating  on  An- 
drew from  neutral  to  attractive  based  on  expec- 
tations of  a  turn  in  the  company's  business  in  the 
second  half,  thinks  the  growth  in  wireless  infra- 
structure is  critical  to  Andrew's  recovery.  Its  U.  S. 
business  accounts  for  half  Andrew's  sales.  It 
should  benefit,  says  Piecyk,  from  the  sizable  in- 
creases that  he  expects  in  the  1999  capital  spend- 
ing plans  of  cellular  and  PCS  operators. 

THIS  REINSURER  IS  RIPE 
FOR  REASSESSMENT 

Insurance  is  heating  up — and  it's  where  value  in- 
vestors will  find  some  of  their  biggest  win- 
ners. So  argues  Ed  Walczak,  who  runs  the 
Vontobel  U.  S.  Value  Fund,  whose  assets  are  50% 
invested  in  insurance  stocks.  "Consolidation  is 
raging  in  the  industry,"  he  says.  He  makes  clear 
he  doesn't  pick  stocks  on  the  basis  of  their  buyout 
potential.  "We  pick  each  stock  on  its  merits." 

One  that  he  believes  has 
been  "driven  down  to 
ridiculous  levels"  is  ESG  Re 
(ESREF),  which  provides 
medical,  personal  accident, 
credit  life,  and  disability  and 
special  risk  reinsurance  to 
insurers  worldwide.  The 
stock  is  down  26%  so  far 
this  year,  to  14  a  share.  At 
that  price,  Walczak  figures 
ESG  is  selling  way  below  its 
book  value  of  18,  and  at  a  mere  7.4  times  esti- 
mated 2000  earnings  of  $1.90  a  share.  So  ESG,  he 
notes,  has  been  buying  back  shares. 

One  more  thing  Walczak  likes  about  ESG:  In- 
siders, led  by  Chairman  John  Head  III  and  CEO 
Wolfgang  Wand,  have  been  buying  shares  on  the 
open  market.  Head  owns  1.8  million  shares,  or 
L39E  of  the  stock.  Wand,  who  purchased  5,000 
shares  at  more  than  1")  each  in  June,  owns  some 
2.(5%  of  the  stock.  Walczak,  who  figures  that  ESG  is 
worth  north  of  27  a  share,  has  been  adding  to 
Vontobel's  stake  of  about  6%. 


"DOWN  TO 
IIDICULOUS  LEVELS" 


ESG  RE 
STOCK  PRICE 
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STOCKS 

S&P  500 

July   Ian.    July  July  15-21 
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52-week  change    1 -week  change 
+  18.5%  -1.4% 

COMMENTARY 

With  all  major  indexes  in  the 
stratosphere,  stocks  suddenly  de- 
veloped a  bad  nosebleed.  On  July 
20,  the  Dow  Industrials  drooped 
1.7%,  while  the  Standard  & 
Poor's  500-stock  index  fell  2.1% 
and  the  NASDAQ  swooned 
3.5% — despite  temtic  earnings 
from  the  likes  of  Microsoft,  Gen- 
eral Motors,  and  General  Elec- 
tnc.  Still,  year-to-date,  the  Dow  is 
up  19.4%,  the  S&P  12.2%,  and 
the  NASDAQ  a  blistering  25.9%. 

Data:  Bloomberg  Financial  Markets 


Figures  of  the  Week 


U.S.  MARKETS 


July  21 


Dow  Jones  Industrials  1 1 ,002.8 

NASDAQ  Composite  2761.7 

NASDAQ  100  2363.6 

S&P  MidCap  400  421.0 

S&P  SmallCap  600  185.7 

S&P  SuperComposite  1500  290.2 

SECTORS  July  21 


%  change 
Week  Year 


-1.3 
-2.0 
-2.2 
-0.7 
-1.3 
-1.3 


19.7 
39.5 
65.1 
14.3 
-2.8 
17.3 


%  change 
Week         Year 


S&P/BARRA  Growth  778.4  -1.7  23.7 

S&P/BARRA  Value  622.5  -1.0  12.3 

S&P  Basic  Materials  135.0  -1.7  9.5 

S&P  Capital  Goods  1041.0  0.1  19.5 

S&P  Energy  859.7  -1.8  17.9 

S&P  Financials  142.3  -1.4  0.1 

S&P  REIT  83.4  -0.6  -18.5 

S&P  Transportation  735.3  -0.5  7.4 

S&P  Utilities  259.2  0.4  7.9 

GSTI  Internet  471.1  -6.0  159.8 

Morgan  Stanley  Cyclical  595.1  -0.8  16.6 

PSE  Technology  611.2  -3.2  67.1 


GLOBAL  MARKETS 


July  21 


S&P  Euro  Plus  1348.0 

London  (FT-SE  100)  6329.8 

Frankfurt  (DAX)  5414.2 

Tokyo  (NIKKEI  225)  18,257.5 

Hong  Kong  (Hang  Seng)  1 3,41 9.7 

Toronto  (TSE  300)  7136.4 

Mexico  City  (IPC)  5857.6 

FUNDAMENTALS  July  20 


S&P  500  Dividend  Yield  1.19% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  34.0 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.6 

First  Call  Earnings  Surprise*  4.28  % 

•First  Call  Corp. 

TECHNICAL  INDICATORS  July  20 


Week 
ago 


1.17% 
35.1 
24.9 
3.51  % 

Week 
ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buy  ratio 


1248.1  1238.7 

57.0%  59.0% 

0.45  0.45 

1.50  1.44 


BEST-PERFORMING        Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Health-Care  Services  26.3 

Defense  Electronics  12.1 

Specialty  Chemicals  11.3 

Semiconductors  8.9 

Furnishings  &  Appliances  8.8 


Semiconductors  83.1 

Computer  Systems  71.8 

Instrumentation  65.4 

Broadcasting  58.2 

Specialty  Appar.  Retailers  57.7 


Pollution  Control  -31.8 

Machine  Tools  -20.3 

Transportation  Services  -17.0 

Metal  &  Glass  Containers  -16.4 

Leisure  Time  -10.9 


Manufactured  Housing 
Metal  &  Glass  Containe 
Apparel  Manufacturing 
Pollution  Control 
Toys 


is 
It 


lii-ii 
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■  MUTUAL  FUNDS 

■■  S&P  500"  MB  U.S.  Diversified 
4-week  total  return 


I  All  Equity  Weekending  July  20 

52-week  total  return 


%        1        2        3        4        5        6 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


5       10       15      20      25      30 
"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return       % 

Japan  11.4 

Small-cap  Growth  7.2 

Technology  6.6 

Diversified  Pacific/Asia  5.3 

Health  5.2 

Leaders 

52-week  total  return  % 

Pacific/Asia  ex-Japan  62.5 

Technology  60.9 

Japan  56.0 

Diversified  Pacific/Asia  48.8 

Communications  41.0 


Laggards 

Four-week  total  return 


% 


Precious  Metals  -3.5 

Latin  America  -2.6 

Real  Estate  -2.3 

Pacific/Asia  ex-Japan  0.3 

Financial  0.7 

Laggards 

52-week  total  return  % 


Precious  Metals 
Latin  America 
Real  Estate 
Europe 
Small-cap  Value 


-16.8 

-15.3 

-9.5 

-8.5 

-5.2 


■  INTEREST  RATES 

Week      Year 
KEY  RATES  July  21      ago        ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


4.58%    4.55%    5.10% 
4.55       4.72       5.07 


BLOOMBERG  MUNI  YIELD  EOUIVA 

Taxable  equivalent  yields  on  AAA-rated,  tax- 
municipal  bonds,  assuming  a  31%  federal  t 
lo-yr.  bond  30- 


1-YEAR  TREASURY  BILLS  4.92  5.01  5.37 

10-YEAR  TREASURY  NOTES  5.65  5.74  5.46 

30-YEAR  TREASURY  BONDS  5.90  5.92  5.68 

30-YEAR  FIXED  MORTGAGE!  7.62  7.60  7.04 


GENERAL  OBLIGATIONS 


4.69% 


TAXABLE  EQUIVALENT 


6.80 


INSURED  REVENUE  BONDS    4.84 
TAXABLE  EQUIVALENT  7.01 

tBanxQuote,  Inc. 
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I  BW  PRODUCTION  INDEX 

Change  from  last  week:  0.6%  Change  from  last  year:  6.7% 


INDUSTRIAL  OUTPUT 

July  10=144. 3_ 

1992=100 


The  index  is  a  4-week 
—  moving  average  — 


130 


July 
1998 


Nov. 
1998 


Mar. 
1999 


July 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  rebounde 
week  ended  July  10.  The  unavera 
soared  1.5%,  to  146.9,  from  144.7. 
sonal  adjustment,  electric  power  wa: 
the  highest  it  has  been  since  last  S 
as  record-breaking  temperatures  v 
ed  across  the  country.  Output 
autos,  coal,  and  rail-freight  traffic 
high.  Truck  and  lumber  production  d  r 
part  because  of  the  July  4  holiday,  I 


■  THE  WEEK  AHEAD  I 

EXISTING  HOME  SALES  Monday,  July  26,  10 
a.m.EDT*-  Existing  houses  probably  sold  at 
an  annual  rate  of  5.05  million  in  June,  little 
changed  from  the  5.04  million  sold  in  May, 
says  the  median  forecast  of  economists 
polled  by  Standard  &  Poor's  mms,  one  of  The 
McGraw-Hill  Companies. 

CONSUMER  CONFIDENCE  Tuesday,  July  27, 
10  a.m.EDT*-  The  Conference  Board's  confi- 
dence index  likely  fell  to  138  in  July,  down 
from  138.4  in  June. 

DURABLE  GOODS  ORDERS  Wednesday,  July 
28,  8:30  a.m. edt ►  New  orders  booked  by 
durable  goods  manufacturers  probably 


in 


increased  by  0.6%  in  June,  following  a  large 
1.4%  advance  in  May. 

REAL  GROSS  DOMESTIC  PRODUCT  Thursday, 
July  29,  8:30  a.m. edt >  The  s&p  mms  medi- 
an forecast  projects  that  real  gdp  grew  at  an 
annual  rate  of  3.6%  in  the  second  quarter, 
after  jumping  4.3%  in  the  first  quarter. 

EMPLOYMENT  COST  INDEX  Thursday,  July  29, 
8:30  a.m. edt ►  Labor  costs  likely  increased 
0.8%  in  the  second  quarter.  In  the  first 
quarter,  compensation  rose  0.4%. 

PERSONAL  INCOME  Friday,  July  30,  8:30 
a.m.EDT>  Personal  income  in  June 


hi 


probably  rose  0.5%,  on  top  of  a  0.4 
gain  in  May.  Consumer  spending  lik( 
increased  0.4%  in  June,  after  rising 
0.6%  in  May. 


NEW  HOME  SALES  Friday,  July  30,  10 
a.m.EDT>-  New  single-family  homes  pre 
bly  sold  at  a  900,000  annual  rate  in  Ji 


up  from  888,000  in  May  says  the  s&p 
forecast. 


I 
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For  more  investment  data  and  the 

components  of  the  production  inde 

visit  www.businessweek.com. 
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1    112 
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mm  the  starting  page  for  a  story  or 
1 1  a  significant  reference  to  a  company. 
Itliaries  are  indexed  under  their  own  names. 
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Royal  Caribbean  Cruises  (RCl)  4S 
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1  listed  only  in  tables  are  not  included. 

7 

1 

S 

Kawasaki  Steel  50 
Kmart  (KM)  45 

St  Win  Knits  International 

Credit  Suisse  First  Boston  32 

(SJKI)  73 

I  telABT)  109 

Crowell  Wheedon  4 

Korean  Aircraft  Industries  54 

Saks(SKS)  73 
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Salomon  Smith  Barney  (0  34. 45 

1  ra  M 

Daewoo  52 

Lehman  Brothers  (LEH)  34 

Saucony (SCNYA)  102 

1  heart  (AFTI  36 

DaimlerChrysler  Aerospace  54 

Upper  Analytical  Securities  102 

SBC  Communications  (SBC)  86. 

Dataquest  32 

Lockheed  Martin  (LMD  54 

88 

, 

Deloitte  Consulting  48 

Lucent  Technologies  (LU)  76 

Schwab  (Charles)  (SCH)  4.112 

1 

Delphi  Automotive  Systems 

Lufthansa  (DLAGY)  98 

SDL(SDU)  102 

. 

(DPH)  62 

M 

Seattle  FilmWorks  (FOTO)  66 

I 

Deutsche  Telekom  (DT)  86 

Manpower  (MAN)  31 

Sharon  Steel  89 

l/IZN)  112 

DUdirect  (DU)  33 

Mazda  50 

Sharper  Image  (SHRP)  16 

k    Manufacturing 

Donaldson  Lufkm  &  Jenrette 

McGraw-Hill  (MHP)  28.110 

Sfiowa  Ota  Ernst  &  Young 

(DU)  33 

MCI  WorldCom  (WC0M)  45, 86 

International  50 

.iAOL)  48.66.72 

DuPont(DD)  33 

McKinsey  76 

Sina.com  48 

30.86 

E 

Medco  Containment  Services  89 

Sony(SNE)  50.66 

-King  72 

Eastman  Kodak  (EK)  66 

MediaOne  Group  (T)  86 

Sprint  (FON)  86 
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Edwards  (AG)  &  Sons  (AGE)  72 

Medical  Manager  (MMGR)  89 

Standard  &  Poor's  (MHP)  31.59, 

(AAPL)  32.112 

Electronic  Data  Systems  (EDS)  33. 

Merck  (MRK)  60,89 
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76 

Merlin  BioMed  Asset 

Starbucks  (SBUX)  4 

Energy  4 

Management  109 

State  Street  Research  34 

))  16 

EntreMed  (ENMD)  109 

Memll  Lynch  (MER)  34. 45. 50. 70. 

Street  Fighter  Marketing  106 
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ESGRe(ESREF)  109 

102. 109 

Sun  Microsystems  (SUNW)  76 

nglTWX)  95 

Eurostar  98 

Microsoft  (MSFT)  30.33.45 

Supervalu  (SVU)  45 

Excite@Home  (ATHM)  16.72 

Mitsubishi  Heavy  Industnes  54 

Synetic  (SNTC)  89 

F 

Mobil  (MOB)  4 

T 

Flbrowatt  4 

Morgan  (J.P)  (JPM)  86 

Tele-Communications  (T)  86 
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Hot  to  trot  in  the  small-cap 
or  IPO  markets?  Get  your 
directions  from  analyst  Mark 
Basham  of  Standard  &  Poor's 
in  this  chat  presented  jointly 
with  S&P  Personal  Wealth, 
the  financial  planning  tool. 
July  27 
4:30  p.m.  EDT 


Thursday 

Gomez  Advisors  keeps  a 
scorecard  on  online  brokers 
and  bankers.  So  Dan  Burke, 
senior  brokerage  analyst  for 
Gomez,  is  the  man  to  talk  to 
if  you  want  to  log  on  to  those 
areas.  Check  the  Gomez 
ratings  with  him  first.  July  29 
9  p.m.  EDT 
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Editorials 


LETS  GET  REAL  ABOUT 
CUTTING  TAXES 

It's  time  for  a  little  sanity — and  honesty — in  the  tax-cut  de- 
bate swirling  around  Washington.  Both  Republican  and  De- 
mocratic politicians  are  drooling  over  an  extra  $1  trillion  in  the 
budget  surplus  that  they  want  to  carve  up  and  send  back  to 
their  various  constituencies.  Tax  cuts  are  great  in  principal  and 
the  right  ones  promote  economic  growth.  But  the  feeding 
frenzy  now  going  on  in  Congress  and  on  the  Hill  is  over  a  sur- 
plus that  exists  more  in  political  than  fiscal  reality. 

Here's  the  math.  Congress  has  agreed  to  put  very  strict  caps 
on  spending  to  get  the  budget  under  control.  To  get  to  the 
magic  $1  trillion  number,  Congress  has  to  abide  by  budget 
rules  that  actually  cut  discretionary  spending  through  2002 
for  such  things  as  national  parks,  the  FBI,  trade  subsidies,  and 
education.  Then  it  must  freeze  spending  entirely  through  2009. 
This  is  a  scenario  that  is  not  likely  to  see  the  light  of  day. 

If  Congress  were  merely  to  keep  real  spending  constant, 
Federal  outlays  would  rise  by  $600  billion  over  the  next  10 
years.  That  would  leave  a  surplus  of  about  $400  billion,  not  $1 
trillion.  That  brings  us  back  to  reality.  But  in  this  calculus,  not 
a  cent  has  yet  been  spent  on  the  Medicare  solvency  problem 
or  reducing  the  Federal  debt. 

Nowhere  in  the  tax-cut  free-for-all  has  monetary  policy 
been  considered  either.  With  the  economy  running  fiat  out, 
any  major  tax  cut  now  will  be  inflationary  and  put  pressure  on 
the  Federal  Reserve  to  raise  interest  rates.  Not  a  good  idea. 

The  nation  has  finally  gotten  rid  of  its  perennial  budget 
deficit  and  the  borrow-and-spend  policies  that  went  with  it. 
Before  we  launch  massive  tax  cuts,  perhaps  we  ought  to 
make  sure  that  there  really  will  be  an  extra  $1  trillion  surplus 
over  the  next  10  years.  It  sounds  like  a  phony  number  based 
on  some  highly  dubious  assumptions. 

PROFIT  HISTORY  IN 
THE  MAKING 

Boffo  U.  S.  corporate  profits  for  the  second  quarter  are  to 
be  savored.  Double-digit  returns,  far  ahead  of  revenue 
growth,  are  good  anytime.  To  get  that  kind  of  performance 
101  months  into  a  business  expansion  is  unusual.  To  see  such 
profits  when  companies  lack  any  pricing  power  is  quite  ex- 
ceptional. No  one  really  knows  how  long  the  good  times  will 
roll  on,  but  for  the  moment,  the  U.  S.  is  in  the  grip  of  a  vir- 
tuous cycle.  High  corporate  profits  provide  the  cash  to  invest 
in  capital,  which  boosts  productivity,  curbs  inflation,  pro- 
motes growth,  boosts  profits 

So  it's  important  to  remember  how  we  got  there.  Of 
course,  the  Federal  Reserve  and  the  bond  vigilantes  have 
done  their  part  in  tempering  a  red-hot  economy.  CEOs  have 
also  been  smart  enough  to  use  corporate  cash  to  increase  ef- 


ficiency and  capacity.  Even  with  the  economy  gr 
nearly  4%  annually,  capacity  utilization  remains  bela 
decade  ago  it  would  have  been  over  90%,  pushing 
higher.  The  Internet  is  also  turning  out  to  be  a  greal 
by  distributing  price  information,  removing  costs  n 
middlemen,  and  often  lowering  prices.  T.  Rowe  Pri 
dates  Inc.  lowers  brokerage  commissions.  E-Loan 
cut-rate  mortgage  financing.  Wal-Mart  Stores  Inc.  goe 
Net  selling  books  and  soon  everything  else. 

Without  pricing  power,  companies  all  over  the  w< 
have  to  make  their  profits  the  hard  way — by  cutting 
selling  in  volume.  In  Britain,  the  euro  zone,  Korea,  an 
corporate  profits  are  on  the  rise  as  inflation  falls.  Tl 
economy  outside  the  U.  S.  is  growing  again.  Inflation 

This  could  change  if  soaring  U.  S.  equity  or  housin 
spill  over  into  the  rest  of  the  economy.  Or  Asia  returr 
pergrowth.  Or  there  is  another  debt  crisis.  But  for 
ment,  profits  are  up,  inflation  is  down,  and  a  virtuo 
making  us  all  richer. 


GOOD  DESIGN:  APPL 
GETS  THE  PICTURE  1 
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Apple  Computer  Inc.'s  new  iBook  laptop  has  the  b 
hot  product.  And  if  it  lives  up  to  the  success  of  its 
ter,  the  iMac,  it  will  soon  be  boosting  Apple's  pro 
market  share.  Steven  P.  Jobs,  of  course,  deserves  credi 
viving  this  once-great  icon  of  a  company.  But  rebootin  IVC 
have  been  impossible  without  Apple's  product  designers   J 
the  successful  marriage  of  technology  and  design  is  on  |j 
key  ingredients  to  business  success.  In  fact,  the  fast' 
nology  moves,  the  greater  the  need  for  design  that  cot  IH 
to  the  needs  and  desires  of  ordinary  people.  *,.... 

New  maxims  rule  the  world  of  product  developm  " 
things  that  can  be  digital  will  be  digital.  All  things  t  r 
connect  to  the  Internet  will  connect.  So  thanks  to  digi 
the  Net,  and  cheap  flat-panel  displays,  a  wave  of  pro  (Hj' 
pouring  forth  into  the  economy.  Everything  from  ph 
refrigerators  is  becoming  interactive,  and  the  design  (Mill 
interaction  between  product  and  consumer  is  critical  ..i; 

Even  one  design  company  can  make  an  enormous     '"' 
ence.  Palo  Alto  Products  International  designed 
Palm  Pilot,  the  latest  Palm  VII,  the  Rocket  eBook, 
iToaster.  The  Palm  VII  connects  Palm  users  to  the 
eBook  is  an  electronic  book.  And  the  iToaster  is  a  cr 
ternet  appliance  that,  again,  connects  people  easily  to 
Another  example  is  New  York-based  Razorfish's  red( 
Charles  Schwab's  Web  site.  Within  months,  Schwab 
one  of  the  great  successes  in  E -commerce. 

In  a  period  of  fast  change,  good  product  design  c; 
bridge  the  gap  between  the  uncertainties  of  new  tecl 
and  the  practical  and  emotional  realities  of  people':! 
Good  design  can't  guarantee  commercial  success,  but  gi 
sign  improves  the  odds.  Smart  companies  such  as 
know  this. 
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GLOBAL  IT  SOLUTIONS 

DELIVERED  LOCALLY. 

(AND  VICE  VERSA.) 


the  IT  business  there  are 
times  when  bigger  is  better.  This  is 
one  of  them.  Welcome  to  the  world  of 
Fujitsu   IT  solutions.  cO  It's  a  global  network  of 
Fujitsu  Group  companies  with  more  than  55,000  IT 
ervice  professionals.  All  sharing  resources,  expertise, 
j:hnologies  and  a  common  goal:  delivering  optimum  IT 
cutions  that  help  you  achieve  better  business  results, 
j^roup  companies  Fujitsu,  Amdahl,   DMR  Consulting 
pup  and  ICL  each  offer  IT  expertise  globally  as  well  as 
their  home  regions.   Individually  or  in  concert,  they 
rovide  strategic  consulting,  applications  development 
and  maintenance,  infrastructure,  outsourcing  and 

industry-specific  solutions.  cP  Whether  you  do 
^       business  right  here  or  around  the  globe,  we 
have  a  world  of  IT  experience  to  meet 
i^^^^v  your  business  needs.         -^  ^^  Ww 
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58     THE  SAGA  OF  LLOYD  WARD 

When  he  assumes  the  top  job  at 
Maytag  on  Aug.  12,  Ward,  at  50,  will 
have  made  a  longer  journey  than  any 
other  CEO  in  America.  Many  have 
escaped  poverty,  and  a  few  other 
African  Americans  have  overcome  the 
racism  that  still  plagues  the  workplace. 
But  Ward  has  defeated  both.  Before 
coming  to  Maytag  in  1995,  he  climbed 
the  corporate  ladder  at  p&g  and 
PepsiCo 
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l-WAY  PATROL 

CISCO'S  WHITE 
PAPER  GETS  RIPPED 

CONSUMER    ADVOCATES    ARE 

worried  that  the  company 
that  provides  much  of  the 
technological  backbone  of  the 
Internet,  Cisco  Systems,  may 
give  big  cable  Internet 
providers  like  AT&T  the  know- 
how  to  boost  their  prospects 
while  hulling  the  competition. 

On  July  29,  the  Center  for 
Media  Education  (cme),  Con- 
sumers Union,  the  Consumer 
Federation,  and  the  Media  Ac- 
cess Project  alerted  federal 
regulators  to  a  company  white 
paper,  "Controlling  Your  Net- 
works." The  paper  describes 
technology  that  could  let  cable 
companies  limit  the  speed  at 
which  then-  cable-modem  sub- 
scribers get  rivals'  content 
while  offering  their  own  at  full 
speed:  "You  could  promote 
and  offer  your  own  or  part- 
ner's services  with  full-speed 
features  to  encourage  adop- 
tion of  your  services." 

Such  strategies  could 
squeeze  competition  and  raise 
prices.  "This  is  the  architec- 
ture of  discrimination  being 
implanted  in  the  Internet  of 
the  21st  century,"  says  cme's 
Jeffrey  Chester.  Legally,  Cis- 
co can  offer  any  technology 
to  cable  operators,  who  like 
to  control  traffic  flow  to  en- 
sure good  service.  Under  CEO 
John  Chambers,  Cisco  says 
its  technology  is  already 
widespread  and  available  to 
all.  Catherine  Yang 


LITIGATION  NATION 

HOW  FUN'  BECAME 
THE  F-WORD 

CAN    ANYONE    PATENT    FUN? 

Carnival  Cruise  Lines  is  try- 
ing. The  Miami-based  compa- 
ny has  sued  a  local  rival, 
SeaEscape  Cruises,  for  using 
the  slogan  "SeaEscape  to  a 
Ship  Full  of  Fun"  in  its  ads. 
It  is  arguing  that  when 
SeaEscape  uses  the  words 
"ship"  and  "fun"  in  the  same 
sentence,  it  is  infringing  on 
its  trademarked  Fun  Ships 
campaign. 

It's  an  old  stratagem  for 
Carnival.  Last  year,  it  sued 
the  Florida  Fun  Train,  which 


TALK  SHOW  itl  would  just  like  to  say  one  thing:  If  you 
get  a  second  chance  in  life  for  something,  go  all  the  wa> 

— Lance  Armstrong,  Tour  de  France  winner  and  cancer 
survivor 


A  Ship  Full  of  Fun! 


ADS:  Noil)  a  federal  case 

ran  a  Miami-Orlando  route, 
over  the  same  issue.  The 
companies  reached  an  out-of- 
court  settlement,  but  the 
train  company  soon  went 
broke.  SeaEscape  says  Car- 
nival now  wants  to  intimidate 
it  into  submission. 


TAXING  MATTERS 

WHY  THE  GREENS 
ARE  SEEING  RED 

ANGRY  GREENS  ARE  ALL  SET 

to  fight  a  Republican  bill  they 
say  will  gut  environmental 
protection.  But  gop  hard-lin- 
ers aren't  attacking  environ- 
mental laws  head  on,  say  en- 
vironmentalists. They  aim  to 
achieve  then1  goal  different- 
ly: with  tax  legislation. 

Example  A?  The  $792  bil- 
lion tax-cut  bill  introduced  by 
Representative  Bill  Archer 
(R-Tex.)  and  passed  by  the 


House    on   July    22. 
Brian  Dunkiel,  an  at- 
torney with  Friends  of 
the   Earth,   says   the 
bill's  "Tax  Relief 
for  Distressed 
. . .  Industries" 
section  should 
be     renamed 
"Relief  for  In- 
dustries that  ARCHER:  Verdant  tax  breaks 
Distress    the 


SeaEscape  is  fighting 
With  only  one  ship, 
l-uns  daily  gambling  c 
the  line  has  been  w 
to  attract  families, 
summer,  it  tweaked  tl 
larger  Carnival — al 
smarting  after  acknowlf 
108  alleged  sexual  assat 
its  ships  from  1993  to  | 
with  radio  jingles 
bleeped  eveiy  mention 
"f-word."  Listeners 
lyrics  such  as  "Come'o 
SeaEscape  to  a  ship  : 
bleep."  The  ads  urgec 
nival  to  "lighten  up  a 
Carnival  declined  to 
ment.  A  hearing  is  s 
Aug.  27  in  Miami  f< 
court.  Jonathan 
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Environment."  His  group  says 
the  bill  has  more  than  $100 
billion  worth  of  dubious 
changes,  such  as  $7  billion  in 
tax  breaks  over  10  years  to 
the  energy  industry  and  cuts 


reduce  the  tax  breaks  an 
such  provisions  as  renev 
energy  tax  credits  whe 
bill  goes  to  conference, 
ing  that,  they'll  seek  a  1 
dential  veto.  John  C 


THE  LIST    THE  LINE  ON  ONLINE  BROKERS 


This  summer,  Gomez  Advisors  rated  53  online 
brokers  on  criteria  such  as  ease  of  use,  on-site 
resources,  and  cost.  Overall  scores  ranked 
from  0  to  a  top  score  of  10.  The  brokers  were 
also  rated  on  how  they  fit  with  four  investor 
types:  serious,  who 
look  for  high-quality 


TRoweRice 

lm>est  With  Confidence 


E*TRADP 


stock  info;  hyperac 

tive,  who  tend  to 

trade  frequently; 

life-goal  planner, 

who  are  risk-averse;  and  one-stop  shoppe 

who  meet  many  financial  needs  in  one 

place. 


TOP  FIVE 


BOTTOM  FIVE 


FIRM 


OVERALL 
SCORE 


INVESTOR  TYPE  THAT  THE  FIRM  IS  ESPECIALLY  GOOD  FOR 


1.  E*TRADE 

7.52 

SERIOUS,  LIFE-GOAL  PLANNER 

2.  NOB 

7.35 

SERIOUS,  LIFE-GOAL  PLANNER,  HYPERACTIVE  TRADER 

3.  SCHWAB 

7.31 

SERIOUS,  LIFE-GOAL  PLANNER,  ONE-STOP  SHOPPER 

4.  DUDIRECT 

7.19 

SERIOUS,  LIFE-GOAL  PLANNER 

5.  DISCOVER 
BROKERAGE 


7.04      SERIOUS,  LIFE-GOAL  PLANNER 


FIRM 

OVE 

sc 

49.  BROWN  &  CO. 

4 

50.  SUNL0GIC 

3 

51.  N0RWEST 

3 

52. VANGUARD 

2 

53.  T.  R0WE  PRICE 

1 

DATA:  GOMEZ  ADVISORS  INI 

(WWW.GOMEZ.COM) 
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If  Internet  billing  is  the  future, 


Welcome  to  a  future  where  the 
power  of  the  Internet  transforms 
your  billing  from  a  mere  accounting 
function  into  a  strategic  business 
tool.  Where  your  Internet- based 
bills  enhance  customer  loyalty, 
increase  your  brand  awareness 
and  create  new  revenue  streams. 
Derivion's  unique  service  bureau 
approach  to  Electronic  Bill 
Presentment  and  Payment  makes 
that  future  easy  and  affordable 
for  every  company.  And  it's  ready 
now.  The  future  is  waiting  for  you. 
Find  it  at  www.derivion.com 

Derivion 


O  1999  Derivion  Corporation    1  877  937.3277 


Up  Front 


PRODUCT  PEEK 

NOW  ITS  HARDER 
TO  FAKE  YOUR  DEATH 

IT  SEEMS  PEOPLE  NEVER  TIRE 

of  trying  to  scam  insurers. 
There's  the  chiropractor  who 
used  multiple  names  and  tax 
numbers  to  claim  money  for 
57  procedures — all  performed 
in  one  day.  Or  the  teens  who 
worked  convenience  stores, 
one  spilling  cleaning  fluid 
while  the  other  "slipped"  and 
sued.  Frauds,  simple  and  oth- 
erwise, cost  $85  billion  last 


year,  according  to  Insurance 
Services  Office,  an  industry 
data  group. 

But  starting  in  September, 
insurers  will  get  a  sophisti- 
cated new  weapon  against 
fraud — software       dubbed 
NetMap  for  Claims.  Devel- 
oped by  ISO  and  Alta  Analyt- 
ics, it  can  quickly  scan  135 
million  insurance  claims  for 
suspicious     similarities     in 
phone  numbers,  names,  So- 
cial Security  numbers,  and 
other  data.  NetMap  will  cost 
up  to  $500,000.  But  an  iso 
spokesman  says  it  is  far  more 
comprehensive  than  current 
software:  "It  has  been  com- 
paratively easy  to  cheat  the 
system  if  you  can't  cross- 
check on  this  scale." 

Still,  no  software  can  sub- 
stitute for  common  sense. 
One  clever  California  inmate 
squeezed  cash  out  of  candy 
makers  for  allegedly  putting 
tainted  products  in  a  vend- 
ing machine.  For  months,  no- 
body noticed  he  was  writing 
from  prison.       Diane  Brady 


£2*Gl  Ai^nL 


TOY  STORY 

HONG  KONG'S 
KITTY  GRAZE 


IT'S    MONDAY    MORNING,    AND 

close  to  1,000  people  are  wait- 
ing to  get  into  a  McDonald's 
in  an  upscale  Hong  Kong 
mall.  The  hook:  a  chance  to 
buy  Hello  Kitty,  a  stuffed  fe- 
line toy  by  Sanrio  that  has 
sent  the  company's  revenues 
past  the  $1  billion  mark. 

It's  the  latest  crowd-pleas- 
ing promotion  by  the  burger 
giant  in  the  former  British 
colony.  Last  year,  Mickey  D's 
sparked  a  speculative  fever 
with  the  sale  of  cheap,  limit- 
ed-edition plastic  Snoopy 
toys,  which  briefly  resold  for 


LINING  UP:  A 

mini-frenzy 

as  much  as  $40. 
Folks  who  are 
paying  $2.32  for 
a  Hello  Kitty 
with  a  minimum 
•  food  purchase  of 
$1.95  wouldn't  mind  seeing  a 
big  return  on  their  invest- 
ment. In  fact,  similar  Hello 
Kittys  go  for  $15  in  local  de- 
partment stores.  McDonald's 
says  the  promotion  has  boost- 
ed sales  10%  at  its  158  out- 
lets— quite  a  feat  in  reces- 
sion-ravaged Hong  Kong, 
where  the  economy  shrank 
by  5%  last  year. 

The  frenzy  over  Hello  Kit- 
ty has  spread  from  Japan, 
where  the  toy  was  designed 
for  children  some  25  years 
ago.  In  the  U.  S.,  its  appeal  is 
still  mostly  to  the  young.  But 
in  Hong  Kong,  enthusiasm 
among  adults  has  led  to 
everything  from  a  Hello  Kit- 
ty cafe  to  a  Hello  Kitty  cred- 
it card.  Michael  Cheung 


l-WAY  PATROL 

MINING  A  SITES 
MISTAKEN  IDENTITY 

SOME  CYBERSQUATTERS  MAKE 

a  buck  snapping  up  choice 
Web  site  names  and  reselling 
them.  Well,  one  company  that 
became  an  inad-  warn 
vertent  squatter  I 
now  aims  to  find 
gold  on  its  little 
patch  of  Internet. 
Way    back    in 
1985,  Jeff  Slutsky 
named  his  Colum- 
bus (Ohio)  sales- 
seminar  business 
Street      Fighter 
Marketing      Inc. 
He  trademarked   VAN  DAMME 
the  name  and  in 
1997   erected   a   Web   site: 
www.streetfighter.com.  Soon, 
it  was  getting  80,000  hits  a 
month.  Why  the  huge  inter- 
est in  motivational  seminars, 


k« 


he  wondered?  Turns  oi 
hits  were  from  kids  wa 
games  and  toys  based  < 
tion  hero  Colonel  Willi 
Guile,  played  by  Jean-C 
Van  Damme  in  the  199^ 
Street  Fighter.  "They 
calling  our  office,  as 
'What  about  the  new 
Fighter  gan 
says  Slutsky 
He  hope 
get  game  an 
distributors  t| 
their  ware 
his  site — for 
of  course.  Cai 
Entertain 
maker  of 
Fighter 
games,  h 
bought  in 
-  But  Slutsk 
not  given  up.  "Once  y 
captured  the  customer, 
can  sell  them  anything 
says.  Spoken  like  a 
named  Guile.  Robert  B< 


Hits 


THE  BIG  PICTURE 


RETIREMENT  PLANNING  STARTS  EARLY 

Most  young  Americans  are  already  planning  for  retireme ll 
With  little  faith  in  Social  Security,  37%  of  Gen  Xers  trq 
they'll  likely  have  at  least  $1  million  in  retirement  savir 


PERCENT  OF  AMERICANS 

WITH  A  FINANCIAL  PLAN 

FOR  LATER  LIFE 


U-6 


Gen  Xers  Boomers  Swings    WW 
(22-33)   (34-52)  (53-65)   (66 

AGE  

DATA:  SCUOOER  KEMPER  INVESTMENTS 


FOOTNOTES  Americans  who  want  an  overhaul  of  the  health-care  system,  1  7%;  want  major  changes,  40%;  minor  changes,  3. 
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DATA:  WIRTHLIN  WORLI 


MISSION 

Keep  systems  running, 
sales  selling,  accounting 
counting  and  marketing 
doing  whatever  it  does. 

Got  it  /  The  new  CEO  is  antsy  about  his  first  product 
launch.  Every  department  is  pulling  together  to  make 
it  all  happen.  If  IT  doesn't  manage  service  levels — 
the  launch  sinks.  But  it  won't.  Why?  They  chose  Tivoli 
IT  management  software.  Now  IT  can  give  everyone 
the  level  of  service  they  need.  Systems,  desktops  and 
apps  stay  up.  So  marketing  can  launch  products,  sales 
can  sell  products  and  customers  can  buy  products. 
And  the  CEO  can  relax.  A  little.  Thanks  to  an  end-to-end 
IT  management  solution  from  Tivoli  Systems  Inc.,  an 
IBM  company.  1  888  TIVOLI-1  www.tivoli.com/slm 


Tivoli 


Manage.  Anything.  Anywhere. 


1  is  j  registered  trademark  and  Manage  Anything  Anywhur  is  a  trademark  ol  Tivoli  Systems  Inc  in  the  U S  and/t>r  .-•■ 
.oli  Systems  Inc  is  an  IBM  company  IBM  is  a  trademark  ol  International  Business  Mtc 
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Susan  doesn't  worry 

about  Schwabs 

Investment  Specialists  being 

in  it  for  the  commission. 

They  don't  get  one. 

"AT  SCHWAB,"  SUSAN  SAYS,  "THEY  PUT  ME  FIRST." 
Charles  Schwab  on  investing 


"It's  crucial  to 

understand  how 

your  broker  is 

compensated." 


I'm  a  working  mother," 
tys  Susan,  "and  I  want  to 
kan  for  a  secure  future.  So 
fc's  important  that  I  make 
tie  right  investments  now." 

What  brought  you  to 
Schwab? 

"IV!  heard  ^ood  things 
|t)OUt    them.   When    I    was 

eady  to  invest,  I  visited  a  Schwab  hranch  office,  and 
he\  were  very  helpful.  They  even  helped  me  invest 
ny  five-year-old  son  Spencer's  money  tor  him." 

What  keeps  you  at  Schwab? 

"Their  Investment  Specialists  aren't  in  it  tor  the 
commission.  I  want  as  much  mone\  as  possible  to  go     If  you're  ready  to  move  up  to  Schwab,  call 
nto  the  Susan-and-Spencer  pot,  not  someone  else's."      1-800-4-SCHWAB,  log  on  to  our  website 

Our  investment  specialists  gel  a  salary,  not     at  www.schwab.com  or  visit  us  at  any  of 
i  commission.  They  give  you  the  information  you     our  over  300  branches. 


need  without  sales  pressure. 
"They  truly  want  to  help 
people,"  as  Susan  says. 

"The  Investment  Spe- 
cialists are  wonderful.  Thev 
always  answer  my  questions. 
One  even  gave  Spencer  a 
chocolate  Easter  hunny  when 
we  opened  his  account." 
Any  closing  thoughts? 

"I  plan  on  investing  with  Schwah  tor  the  rest  ot 
my  life,"  says  Susan.  "Spencer  has  a  great  deal  of  lite 
ahead.  I'm  his  mother,  and  I  want  the  hest  for  him." 


mance  or  success.  Although  Schwab's  Investment  Specialists  do  not  receive  commissions,  Charles  Schwab  &  Co ,  Inc  charges  transaction  tees  and  commissions  on  specific  transa 


CharlesSchwab 
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RETIREES  COULD 
GET  SHORTCHANGED 


In  "Building  the  best  retirement 
plan"  (Cover  Story,  July  19),  you  forgot 
to  delve  into  the  conversion  of  deftned- 
benefit  plans  to  cash-balance  plans.  Take 
Motorola  Inc.'s  recent  announcement — 
that  all  employees  will  have  a  choice  as 
to  which  plan  they  want.  This  is  emi- 
nently fair. 

Then  look  at  IBM — where  only  those 
within  five  years  of  their  retirement  el- 
igibility are  offered  a  choice  between 
the  "old"  plan  and  the  "new"  plan.  The 
result?  A  big  potential  reduction  in  ben- 
efits, amounting  to  hundreds  of  thou- 
sands of  dollars  for  many  employees 
and  even  more  for  higher-level  employ- 
ees. In  addition,  retiree  medical  cover- 
age is  all  but  eliminated  under  the 
"new"  plan.  What  will  these  newly  poor 
retirees  do?  They  will  come  knocking 
on  government's  door  for  financial  and 
medical  assistance. 

Bruce  Broadley 
West  Nyack,  N.Y. 

THE  HOUSE  OF  LABOR 

NEEDS  SOME  CLEANING 

In  "All's  not  fair  in  labor  wars" 
(News:  Analysis  &  Commentary,  July 
19),  Aaron  Bernstein  suggests  that 
unions  win  only  half  the  elections  in 
private  companies  because  of  anti-union 
tactics  and  lack  of  an  opportunity  to 
join  one. 

Could  it  be  that  workers  are  instead 
fed  up  with  the  violence,  intimidation, 
forced  union  dues  that  disappear  into 
the  air,  and  simple  counterproductivity 
that  in  the  final  analysis  threaten  their 
livelihoods? 

James  R.  Reynolds 

President 

Cast  Tools  Inc. 

Racine,  Wis. 

While  I  believe  that  nonunion  em- 
ployees are  worse  off  than  union  mem- 
bers, the  house  of  labor  is  still  much  in 
need  of  improvement.  Continuing  labor 
scandals,  such  as  those  at  New  York 


City's  afscme  dc-37  [American  F 
tion  of  State,  County,  and  Mur 
Employees]  and  my  local,  seiu 
[Service  Employees  Interna 
Union],  are  a  union  buster's  dream 
true.  Laborcrats,  with  their  penth 
junkets,  executive  board  secrets 
lack  of  financial  accountability,  mi 
easy  targets. 

Many  companies  have  captive 
ence  meetings  of  their  employee: 
union-avoidance  specialists  that 
hire  know  how  to  spin  this  fact  to 
advantage.  What  is  ironic  is 
nonunion  employees  can  openly  d 
union  corruption  and  are  able  to  1< 
great  deal,  real  or  imagined,  at 
meetings. 

Indictments,  convictions,  and 
tive  coverage  of  labor  in  the  me 
never  officially  discussed  with  mei 
of  the  rank  and  file.  Union  mee 
publications,  and  Web  sites  usua 
nore  corruption  or  give  sanitized 
sions  of  events.  These  actions  car  I 
alienate  loyal  union  members,  all  j 
tial  organizers. 

The  lack  of  rank-and-file  democr  it  tart 
the  real  organizing  problem.  U  about  s^ 
must  allow  members  to  debate  anc  ledicare: 
on  policy  issues.  An  educated,  info 
and  involved  union  member  is  the  | 
organizer. 

Paul  P  ml 
Shop  St*  It  ore 
Local  32B-32J,  | 
New 

YOU  NEVER  KNOW  WHEN 
YOU  XL  NEED  LONG-TERM  CARI 


11: 


i,noi 


My  clients'  biggest  objection  to 
term-care  (ltc)  insurance  is  that 
won't  need  it" — even  though  the 
are  about  1  in  3  that  an  America 
("Someone  to  watch  over  you,"  Bus 
Week  Investor,  July  19) 

There  is  now  at  least  one  con  if 
that  offers  a  single-premium  life  i 
ance  with  a  ltc  rider  giving  a  rei  life 


pool  twice  the  death  benefit  in  cas 
person  needs  LTC.  As  the  money  is 
the  death  benefit  decreases.  If  no 
ever  withdrawn,  there  is  still  all  tl 
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I IECTIONS  &  CLARIFICATIONS 

nnovations"  item  about  microwav- 
etals  (Developments  to  Watch,  July 
3S  misattributed.  The  research  is  un- 
ay  at  Pennsylvania  State  University. 

hy  it's  not  a  blockbuster  IPO"  News: 
>is  &  Commentary,  Aug.  2),  the  esti- 
I  valuation  of  $2.8  billion  to  $3.2  bil- 
ir  Blockbuster  Inc.  represented  equi- 
ue  only.  Total  valuation,  including 
is  $4.4  billion  to  $4.8  billion,  vs.  the 
I  lion  to  $6  billion  Viacom  Inc.  had 
ally  sought.  Also,  Viacom's  $8.4  bil- 
tcquisition  of  Blockbuster  included 
smaller  assets  that  are  not  included 
i  Blockbuster  IPO. 

lg  for  pills  won't  pay  for  itself"  (News: 
sis  &  Commentary,  July  19)  should 
said  that  the  suggested  premium 
for  drug  coverage  in  President  Clin- 
Medicare  proposal  would  start  at  $24 
lonth,  not  per  year. 


*,  which  will  go  income-tax-free  to 
meficiaries. 

ay  people  believe  that  Medicare 
Ice  care  of  their  ltc  needs.  In  fact, 
bout  8%  of  those  costs  are  borne 
edicare:  Most  financial  support 
from  the  individual  or  family. 
Jggest  to  all  my  clients  that  they 
ome  form  of  ltc.  I  don't  want  to 
id  by  someone  who  at  age  49  had 
■ike  or  car  accident  and  is  without 
age  because  they  thought  that 
should  delay  buying  a  policy  until 
5. 

Robert  Berend 

Registered  investment  adviser 

.Kensington,  Calif. 

i  SILICON  VALLEY 
K  LIKE  AMERICA? 


?sse's  new  target:  Silicon  Valley" 
U  Issues,  July  12)  prompts  the  fol- 
g:  Saying  Silicon  Valley's  work- 
is  diverse  because  31%  of  it  is 
i  does  not  by  itself  meet  the  chal- 
of  the  first  Clinton  Administra- 
br  establishing  diversity  (a  work- 
that  "looks  like  America"). 
|  arrogance  inherent  in  attribut- 
.  bootstrapping  mindset  to  an  in- 
y  given  civdit  for  contributing  one- 
of  the  U.  S.  economic  growth  since 
and  for  which  "big  government, 
at  inn,  and  affirmative  action  are 
mi  d"  should  be  tempered  by  the 
2tion  that  "big  government"  has 
•  possible  the  establishment  of  such 
lesses  in  America.  An  appreciable 
fice  has  been  made  by  people  of 
in  defense  of  this  country  to  pre- 
i  that  privilege. 
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What  continue   to  be  lost  i    thai  the 

success  of  foreigners  in  this  country  is 

not  only  due  to  the  environment  made 
available  by  "big  government"  but  al  10 

by  the  strong  basic  education  obtained 
in  their  own  countries.  Approval  of  tem 
porary  visas  predicated  on  corporate 
contribution  of  funds  to  help  provide 
U.  S.-born  students  of  color  a  compara- 
ble education  to  meet  diversity  targets 
should  be  encouraged. 

J.  V  Martinez 
Bethesda,  Md. 


DON'T  BLAME  NATIVE 
AMERICANS  FOR  THIS  BLUNDER 

\    manager  of  the  '  ftieyenne  I 

Sioux  tribal  buffalo  herd,  I  notice  that 
you  named  Native  American-  a-  thl 

cipients,  as  well  as  the  responsible  par 
ty,  for  requesting  a  government  sub- 
sidy for  buffalo  meat  ("And  now  buffalo 
subsidies,"  Up  Front,  May  10).  Native 
Americans  were  neither  responsible  for 
the  subsidy  nor  were  they  the  recipi- 
ents. We  opposed  the  subsidy  and  wrote 


"Boy!  When  you  hit  the  downside  of  a  provider/client  relationship, 
these  signs  of  insincerity  show  up  all  over  the  place. " 


As  visual  metaphors  go,  it's  not  very  subtle.  But  it  does  mean 
you  should  give  Williams  a  whirl.  We've  got  powerful  energy 
solutions  and  innovative  communications  strategies.  Plus  an 
unfailing  commitment  to  see  you  succeed.  Turn  to  Williams. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILLIAMS  •  WWWWILLIAMS.COM  •  NYSE:  WMB 


THE  INTERNET  JUST 
GOT  SMARTER. 

NOW  IT'S  YOUR 
COMPANY'S  TURN. 

GETTING  SMARTER  JUST  GOT  EASIER. 

Office"  2000  or  organizational  skills?  Programming  or  public  speaking?  Now  there's 
one  place  where  everyone  in  your  company  can  learn  practically  anything: 
Learn2.com,  the  Internet's  new  central  source  for  getting  smarter.  And  with  our 
Learn2University  program,  it's  easier  than  ever  to  build  your  own  corporate  learning 
center.  Learn  more  at  www.Learn2.com/corporate.html. 


Learn 


22 


com 


The  new  way  to  learn 


NASDAQ:  LTWO 


©1999.  Learn2.Com,  Inc  All  rights  reserved  Learn2  is  a  registered  trademark  and  the  Learrtf  com  logo  is  a  trademark  ot  Learn2.Com 
All  other  trademarks  are  property  ol  their  respective  owners. 
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Stuttering  Didn't 
Keep  Her  Grounded* 


1-800-992-9392 


Annie  Glenn,  wife  of  astronaut 
John  Glenn,  was  grounded  for 
years  by  a  stuttering  problem. 
Speech  therapy  and  hard  work 
turned  it  around.  Today  she 
speaks  with  confidence,  grace, 
and  strength. 

For  more  information  on  what  you 
can  do  about  stuttering,  write  or 
call  us  toll-free. 


Stuttering 
foundation 
of  America 

A  Nunimijii  ( (rgoniwittOTi 

Since  1947 — Helping  Those  Who  Stutter 

www.stutterSFA.org  •  stutterevantek.net 


$100  Walnut  Grove  Road,  Suite  603  •  P.O.  Box  11749*  Memphis,  TN  38111-0749 


Readers  Repo 


several  letters  to  the  Agriculture 
in  our  attempt  to  stop  it.  We  ar 
ducing  a  high-quality,  natural  food 
uct  that  is  low  in  fat  and  cholestei 
address  the  high  rates  of  heart  di| 
and  diabetes  rampant  on  most  I 
reservations.  It's  outrageous  tha 
Agriculture  Dept.  subsidizes  the 
quality  fatty  trim  from  buffalo  1 
in  the  feedlots  and  then  adds  insi 
injiuy  by  palming  it  off  on  Indian  p 
through  supplemental  food  progra 
This  misinformation  is  harmful  t 
efforts  at  producing  the  highest  qt 
red  meat  on  the  market  and  in 
rately  portrays  us  as  participants  it 
government  blunder. 

Fred  Di 
Gettysburg, 

BUFFETT:  LONG  LIVE 
THE  HAPPY  CEO 


If  happiness  on  the  job  is  an  indi 
of  good  health,  Mr.  Buffett  should 
shine  Methuselah  ("The  Warren  Bi 
you  don't  know,"  Cover  Story,  Ju 
Who  else  tap-dances  to  work? 

Beverly  A.  Cra 
Oaktor 


FINDING  US  ONLINE 


BusinessWeek  ONLIh 


i  Reac 


8ASF 


m: 


The  full  text  of  Business  Week,  the  Business  W 
Daily  Briefing,  and  seven  years  of  BW  archives 
available  on  the  World  Wide  Web  at: 

www.businessweek.com 

and  on  America  Online  at  Keyword:  BW. 

To  sign  up  for  BW  on  AOL,  call  (800)  641-484 

and  mention  Business  Week. 


HOW  TO  REACH  BUSINESS  WEEK 

LETTERS  FOR  READERS  REPORT 

All  letters  must  include  an  address  and  daytime  a 

evening  phone  numbers.  We  reserve  the  right  to  ec 

letters  for  clarity  and  space  and  to  use  them  in  all 

electronic  and  print  editions. 

Mail:  Business  Week,  1221  Avenue  of  the  Americas 

39th  floor,  New  York,  NY  10020 

Fax:  (212)  512-6458 

Internet:  bwreader@businessweek.com 

America  Online:  readersbw 

SUBSCRIBER  SERVICES 

For  individual  subscriptions,  corporate  subscripts 
renewals,  changes  or  problems,  and  single  copies. 
Phone:  (800)  635-1200  or  (609)  426-7500 
Fax:  (609)  426-7623 
Internet:  bwcustsv@businessweek.com 
Library  fee-based  services:  (212)  512-6704 

REPRINTS  AND  COPYRIGHT  PERMISSIONS 

For  custom  reprints  (minimum  order  of  1,000)  cont 

(212)512-3148 

For  all  other  permission  or  reprint  inquires, 

Phone:  (212)  512-4801 

Fax:  (212)  512-4938 

Internet:  www.businessweek.com/repnnts/ 


12  BUSINESS  WEEK  /  AUGUST  9,  1999 


■:;■:;; 


WWW.DUS 


Reach  these  Business  Week  advertisers  on  the  Web 


address 
directory 


£? 


ADT  Security  Systems 

www.adt.com/business.htm 

American  Honda  Motor  Co. 

www.honda.com 

AT&T 

www.att.com 
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Point.  Click.  Advance. 
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To  move  ahead  you  need  a  powerful  search 
engine.  Business  Week's  Career  Center  has  the 
horsepower  to  help  you  get  a  reading  on  job 
market  trends,  search  more  than  1 ,000  job 
listings,  post  open  positions  and  manage  your 
star}  as  well  as  your  own  career.  It  will  get  you 
where  you  need  to  go.  Faster. 


www.businessweek.com 


Books 


THE  NUDIST  ON  THE  LATE  SHIFT 

By  Po  Bronson 

Random  House  •  248pp  •  $25 


THE  CURIOUS  CULTURE 
OF  SILICON  VALLEY 


Stories  about  Silicon  Valley  are  be- 
coming pretty  dam  pat:  Take  one 
entrepreneur  with  a  good  idea, 
then  track  the  hair-raising  adventures 
that  take  him  from  nowhere,  past  the 
blink  of  professional/financial/mental  dis- 
aster, and  on  to  golden  success.  But  in 
The  Nudist  on  tlie  Late  Shift,  Po  Bron- 
son rises  above  this  formula.  By  de- 
scribing the  days  and  nights  of  the  Val- 
ley's new  generation  (including  a  nudist 
who  toiled  late  at  one  animation  compa- 
ny), the  author  delivers  a  revealing  pro- 
file of  Valley  culture,  with  its  emphasis 
on  time,  luck,  and  work  and  its  conviction 
that  nearly  everyone  can  be  just  as  suc- 
cessful as  the  most  recent  Wired  cover 
boy.  While  the  book  will  appeal  most  to 
those  not  familial-  with  how  Silicon  Valley 


works,  it's  hard  not  to  appreciate  its  nu- 
anced  look  at  the  area's  idiosyncrasies. 

Bronson  uses  various  people's  tales  to 
describe  each  of  several  different  Valley 
types,  including  entrepreneurs,  pro- 
grammers, salespeople,  and  dropouts.  His 
entrepreneur,  Sabeer  Bhatia,  is  an  Indian 
engineer  who  founded  the  free  E-mail 
service  Hotmail  and  sold  it  to  Microsoft 
Corp.  for  $400  million.  Hotmail  has  be- 
come an  archetype  of  so-called  viral  mar- 
keting— free  distribution  over  the  Inter- 
net of  a  service  that  quickly  becomes 
the  object  of  intense  buzz,  often  leading 
to  exponential  growth  in  subscribers. 

Bronson  provides,  among  other  de- 
tails of  Bhatia's  career,  an  account  of 
the  clever  and  painstaking  promotion  of 
Hotmail.  Bhatia  employed  two  products 


to  raise  funds  from  venture  capital 
decoy  personal-database  progran 
Hotmail.  All  potential  investors  sa 
first  of  these,  but  Bhatia  showed  H 
only  to  those  few  who  he  thought 
the  right  questions  about  the  firs 
gram.  In  a  broader  sense,  the  i  t 
offers  Bhatia's  stoiy  to  demonstrat  i« 
there  are  many  variables  in  play  in 
ing  a  Net  company  a  success — n< 
least  of  which  are  image,  buzzv 
and  presentation. 

Key  to  all  such  Silicon  Valle 
umphs,  however,  is  the  willingness 
the  deep  desire,  to  take  risks 
son's  characters  react  and  draw  1«  | 
from  the  experiences  of  those  wb 
succeeded.  They  are  buoyed  by  th 
that  the  money  is  there  to  fuel  th<  i- 
periments — and  that  there's  little 
ty  for  failure.  A  French  entrepr 
for  instance,  displays  undaunted 
mism  about  his  company,  even 
calculates  that  if  it  doesn't  wor 
experience  will  nonetheless  lan<  j 
another  job.  Giving  voice  to  this 
ment,  the  author  observes  that  ' 
generation  that  came  before  u 
to  make  a  choice  between  pur 
a   steady   career  and  pursuing 
adventures In    Silicon    Val 
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JKE  AN  ANTHROPOLOGIST,  BRONSON  FOCUSES 
ON  THE  QUIRKS  OF  THE  VALLEY'S  STRIVERS 


people  mi)  longer  have  to  choose." 
chapter  focused  on  programmers, 
ithor  demonstrates  how  random 
its  ran  become  business  proposals 
ght  and  how  such  projects  often 
on  the  edge  of  failure. 
lis  how  the  Big  Net- 
a  Web  service  offering 
1  versions  of  board 
I  such  as  chess  and 
■rs,  labored  to  arrange 
with  portal  Snap.com. 
I  a  key  demo,  Big  Net- 
B  founders  frantically 
ulated  a  phone  conver- 
— and  an  electronic 
of  Spades — to  keep 
i  people  from  discover- 
ing major  bugs.  Why 
there  bugs?  Because 
ig  Network  lacked  the  money  to 
•r  full-time  engineers — and,  having 
burned  in  the  past,  engineers  re- 
to  work  for  stock  options  alone. 
iders  familiar  with  Silicon  Valley 
iccasionally  feel  that  Bronson's  ob- 
.ions  are  out  of  date.  In  one  scene, 
ample,  he  describes  a  party  where 


he  notices  that  the  area's  geek  culture 
has  been  transformed.  Why,  there  are 
these  smartly  attired  guys  around — and 
women!  "We  just  watched  the  whirlpool 
of  lithe  bodies,  of  grown-up  f'rat  men 
in  Sisley  shirts  and  long- 
haired women  in  Bebe  min- 
isuits — and  the  same  thought 
occurred  to  all  of  the  Big 
Network  guys  at  just  about 
the  same  time:  'Man,  when 
did  all  these  gorgeous 
women  start  working  in  this 
business?'"  The  problem 
here  is  that  these  demo- 
graphic changes  took  place 
almost  two  years  ago,  an 
aeon  in  Valley  time. 

Elsewhere,  the  author  ex- 
aggerates local  quirks.  At  the 
same  party,  Bronson  is  unable  to  find  a 
person  he  came  with — so  he  dials  the 
guy's  cell  phone  number  and  finds  him 
standing  only  20  feet  away.  Such  over- 
the-top  techno-reliance  is  normal,  the 
author  seems  to  say — but  it  really  isn't. 
Some  of  Bronson's  material  is  a  little 
too  supei-ficial  to  hold  a  reader's  interest. 


One  whole  chapter  entitled  "Hie  Futur 

ist"  is  devoted  to  George  (Jilder,  a  trend- 

Bpotter  and  magazine  writer,  Bui  Bron 

son  doesn't  adequatly  explain  why  he  i- 
devoting  bo  much  attention  to  Gilder. 
Gilder  doesn't  seem  to  have  much  more 
to  say  about  the  future  than  many  other 
self-proclaimed  soothsayer-. 

In  the  end,  what  really  makes  The 
Nudist  dii  the  Late  Shift  is  Bronson'fi 
breezy,  insightful  writing.  In  the  final 
chapter,  Bronson  relates  a  conversation 
he  had  with  Novell  Chief  Executive  Eric- 
Schmidt  in  which  they  discuss  success 
and  failure.  Bronson  tells  some  stories  of 
disappointment  and  frustration,  and  asks 
Schmidt  to  react.  "I  would  be  unhappy  if 
people  weren't  whining,"  Schmidt  replies. 

"I  want  them  to  want  more The  kind 

of  mild  dissatisfaction  with  what  you 
have  is  a  key  prerequisite  for  success  in 
this  business."  Where  else  do  bosses 
view  carping  employees  as  a  good  thing? 
In  Silicon  Valley,  it  seems,  no  matter 
what  happens,  the  sun  is  always  shining. 
BY  HEATHER  GREEN 

Green  covers  the  Internet  for  busi- 
ness week. 
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1  BUSINESS  @  THE  SPEED  OF  THOUGHT  by  Bill  Gates  with 
Collins  Hemingway  (Warner  •  $30)  A  detailed  guide  to  the 
fast-emerging  E-business  age. 

2  FIRST,  BREAK  ALL  THE  RULES  by  Marcus  Buckingham  and 
Curt  Coffman  (Simon  &  Schuster  •  $25)  A  Gallup  investiga- 
tion into  managerial  success. 

3  WHO  MOVED  MY  CHEESE?  by  Spencer  Johnson,  M.D. 
(Putnam  •  $19.95)  Learning  to  accept  change. 

4  THE  LEXUS  AND  THE  OLIVE  TREE  by  Thomas  L.  Friedman 
(Farrar,  Straus  &  Giroux  •  $27.50)  How  globalization  is 
transforming  the  world,  by  The  New  York  Times 's  foreign-af- 
fairs columnist. 

5  THE  INNOVATOR'S  DILEMMA  by  Clayton  M.  Christensen 
(Harvard  Business  School  •  $27.50)  Anticipating  new 
technologies'  disruptive  effects. 

6  THE  9  STEPS  TO  FINANCIAL  FREEDOM  by  Suze  Orman 
(Crown  •  $23)  Practical  and  "spiritual"  steps  for  managing 
money. 

7  WHY  WE  BUY  by  Paco  Underhill  (Simon  &  Schuster  •  $25) 
An  anthropologist  offers  a  "science  of  shopping.  " 

8  THE  COURAGE  TO  BE  RICH  by  Suze  Orman  (Riverhead  • 
$24.95)  The  rites  of  passage — and  their  financial 
consequences. 

9  THE  END  OF  MARKETING  AS  WE  KNOW  IT  by  Sergio  Zyman 
(HarperBusiness  •  $26)  Marketing  strategies,  by  a  former 
Coca-Cola  executive. 

10  DAY  TRADE  ONLINE  by  Christopher  A.  Farrell  (Wiley  • 
$29.95)  A  primer  for  day-trading  wannabes. 

11  THE  ROARING  2000s  by  Harry  S.  Dent  Jr.  (Simon  & 
Schuster  •  $25)  Why  the  good  times  won't  go  away. 

12  MANAGEMENT  CHALLENGES  FOR  THE  21st  CENTURY  by 

Peter  F.  Drucker  (HarperBusiness  •  $27.50)  The  dean  of 
management  theorists  ponders  the  shape  of  things  to  come. 

13  LIVING  THE  7  HABITS  by  Stephen  R.  Covey  (Simon  & 
Schuster  •  $26)  Tales  of  people  overcoming  problems. 

14  PERMISSION  MARKETING  by  Seth  Godin  (Simon  &  Schuster 
•  $24)  Give  customers  an  incentive  to  hear  your  message, 
says  a  Yahoo!  executive. 

15  GUNG  HO!  by  Ken  Blanchard  and  Sheldon  Bowles  (Morrow  • 
$20)  How  Walton  Works  No.  2  fired  up  its  employees. 
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THE  MILLIONAIRE  NEXT  DOOR  by  Thomas  J.  Stanley, 
and  William  D.  Danko,  PhD  (Pocket  Books  •  $14)  The  si 
ways  of  the  wealthy  among  us. 

THESEVEN  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE 

by  Stephen  R.  Covey  (Fireside  •  $14)  Habitually  popula\ 

THE  MOTLEY  FOOL  INVESTMENT  GUIDE  by  David  and 
Gardner  (Fireside  •  $12)  The  online  duo  puts  it  on  pape\ 

THE  1999  WHAT  COLOR  IS  YOUR  PARACHUTE?  by 

Richard  Nelson  Bolles  (Ten  Speed  Press  •  $16.95)  The 
enduring  job-search  bible. 

GETTING  TO  YES  by  Roger  Fisher,  William  Ury,  and  Bruc 
Patton  (Penguin*  $12.95)  A  Harvard  team's  step-by-ster. 
guide  to  conflict  resolution. 

RICH  DAD,  POOR  DAD  by  Robert  T.  Kiyosaki  with  Sharorj 
Lechter,  C.P.A.  (TechPress  •  $15.95)  Teaching  your  kids\ 
rules  of  money  that  the  rich  play  by. 

THE  ONE  MINUTE  MANAGER  by  Kenneth  Blanchard,  Pt 
and  Spencer  Johnson,  M.D.  (Berkley  •  $11.95)  Three 
management  techniques,  conveyed  in  brief  story  form. 

THE  DANCE  OF  CHANGE  by  Peter  Senge,  Art  Kleiner,  CH 
lotte  Roberts,  Richard  Ross,  George  Roth,  and  Bryan  Sml 
(Currency  •  $35)  A  workbook  on  "the  learning  organizatil 

BARRON'S  DICTIONARY  OF  FINANCE  AND  INVESTMENl 
TERMS  by  John  Downes  and  Jordan  Elliot  Goodman 
(Barron's  •  $12.95)  What  is  an  oligopsony  anyway? 

BUFFETTOLOGY  by  Mary  Buffett  and  David  Clark  (Firesi< 
$14)  An  ex-daughter-in-law's  take  on  Buffett's  technique\ 

THE  CIRCLE  OF  INNOVATION  by  Tom  Peters  (Vintage  • 
"Create  waves  of  lust,  "  says  business  writing's  No.  1 
cheerleader. 

HOME  BUYING  FOR  DUMMIES  by  Eric  Tyson  and  Ray  Br| 
(IDG  Books  •  $16.99)  Getting  your  dream  house. 

BUILT  TO  LAST  by  James  C.  Collins  and  Jerry  I.  Porras 
(HarperBusiness  •  $15)  How  3M,  Wal-Mart,  Procter  & 
Gamble,  and  others  became  standouts. 

1001  WAYS  TO  REWARD  EMPLOYEES  by  Bob  Nelson 
(Workman  •  $10.95)  Give  them  a  champagne  brunch,  a 
sual-dress  day — or  plain  old  cash. 

INVESTING  FOR  DUMMIES  by  Eric  Tyson,  MBA  (IDG  Boc 
$19.99)  From  stocks  to  small  business — with  cartoons,  fJ 


business  week's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  econor 
management,  sales  and  marketing,  small  business,  investing,  personal  finance,  and  careers.  Well  over  1,000  retail  outlets  nationwide  are  re 
sented.  Current  rankings  are  based  on  a  weighted  analysis  of  unit  sales  in  June. 

Reviews  and  more  are  available  on  AOL  (Keyword:  BW)  or  www.businessweek.com 
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IN    DAY   TRADE  ONLINE,    NO.  10   AMONG   THIS 

month's  hardcover  best-sellers,  Christo- 
pher A.  Farrell  (not  to  be  confused  with  business  week's 
Christopher  Farrell)  recommends  a  cautious  strategy:  He  ad- 
vocates making  high-percentage  trades  in  boring  closed-end 
funds  and  utility  stocks,  rather  than  flipping  volatile  Net 
stocks.  He  doesn't  promise  readers  will  make  tens  of  thou- 
sands a  day.  Instead,  he  says  they  can  squeeze  out  gains  of 
$125  or  so  on  most  of  their  daily  20  to  30  trades.  That 
amounts  to  a  good  six-figure  yearly  income  but  hardly  the  vast 
riches  that  have  lured  thousands  to  full-time  trading  careers. 
Of  the  many  day-trading  books  on  the  market,  Farrell's  is 
one  of  the  most  readable.  He  builds  on  the  basics  slowly,  al- 


beit with  some  repetition,  advising  readers  to  choose  s 
carefully,  get  in  and  out  quickly,  and  aim  to  "hit  singles 
home  runs."  He  explains  the  pros  and  cons  of  online  dis 
brokerage  accounts — not  the  souped-up,  high-speed  sys 
many  day  traders  use — and  says  you  should  expect 
sional  glitches  as  part  of  the  cost  of  doing  business  at  h 
Day  Trade  Online  is  most  successful  at  creating  a  rea 
picture  of  the  life  of  an  online  day  trader.  Farrell,  26,  ir 
it's  fun,  exciting,  and  profitable.  But  he  admits  that  there 
social  interaction  and  that  you  won't  get  much  respect, 
can't  help  wondering  if  he'll  still  be  day  trading  five  \ 
from  now  or  if  he  will  have  taken  his  talents  elsewhere 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

THE  WIRELESS 
CONTINENT 


Europe's  state-of- 
the-art  standard 
makes  digital  commu- 
nications a  snap 

I  am  sitting  on  the  balcony 
of  my  hotel  room  in  Flo- 
rence with  my  laptop  and 
a  cell  phone,  looking  across 
the  Arno  to  the  Fortress 
Belvedere,  while  my  E-mail 
downloads.  The  bright  Tus- 
can sun  makes  it  a  bit  hard  to 
see  the  laptop  screen,  and 
the  buzz  of  motorbikes  isn't 
good  for  concentration,  but 
otherwise  the  arrangement 
is  just  about  perfect. 

I'm  in  Italy  largely  because 
the  Children's  Chorus  of 
Washington,  a  group  I  helped 
start,  is  perfomiing  in  a  choral 
music  festival.  In  addition  to 
keeping  up  with  my  E-mail, 
I'm  also  posting  reports  and 
pictures  of  performances  to 
the  Web  site  I  maintain 
(www.childrenschorus.com). 
And  I'm  doing  it  all  without 
connecting  my  computer  to  a 
phone  line. 

SLOW  GOING.  For  a  long  time, 
I  had  been  hearing  reports 
of  how   advanced   wireless 
voice  and  data  communica- 
tion is  in  Europe.   Now, 
mixing  business  and  plea- 
sure, I'm  trying  it  myself. 
Bottom  line:  The  glowing 
reports  are  true.  You  still 
need  a  sack  of  adapters  to 
connect  a  modem  to  Euro- 
pean phone  lines,  but  a  sin- 
gle cell  phone  works  from 
Land's  End  to  Vladivostok. 
And  the  right  phone  can  dou- 
ble as  a  slow,  but  reliable, 
modem  for  a  laptop  or  Win- 
dows CE  handheld  computer. 
The  secret  is  Europe's  uni- 
fied Global  System  for  Mo- 
bile Communications  (GSM),  a 


Continentwide  digital  net- 
work. Intelligent  phones  and 
extensive  agreements  among 
carriers  make  roaming  seam- 
less wherever  gsm  is  used — 
and  it  is  the  standard  nearly 
everywhere  except  in  the 
Americas,  for  the  most  part, 
and  in  Japan. 

The  U.  S.  has  a  national 
analog  cell  network.  With  a 
cellular-ready  modem, 


analog  systems,  but  it  uses 
special  radio  modems  rather 
than  cell  phones. 

The  digital  situation  is  far 
worse.  While  most  of  the 
world  agreed  on  gsm,  and 
Japan  adopted  its  own  pdc 
standard,  the  U.  S.  unwisely 
let  cellular  licensees  pursue 
the  technology  of  their  choice. 
The  result  has  been  a  digital 
disaster.  Four  different  stan- 
dards, including  gsm,  are  in 
use  in  the  U.  S.  A  phone  built 
for  one  system  won't  work 
on  another.  Even  U.S.  gsm 
is  odd.  It  uses  different  fre- 
quencies than  the  rest  of  the 
world  does,  so  only  a  few 
multi-frequency  phones,  such 
as  the  Ericsson  1888  World 
that  I'm  using,  work  on  both 
U.  S.  and  international 


you  can  connect  to  the  Inter- 
net over  an  analog  phone. 
But  connections  are  slow  and 
unreliable,  so  relatively  few 
people  try.  A  technology 
called  Cellular  Digital  Packet 
Data  (cdpd)  allows  direct  In- 
ternet connections  over  some 


networks.  None  of  the  digital 
systems  is  available  in  all  ma- 
jor cities,  and  coverage  gets 
spotty  eVen  in  outer  subur- 
ban areas.  Only  gsm  current- 
ly can  handle  data.  Equip- 
ment maker  Qualcomm  Inc. 
and  operators  such  as  Sprint 


PCS  Group  are  work! 
add  data  capacity  to| 
networks,  but  it's  a  hug 
hugely  expensive,  job. 
In  contrast  to  the 
digital  coverage  in  thel 
I  can  use  my  phone  foil 
or  data  just  about  anj 
in  Italy,  including  on 
city  trains.  For  now,  GSlJ 
transmission  is  limited  [ 
kilobits  per  second,  slcl 
Web  browsing  but  quil 
ceptable  for  E-mail.  Bq 
my  laptop  controls  the 
with  an  infrared  linkj 
have  to  do  to  make 
call  is  lay  the  handset  I 
next  to  the  compute] 
click  a  Windows  dial-uj 
working  icon.  Thanks 
account  with  mci  Worll 
uunet,  I  connect  to  tl| 
ternet  through  local 
numbers  in  Europe. 

The   only   real   prol 
have  been  caused  by  thj 
iness   of  Windows   98 
frared  link  software  ar 
occasional  crashes  it  ci 
Other  phones  connect  tJ 
ready  modems  with  s| 
cables.  My  Ericsson 
also  works  with  WindoJ 
handhelds,  which  pro\ 
more  robust  infrared  \i\ 

Roaming  with  a  gsm 
in  Europe  is  not  cheap,  | 
beats  the  cost  of  calling 
hotels.  My  phone  was 
plied  by  Omnipoint  Col 
nications  Services,  a  pr<f 
of  gsm  service  to  the 
ern  and  midwesternl 
Calls  in  Italy  and 
cost  29<2  to  70<z  a 
calls  to  the  U.  S.  n 
to  $1.40  per  minute.l 
Popular  as  cell  p| 
have  become  in  the  [ 
they  are  even  morel 
Europe,  where  eve| 
from  gondoliers  in 
to  nuns  in  the  Vatica 
be  seen  chatting  awaj 
the  technology  is  like 
advance  faster  here  ti- 
the U.S.,  with  115kbpij 
service  coming  soon.  Fc 
slow  speeds  aren't  that  I 
of  a  problem  right  now! 
needs  the  CyberLouvre  | 
the  real  Uffizi  is  just 
the  street? 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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e  help  make  stuff  smarter 


«*» 


Got  any  stuff?'* 


^*        *|-a|    r%IVI  K!"  No  matter  how  smart  your  company's  stuff  is,  there's  always  a  way 

■^  I  ^%  ■  *» "  "  "^  I  ™  ^»  to  make  it  even  smarter.  And  we  can  help.  With  DigitalDNA  technology 

from  Motorola 

from  Motorola.  Chips,  systems,  software  and  the  ideas  of  thousands  of 
'"^  Or   SMART.  innovative  engineers  dedicated  to  helping  companies  like  yours  create 

ie  next  breakthrough  product.  We're  already  helping  some  of  the  world's  smartest  companies  with  stuff  like  car 
ansmissions  that  automatically  adjust  to  the  way  people  drive.  Cell  phones  that  can  access  e-mail.  Set-top  boxes 
fiat  convert  HDTV  signals  to  high-quality  pictures  on  ordinary  TV  sets.  Internet  equipment  that  streamlines  the  flow 
f  information  and  reduces  downtime.  Smart,  breakthrough  products,  and  DigitalDNA  from  Motorola  is  at  the  heart 
f  them  all.  So,  if  you've  got  some  great  stuff  you  want  to  make  even  better,  contact  us  at  www.digitaldna.com. 

Motorola,  Inc.  1999.  Motorola  Is  a  registered  trademark  and  DigitalDNA  and  the  DigitalDNA  logo  are  trademarks  of  Motorola.  Inc. 
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BY  LAURA  D'ANDREA  TYSON 


HMOs:  A  GOOD  IDEA  THAT  COULD 
GET  A  LOT  BETTER 


J 


OPTIONS: 

Consumers 
deserve  choice 
among 
competing 
suppliers  and 
access  to 
information, 
in  short,  a  bet- 
ter patient's 
bill  of  rights 


Laura  D'Andrea  Tyson  is  dean  of  the 
Haas  School  of  Business  at  the 
University  of  California  at  Berkeley 
and  was  President  Clinton's  chief 
economic  adviser. 


Health-maintenance  organizations  have 
become  the  target  of  festering  hos- 
tility. To  many  Americans,  the  bad 
guys  of  the  health-care  system  are  no  longer 
greedy,  overpaid  doctors  but  greedy,  over- 
paid insurers.  And  in  a  sharp  turnaround 
from  the  Harry  and  Louise  days  of  defeat 
for  the  Clinton  health-care  plan  in  1994,  many 
Americans  are  now  looking  to  the  federal 
government  to  protect  health  care  from  the 
hard-heartedness  of  the  market  system. 

There  is  indeed  a  role  for  government  in 
making  the  health-maintenance  industry  more 
responsive  to  the  needs  of  the  public.  But 
that  is  best  accomplished  within  the  context 
of  a  market  system.  Over  the  years,  the  U.  S. 
has  repeatedly  opted  for  market  mechanisms 
over  government  controls  to  determine  both 
the  price  and  the  availability  of  most  forms  of 
health  care,  hmos,  in  particular,  are  the  out- 
growth of  the  market  system — a  private  re- 
sponse to  the  rising  health  costs  imposed  on 
employees,  employers,  governments,  and  the 
uninsured.  And  this  response  has  had  two 
positive  effects.  It  has  slowed  the  upward 
spiral  in  health-care  spending,  at  least  tem- 
porarily. And  it  has  developed  new  guide- 
lines and  standards  of  practice  that  have  dis- 
couraged unnecessary  and  even  harmful 
medical  procedures. 

But  haven't  these  benefits  been  purchased 
at  the  expense  of  overall  quality  in  health 
care?  Despite  well-publicized  and  sometimes 
heart-wrenching  horror  stories  about  HMO  be- 
havior, there  is  so  far  no  evidence  that  hmos 
provide  consistently  worse  care  than  fee-for- 
service  plans — or  consistently  better  care,  for 
that  matter. 

What  can  be  done  to  reduce  individual  oc- 
currences of  HMO  malfeasance  and  to  guaran- 
tee that  hmos  safeguard  the  quality  of  health 
care?  Like  markets  for  any  good  or  service, 
markets  for  health  care  work  best  when  con- 
sumers have  both  choice  among  competing 
suppliers  and  the  necessary  information  to 
make  wise  choices. 

All  too  often,  consumers  of  health  care 
have  neither,  which  is  why  an  effective  pa- 
tient's bill  of  rights — not  the  largely  toothless 
one  passed  by  the  Senate  Republican  majori- 
ty— is  essential.  Ideally,  consumers  should 
have  a  choice  among  several  competing  health 
plans,  as  the  old  Clinton  Administration 
health-care  reform  mandated.  At  the  least, 
consumers  should  have  options  within  a  given 


health  plan  to  select  among  different  lei 
care,  including  different  levels  of  discret 
choosing  among  doctors.  Health-care 
with  more  discretion  and  higher  service 
would,  of  course,  be  expected  to  cos 
sumers  more. 

All  patients  must  also  have  the  rij 
sue  hmos  for  negligence  and  damages 
will  act  as  a  deterrent  to  substandard 
ty  and  fraudulent  behavior  on  the  p 
hmos.  At  the  same  time,  this  right  she 
restricted  by  rules  requiring  prior  r 
of  patient  complaints  by  independent  n 
experts  and  limiting  the  size  of  pu 
damage  awards.  In  the  absence  of  such 
the  drawbacks  of  the  current  medica 
practice  system,  including  rocketing 
and  frivolous  lawsuits,  are  sure  to 
the  hmos. 

HEALTH-CARE  SEC?  Another  prerequisi 
well-functioning  markets  in  health  c 
information.  In  this  respect,  many  hmos 
been  their  own  worst  enemy,  preferrii 
crecy  over  transparency  in  dealing  witl 
doctors  and  patients.  The  National  Co 
tee  for  Quality  Assurance  (n£qa),  a  pi 
nonprofit  organization  that  accredits 
also  provides  comparative  information  i 
structure  and  performance  of  indi1 
hmos.  Such  information  is  based  on  voh 
self-reporting  by  hmos  and  can  be  wil 
from  the  public  at  their  request.  In 
NCQA  analysis  indicates  that  hmos  that 
to  release  information  on  the  quality  ol 
performance  do  a  better  job  than  thos 
do  not. 

But  information  on  HMO  perforata] 
limited,  lacking  in  credibility,  and  no 
tinely  available  to  all  consumers.  As  a  : 
Progressive  Policy  Institute  report  a: 
participants  in  the  health-care  marke 
could  benefit  from  a  Securities  &  Exc 
Commission-type  organization  requiring 
pulsory  registration  and  public  disclos 
certain  kinds  of  information  on  a  timely 
by  all  accredited  health  plans.  Certainly, 
concerning  the  availability,  credibility 
prehensiveness,  and  timeliness  of  inforr 
released  by  hmos  should  be  an  integral  \ 
a  patient's  bill  of  rights. 

An  adequate  patient's  bill  of  rights  w 
prove  the  market  for  health  care.  But  s 
will  still  have  to  come  to  grips  with  ho\ 
to  protect  life  and  enhance  human  dignit 
situation  of  limited  health  resources. 
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...is  when  the  best  price  is  yours, 


Storj*  M'iY/j  a  broker  who's  not  your  competitor. 

At  Instinet,  we  don't  hold  a  portfolio  or  take  a  position  in 
any  of  the  securities  we  handle  for  clients. 

We're  neutral.  Objective. Yours. 

So  you  never  worry  about  us  competing  with  your  trades, 
or  taking  a  position  against  you  or  giving  you  some  nonsense 
about  spreads.  No  spreads  here. 

Our  goal  is  to  help  you  get  the  fastest  trade  at  the  best 
price  —  and  handle  all  the  follow-up  automatically. 

Add  unbiased  research  and  sophisticated  analytics. 

As  a  neutral  broker,  our  research  is  doubly  valuable  because 
it  is  as  independent  as  it  is  insightful. 


We've  also  created  a  suite  of  research  and  anal;  j,,^ 
to  make  sure  your  trading  —  indeed  your  whole  str  ^  m 
on  track  before  you  make  a  move.  ^. 

»  mov 
Plus  direct  access  to  a  world  of  opportunity  t 

Electronic  trading  may  be  fast,  but  technoloj  |jy ., 
liquidity  is  like  a  computer  without  a  plug. 

Perhaps  that's  why  thousands  of  institutidLs 
wide  use  Instinet  to  electronically  access  son  ^ 
broadest,  deepest  —  most  liquid  —  trading  opj  ^a 
around  the  globe.  ^ 

With  all  those  institutions  at  your  fingertips    jr 
you  have  a  greater  possibility  of  finding  a  buye  g^ 


As  .hi  agent  \  broker  instinet  docs  nol  t  <>nn  between  it  v ,  lients  .nut  tin  Inst  price  We  do  not  commit  capital,  make  markets  or  make  profits  on  spreads  I  1999  Instinct  Corporation,  an  rictus  reserved  INSTINET 
marque  are  registered  service  m.irks  and  "Instinet"  is  the  marketing  name  tor  Instinct  Corporation  member  nam)  and  Instinet  i1  K  Limited,  regulated  in  the  U.K  by  the  ska 
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]  i  need  one. 

1  i.ii  s  more,  trading  electronically  with  us  keeps  your 
ncl  strategy  under  wraps  —  which  can  help  keep  the 
rom  moving  against  you  before  you  can  get  your 

u- 

m  a  had  idea 

this  can  add  n[>  to  sittings,  (h-  earnings. 
i.u  t  is,  we  pioneered  electronic  brokerage  30  years  ago 
Wee  then,  we've  helped  U.S.  pension  funds  and  mutual 

e  billions  ol  dollars  —  $1.2  billion  last  year  alone 
|  find  out  more,  call  toll  free   l-877-INSTINEr  or  visit 

tiiiet.com 
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Economic  Trends 


BY  LAURA  COHN 

HOME  IS  WHERE 
THE  NEST  EGG  IS 

The  wealth  effect  of  pricier  houses 

Where  have  typical  Americans 
socked  away  most  of  their  money? 
Hint:  not  the  stock  market.  The  answer 
is  still  real  estate,  according  to  a  study 
by  the  Federal  Reserve  Bank  of  New 
York.  In  1998,  it's  true,  corporate  equity 
overtook  real  estate  as  the  biggest  asset 
in  the  household  sector  as  a  whole.  But 
those  stockholdings  are  highly  concen- 
trated. According  to  the  Fed's  Flow  of 
Funds  Accounts  and  Survey  of  Con- 
sumer Finances,  only  about  50%  of  the 
households  in  the  U.  S.  own  any  stock  at 
all,  either  directly  or  indirectly.  Most 
privately  held  equity  is  owned  by  the 
richest  10%  of  households. 

On  the  other  hand,  two-thirds  of  all 
households  own  their  own  home  (chart). 
The  house  remains  the  dominant  asset 
of  most  households  even  in  later  years, 
when  people  tend  to  have  more  money 
available  for  other  investments.  The  me- 
dian 25-year-old   homeowner  has   no 

HOME  SWEET  HOME 
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stocks  at  all,  while  the  median  55-year- 
old  homeowner  has  only  3.5%  of  house- 
hold assets  in  equities.  The  study,  which 
was  conducted  by  New  York  Fed  econ- 
omists Joseph  Tracy  and  Henry  Schnei- 
der, and  Sewin  Chan  of  Rutgers  Uni- 
versity, concludes  that  the  latest  bull 
market  in  stocks  has  had  "little  effect" 
on  the  makeup  of  the  assets  of  the  typ- 
ical U.  S.  family. 

Much  has  been  made  of  the  "wealth 
effect"  of  the  bull  market  on  consumer 
spending.  The  idea  is  that  as  stock  prices 
have  soared,  people's  wealth  has  risen, 
and  they  feel  free  to  increase  their  spend- 
ing as  a  share  of  income.  That's  certainly 
true  for  families  that  own  lots  of  stock. 
But  for  the  average  American  family, 


the  more  important  wealth  effect  may 
be  rising  housing  prices.  According  to 
the  National  Association  of  Realtors, 
housing  prices  rose  6.1%  in  1997  and 
5.7%  in  1998.  And  60%  of  owner-occu- 
pied homes  are  mortgaged,  which  am- 
plifies the  impact  of  a  rise  in  the  price  of 
a  home  on  a  family's  net  wealth. 


$6  AN  HOUR? 
NO  PRORLEM 

A  minimum-wage  hike's  slim  effect 

With  U.  S.  unemployment  hovering 
at  just  over  4%,  its  lowest  level  in 
a  generation,  practically  anyone  who 
wants  a  job  can  find  one.  Most  small 
businesses  say  their  hiring  practices 
wouldn't  be  affected  much  if  the  mini- 
mum wage  were  to  rise  from  its  current 
$5.15  an  hour,  because  they're  already 
paying  above  the  minimum  wage,  ac- 
cording to  a  recent  survey  by  the 
Jerome  Levy  Economics  Institute  in 
Annandale-on-Hudson,  N.  Y. 

Some  500  small  companies  were 
asked  whether  they  would  be  hurt  if 
the  minimum  wage  were  to  go  up  to 
$6  an  hour.  About  13%  of  those  sur- 
veyed said  they  would  have  to  lay  off 
workers,  hire  fewer  workers,  or  do 
something  else  to  make  up  for  having  to 
pay  their  employees  more.  That's  down 
from  the  21%  of  companies  surveyed  in 
1998  who  said  they  would  feel  an  ef- 
fect from  such  a  hike.  When  asked 
whether  their  company  would  be  hurt  if 
the  minimum  wage  rose  to  $7.25  an 
hour,  a  bigger  percentage  of  the  busi- 
nesses— 36% — said  it  would.  "There  are 
limits"  to  how  far  it  can  go,  says  Oren 
M.  Levin- Waldman,  a  resident  scholar  at 
the  institute  who  conducted  the  study. 

Of  course,  the  survey  was  taken  with 
business  booming  and  the  labor  market 
tight  as  a  drum.  Should  the  economy 
slow,  the  negative  impact  on  small  busi- 
ness may  well  be  a  lot  more  severe. 


TO  GRANDMA'S 
HOUSE  THEY  GO 

A  change  in  where  U.S.  kids  live 

More  children  in  the  U.S.  are  liv- 
ing in  households  headed  by  their 
grandparents.  The  numbers  have  grown 
throughout  the  '90s  even  as  the  econo- 
my boomed.  In  1997,  the  most  recent 
year  for  which  figures  are  available, 
5.5%  of  all  children  in  this  country  un- 


der the  age  of  18,  or  3.9  million, 
such  homes.  That's  up  from  4.9% 
and  3.6%  in  1980,  according  to  anl 
sis   by   Ken    Bryson   and    LynJ 
Casper  of  the  U.  S.  Census  BureJ 
The  study  shows  that  two-thf 
the  children  in  homes  headed! 
grandmother  alone  are  living  in  pj 
In  addition,  children  living  onlj 
grandmothers  are  twice  as  likely 
black.  The  grandparents  who  hd 
these  families  are  not  always 
Just  15%  of  the  grandmothers  arj 
of  the  grandfathers  caring  for  thej 
dren  are  65  or  older.  Children  w| 
in  homes  with  just  grandparer 
also    more    likely   ■■ 
than    those    who  GRAMI 

live     with     their       children  under  ia 
parents      to      be        in  households  he! 

^  .,  ,  ,  GRANDPARENl 

without  any       6 

health  insurance. 

What's    behind 
this    trend?    The       4 
bureau  points  to  a 
long  list  of  social 
ills:   child   abuse,       2  , 
neglect,         aids, 
higher   drug   use       ' 
among      parents, 
and    mental    and 
physical      abuse.       A  percent 

*L.J  ,  .  DATA:  CENSUS  BU| 

The   authors   say 

that  changes  in  welfare  are  add 

the  pressures  on  families  hea(| 

grandparents. 


PUSHING  THE 
PANIC  RUTTON 

Stock  investors  tended  to  ove| 

The  devaluation  of  the  Thai 
July,  1997,  and  the  crisis  t 
lowed  in  Asia  led  to  giant  swings 
prices.  A  Federal  Reserve  Boar 
by  economists  Graciela  L.  Kamin 
Sergio  L.  Schmukler  examines 
largest  one-day  swings  in  stock 
nine  Asian  nations  from  Januar 
through  May,  1998.  They  conclu 
investors  tended  to  overreact 
news  during  the  crisis. 

The  evidence?  First,  the  regioi 
kets  reacted  more  extremely 
news,  such  as  downgrades  of  en 
ings,  than  to  good  news,  such 
nouncements  of  agreements  with 
temational  Monetary  Fund.  Secoi 
say,  increases  in  prices  after  goc 
tended  to  stick,  indicating  that  th< 
rational  reactions  to  new  circum 
Dips  on  bad  news  didn't  last,  in 
an  element  of  irrationalitv. 
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HE  HANDLE  TO  THE  DOOR 
EADING  TO  A  MORE 
RODUCTIVE  BUSINESS 


RIGHT  IN  FRONT  OF  YOU 


WHAT  YOU  DO  WITH  IT  IS  UP  TO  YOU 
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t  Pacific  Bell  Small  Business  Solutions  and  unleash  the  power  of  your  phone  lines. 
You  can't  make  a  more  affordable  investment  in  your  company.  You've  already  got  the  basics,  but 
add  services  like  Voice  Mail,  Caller  ID  and  FasTrak  DSL  and  see  your  productivity  rocket 
skyward.  Call  1-800-750-BELL  or  visit  our  website  at  w ww.pacbell.com. 
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The  power  of  b\ue. 


It's  the  power  of  a  company  that  uses  its  strength  and  resources 


to  keep  up  with  the  ever-changing  world  of  healthcare.  And  it's  the  power 

to  help  you  benefit  from  those  changes  with  innovative 

new  products  and  plans.  But  most  importantly,  the  power  of  blue 


means  you'll  get  the  health  coverage  you  need. 
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ANA.  Japan's  largest  and  most  lovable  airline. 

ing  Japan's,  and  Asia's,  largest  airline  is  a  good  reason  to  like  ANA.  But  to  love  All  Nippon  Airways,  we  have  to  give  you 
'lore.  So  we  do.  Exceptional  service.  Superb  cuisine.  A  choice  of  non-stop  flights  to  Tokyo  from  New  York,  Los  Angeles, 
Washington,  DC,  Chicago,  San  Francisco  and  Honolulu*.  Our  Business  Privilege  offer  that  can  save  you  up  to  75%  on 
ilected  hotels  in  Japan.  Plus,  a  joint  mileage  program  with  United  Airlines.  Want  to  fall  in  love  with  flying  all  over  again? 
Make  a  date  to  fly  ANA  on  your  next  trip  to  Japan  by  calling  1-800-2 -FLY- AN  A  or  contacting  your  travel  agent. 
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Japans 

i  Honolulu  non-stop  lo  Tokyo  and  Nagoya 


All  Nippon  Airways 
Best       To       The       World 


www.fly-ana.com 
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It  would  mean  the  world  to  all  of  us. 

For  a  free  brochure,  please  call  1-800-CALL-EDF 
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IS  NOT  ABOUT 
HE  GROWTH  RATE 

ead,  Greenspan  is  watching  labor  markets  for  signs  of  overheating 


S.  ECONOMY 


In  all  the  argle-bargle  over 
what  Federal  Reserve  Chair- 
Man  Greenspan  did  or  didn't  say  about  interest 
during  his  semiannual  Humphrey-Hawkins  testi- 
before  Congress  on  July  22  and  28,  you  might 
missed  a  humorous — and  important — exchange  be- 
.  the  Fed  chief  and  Representative  Barney  Frank 
iss.)  The  congressman  asked,  "At  what  rate  can  we 
without  giving  you  agita?'  Greenspan  replied  that 
>ul(l  answer  that  "in  a  very  unusual  way."  Frank 
•d,  "Like,  directly?"  To  which,  Greenspan  said, 
;hat  would  give  you  a  heart  attack." 
vertheless,  Greenspan's  answer  was  very  reveal- 
oout  his  theory  of  preemptive  policy  and,  thus, 
the  conditions  that  will  determine  the  Fed's 
move  on  interest  rates.  The  unusual  pail  was 
while  Greenspan's  stated  policy  goal  is  "maximum 
nahle  growth,"  which  is  determined  by  the  long- 
rends  in  productivity  and  labor-force  growth,  he 
it  conceded  that  he  did  not  know  what  that 
;h  rate  is.  However,  he  said  the  number,  as  it  re- 
policy,  "shouldn't  be  our  concern.  Our  concern 
d  be  the  imbalances  that  emerge." 

That's  not  just  double-talk. 
Greenspan  was  implying  that 
the  data  may  not  show  the  ex- 
act optimal  growth  rate,  but 
they  will  reveal  the  imbal- 
ances that  arise  as  a  result  of 
exceeding  that  pace.  In  a  ring- 
ing endorsement  of  preemp- 
tive policy,  he  said,  "If  new 
data  suggest  that  the  pace  of 
cost  and  price  increases  will 
be  picking  up,  the  Federal  Re- 
will  have  to  act  promptly  and  forcefully  to  pre- 
bnbalancea  from  arising  that  would  only  require  a 
disruptive  adjustment  later. . ." 

VHAT  DATA  will  the  Fed  be  looking  at?  Without 
ion,  Greenspan's  chief  focus  will  be  on  the  labor 
ets,  as  he  looks  foe  evidence  that  the  boom  in 
spending  is  straining  the  economy's  ability  to 
with  it.  The  chairman  suggested  that  any  fur- 
drop  in  the  unemployment  rate  or  a  reareeleration 
ige  growth  would  he  red  flags.  So  far  this  year, 
g  job  growth  has  heightened  consumer  optimism 
t),  but    even  extremely  tight  job  markets  have 
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not  given  a  signal  that  the  economy  is  out  of  balance, 
mainly  because  the  speed-up  in  productivity  growth 
has  helped  relieve  pressure  on  costs  and  piices. 

As  Greenspan  warned,  however,  "Should  productivi- 
ty fail  to  continue  to  accelerate,  and  demand  growth 
persist  or  strengthen,  the  economy  could  overheat." 
It's  not  just  that  productivity  growth  must  remain 
strong:  It  must  continue  to  grow  ever  faster.  The  prob- 
lem for  Fed  policy  in  this  particular  business  cycle, 
Greenspan  said,  is  that  "when  productivity  is  acceler- 
ating, it  is  very  difficult  to  gauge  wdien  an  economy  is 
overheating."  Consequently,  he  believes  that  any  signs 
that  the  economy  is  starting  to  boil  over  will  show  up 
first  in  the  labor  markets. 

Because  the  speed-up 
in    productivity,    from  THE  FED'S  VIEW  OF 

about  1%  annually  dur-  THE  ECOHOMY 

ing  the  1980s  and  early  CEN™L  tendency  forecast 

1990s  to  about  2%  in 
the  past  four  years,  is  a 
relatively  new  phenom- 
enon, driven  in  part  by 
technological  innovation, 
Greenspan  says  a  key     ,F°urtMuarter  level 

question  is  whether  productivity  growth  stays  at  its  re- 
cent higher  rate,  drops  back,  or  climbs  even  more. 

On  that,  the  Fed  chief  gave  a  strong  hint  about 
where  he  stands:  "The  business  and  financial  community 
does  not  as  yet  appeal-  to  sense  a  pending  flattening  in 
this  process  of  increasing  productivity  growth."  He 
said  that  was  the  impression  from  corporate  execu- 
tives and  that  it  was  also  suggested  by  ongoing  upbeat 
forecasts  of  corporate  earnings. 

I  HE  FED  S  FORECAST,  w-hich  projects  economic 
growth  in  the  3^%-to-3X%  range  for  1999  and  in  the 
2!4%-to-3%  range  in  2000,  appears  to  embody  a  slight 
pickup  in  productivity  growth  from  the  2%  trend  in  re- 
cent years  (table).  Indeed,  productivity  in  the  second 
quarter,  to  be  reported  on  Aug.  5,  appears  to  have 
been  quite  good,  following  gains  averaging  nearly  43  in 
the  two  previous  quarters. 

Ever  faster  gains  in  productivity  are  necessary  be- 
cause demand  by  consumers  and  businesses  shows  no 
sign  of  slowing  down  at  a  time  when  foreign  demand  is 
stalling  to  pick  up  after  a  two-year  lull.  New  orders  for 
durable  goods  rose  0.33  in  June  on  top  of  a  0.83  gain 
in  May.  And  despite  higher  mortgage  rates,  June  sale- 
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of  existing  homes  rose  to  a  record  annual  rate  of  5.53 
million  (chart),  suggesting  strong  demand  for  household 
goods  in  coming  months. 

Moreover,  consumer  confidence,  while  lower  in  July, 
remains  historically  high.  The  Conference  Board's  index 
dipped  to  135.6  in  July,  from  a  30-year  high  of  139  in 
June.  Also,  the  percentage  of  households  who  think 
"jobs  are  plentiful"  jumped  to  49.8%,  the  highest  ever, 
suggesting  that  job  insecurity  is  waning.  Greenspan 
has  cited  the  fear  of  layoffs  as  one  factor  holding  down 
wage  pressures  in  such  a  tight  labor  market. 

TIGHT  LABOR  MARKETS  aren't  the  only  concern. 
Another  imbalance  that  Greenspan  noted  was  the  short- 
fall between  private-sector  savings  and  investment, 
which  is  being  filled  by  foreign  investment,  resulting  in 
mounting  U.  S.  international  indebtedness.  Greenspan 
worries  that,  as  foreign  economies  revive,  capital  inflows 
from  abroad  "may  be  difficult  to  sustain."  He  warns 
that  without  a  rebound  in  U.  S.  savings,  the  dollar 
could  weaken  and  market  interest  rates  could  rise. 
The  recent  drop  in  the  dollar  against  the  yen  and  the 
euro  may  well  be  the  first  signs  that  foreign  capital  is 
not  coming  into  the  U.  S.  in  the  quantities  it  had  been. 
Greenspan  also  suggested  that  the  Fed  will  be  keep- 
ing a  close  eye  on  commodity  prices,  which  are  generally 
picking  up  in  response  to  the  firming  in  international  de- 
mand. But  the  signals  here  may  not  be  as  reliable  as  the 
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signals  from  the  labor  markets.  Greenspan  said 
as  the  increasingly  high-tech  economy  becomes  n 
conceptual  than  physical,  "the  actual  impact  of  indus! 
commodities  on  the  general  price  level  diminisl 
However,  Greenspan  said  that  commodity  prices  ter 
reflect  the  order  intake  and  general  level  of  activi 
the  industrial  sector,  which  he  referred  to  as  "a  still 
significant  part  of  the  economy." 

One  potential  sign  of  im- 
balance on  which  Greenspan 
did  not  spend  much  time  was 
the  stock  market  and  the  pos- 
sibility of  a  market  bubble. 
He  said  that  "identifying  a 
bubble  in  the  process  of  in- 
flating may  be  among  the 
most  formidable  challenges 
facing  a  central  bank,  pitting 
its  own  assessment  of  funda- 
mentals against  the  combined 
judgment  of  millions  of  investors." 

Greenspan  admitted  that  even  a  productivity  a 
eration,  which  embodies  significantly  higher  rates 
turn  on  capital,  does  not  ensure  that  stock  prices 
not  overextended.  But  for  now,  he  seems  willin 
give  the  market's  exuberance,  irrational  or  not, 
benefit  of  the  doubt.  Had  he  said  anything  els 
might  have  given  investors  a  heart  attack  as  well 


^     EXISTING-HOME  SALES 

0 MINI 

JAN.  '97  JUNE '! 

A  MILLIONS.  AT  ANNUAL  RATES 
DATA:  NATIONAL  ASSOCIATION  OT  REALTl 


Will  seven  times  be  the 
charm?  Analysts  are  hoping 
that  another  cut  in  Czech  short- 
term  interest  rates,  after  six  cuts 
by  the  central  bank  so  far  this 
year,  may  finally  turn  the  ailing 
economy  around. 

The  Czech  economy 
has  been  shrinking 
since  late"  1997  (chart). 
In  the  first  quarter, 
real  gross  domestic 
product  was  down 
4.5%  from  a  year  ago, 
and  the  monthly  data 
suggest  a  further  drop 
in  the  second  quarter. 
In  particular,  consumer 
spending,  which  added 
positively  to  growth  in  the  fourth 
quarter  of  1998  and  the  first  quar- 
ter of  1999,  may  have  slipped  in 
the  spring.  Industrial  production 
is  also  weak.  In  May,  total  output 
fell  5.7%  from  a  year  ago,  with 
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manufacturing  alone  off  a  steep 
10.1%.  And  construction  was 
down  7.9%  in  May. 

Consumers  are  reluctant  to  in- 
crease their  spending  because  un- 
employment remains  so  high.  The 
jobless  rate  hit  8.8% 
in  June,  the  highest 
level  since  Czechoslo- 
vakia split  apart  in 
1993.  Slowing  infla- 
tion, however,  has 
helped  boost  house- 
hold buying  power.  In 
part  because  of  the 
ongoing  recession, 
the  yearly  inflation 
rate  has  plummeted 
from  13.4%  in  early  1998,  to  2.3% 
in  June. 

On  July  21,  the  Finance  Min- 
istry revised  its  economic  outlook 
lower.  It  now  expects  real  gdp  to 
fall  1%  this  year,  worse  than  the 


0.8%  originally  projected.  Priva 
economists,  however,  are  more 
pessimistic  because  they  do  not 
see  as  great  a  pickup  in  the  se< 
ond  half  as  the  government  do 
Real  GDP  shrank  2.3%  in  1998. 
Falling  interest  rates  may  s 
the  sagging  domestic  sector  an| 
curb  the  recent  runup  in  the 
Czech  koruna,  which  has  risen 
5%  against  the  euro  since  Man 
The  strength  partly  reflects  an 
improvement  in  trade.  The  tra 
balance  has  swung  from  a  defic 
of  $16  billion  in  early  1997  to 
near  balance  in  May.  Now,  wit 
inflation  under  control,  the  hop 
is  that  a  weaker  currency  will 
bring  only  good  to  the  econom 
Namely,  it  will  make  Czech  ex 
ports  more  price  competitive  ji 
as  the  recovery  in  the  euro  zoi 
lifts  demand  for  imports  in  tha 
region. 
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Is  your  e-business 
walking  a  tightrope? 


The  power  of  the  Pentium  III  processor. 

Your  safety  net  in  the  Internet  economy. 


pentlynr### 


It's  a  fact.  Doing  business  through  the 
Internet  exposes  your  company  to  viruses, 
unauthorized  access,  and  potentially 
overwhelming  network  traffic  loads.  Your 
safety  net?  The  Intel*  Pentium*  III  processor.  It  has 
the  power  to  run  sophisticated  compression,  encryption 
and  anti-virus  software  behind  the  scenes,  without 


compromising  performance.  So  you  work  faster  and  safer. 
And  to  add  an  even  higher  level  of  control,  each  processor 
can  help  to  better  identify  and  manage  your  vital  assets. 
To  learn  more  about  the  Pentium  III  processor, 
visit  us  on  the  Web.  where  you'll  also  find 
information  on  Intel*  products  and  the 
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year  2000.'    ►  www.intel.com/Pentiumlll 
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The  scent  of  fast  money  has  re- 
turned to  East  Asia.  From  South 
Korea  to  Malaysia,  economies 
have  pulled  out  of  last  year's 
death  spiral.  Bourses  have  re- 
bounded to  then'  pre-crisis  levels.  Global 
investors  ripping  open  their  first-half 
Asian  mutual  fund  statements  saw  40% 
returns  on  Asian  funds — outside  of 
Japan.  The  daiing  souls  who  jumped  into 
Japan's  over-the-counter  market  saw 
their  money  double  during  the  period. 

But  before  you  read  yet  another  Wall 
Street  research  report  trumpeting  the 
Great  Asia  'Turnaround,  it's  worth  asking 
exactly  what  sort  of 
recovery  is  under 
way.  Given  the  re- 
cent headlines,  you 
have  to  wonder.  In 
South  Korea,  a  gov- 
ernment-arranged 
bailout  in  late  July 
to  keep  colossal  Dae- 
woo Group  from 
sinking  under  $57 
billion  in  debts 
caused  Seoul's  kospi  index  to  tumble 
11%  in  two  days  before  bouncing  back. 
In  Tokyo,  the  government  now  hints  that 
the  economy,  after  expanding  in  the  first 
quarter  of  1999,  may  have  contracted 
again  in  the  second.  In  China,  rumors 
of  a  devaluation  have  resurfaced  (page 
30),  rattling  markets  in  Hong  Kong.  In 
Thailand  and  Singapore,  monetary  au- 
thorities are  warning  that  their 
economies  aren't  out  of  the  woods. 

In  country  after  country,  investors  and 
policymakers  are  taking  a  second  look. 
Their  conclusion:  The  recovery  is  on 
shaky  ground,  and  the  returning  rush  of 
global  funds  is  blunting  the  drive  for  re- 
form that  could  make  it  more  substantial; 
the  region  still  lacks  the  institutions 
needed  to  handle  the  cash  without  deto- 
nating another  boom-an  1-bust  cycle. 

Almost  all  of  the  runups  in  stocks 
and  growth  can  be  explained  by  heavy 
government  deficit  spending,  a  natural 
bounce  in  output  as  businesses  replenish 
their  inventories,  and  the  return  of  easy 
money.  Firmer  global  prices  for  prod- 


ucts such  as  computer  chips  and  a  re- 
bound in  luxury  goods  have  also  helped. 
But  the  biggest  factor  has  been  old- 
fashioned  Keynesian  stimulus.  Interest 
rates  have  fallen  an  average  of  7.3  per- 
centage points  in  Indonesia,  Malaysia, 
the  Philippines,  South  Korea,  and  Thai- 
land. And  countries  that  had  no  deficits 
have  become  profligate  spenders — with 
the  five  crisis  countries  expected  to  rack 
up  deficits  amounting  to  5%  to  6%  of 
economic  output  in  2000,  estimates  Asian 
research  director  Jean-Michel  Paul  of 
Rabobank  International.  He  calculates 
that  80%  of  Asia's  growth  this  year  and 


Markets  in  Asia  are 
soaring,  but  the  region's 
economies  are  shaky, 
and  change  is  slow 


the  "lion's  share"  of  its  stock  rebound 
come  from  government  stimulus.  When 
the  costs  of  fixing  banks  are  factored  in, 
Deutsche  Bank  says  Thailand's  public 
deficit  could  soar  to  8.5%  of  gross  do- 
mestic product  in  2000. 

Signs  of  economic  life,  ranging  from 
projected  1999  growth  of  2%  in  Thai- 
land to  a  heady  8%  in  Korea,  have 
caused  the  global  investment  herd  to 
storm  back.  In  1997  and  1998,  some 
$43  billion  in  capital  from  foreign 
lenders  and  equity  investors  fled  Asia's 
crisis  countries.  While  foreign  bank 
lending  remains  dismal,  stock  investors 
are  returning.  When  Hong  Kong,  Sin- 
gapore, and  Taiwan  are  included  with 
the  crisis  countries,  figures  Hongkong 
&  Shanghai  Banking  Corp.,  $30  billion 
could  arrive  in  1999.  Japan  is  luring 
$10  billion  a  month.  Former  Japanese 
Finance  Minister  Eisuke  Sakakibara  is 
among  many  analysts  who  do  not  be- 
lieve this  gush  of  enthusiasm  indicates 
long-term  confidence.  "This  is  cyber- 
capitalism,"  says  Sakakibara.  The  in- 
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flows  are  "freewheeling  and  volatile." 
Meanwhile,  reform  has  lost  momen- 
tum. In  Thailand,  for  example,  dud  loans 
account  for  48%  of  total  bank  loans,  up 
from  last  summer's.  In  Indonesia,  the 
figure  is  more  than  60%.  Beijing's  failure 
to  clean  up  the  bad  loans  of  its  banks 
and  state  enterprises,  meanwhile,  is  one 
reason  why  the  campaign  by  Premier 
Zhu  Rongji  to  expose  industry  to  global 
competition  is  meeting  resistance. 

In  Korea,  the  rescue  of  Daewoo  was 
only  the  latest  sign  of  how  little  has 
changed  since  1997.  Under  heavy  gov- 
ernment pressure,  Daewoo  earlier  this 
year  had  promised  to  sell  off  its  ship- 
yard, electronics  businesses,  hotels,  and 
other  weak  operations.  But  it  is  setting 
unrealistic  prices  for  the  assets — and  re- 
structuring has  been  minimal.  As  Dae- 
woo neared  the  brink  of  default,  the  gov- 
ernment strong-armed  banks  to  roll  over 
more  than  $16  billion  in  debt. 

After  getting  off  to  a  strong  start  in 
1998,  the  reform  drive  by  President  Kim 
Dae  Jung  has  stumbled.  The  government 
has  not  managed  to  close  either  of  two 
deals  to  sell  insolvent  banks  to  foreign- 
ers. The  chaebol  have  defied  attempts 
to  cut  off  their  access  to  new  money  by 
exploiting  a  government  program  to  pro- 
mote mutual  funds.  By  appealing  to  Ko- 
reans' patriotism,  groups  such  as 
Hyundai  and  Samsung  have  raised  more 
than  $10  billion  by  setting  up  "invest  in 


Korea"  funds.  The  injection  of  these 
funds  into  Korean  equities  goes  a  long 
way  toward  explaining  the  stock  mar- 
ket's 79%  rise  since  March. 

Crony  capitalism  has  also  proved 
durable  in  Southeast  Asia.  Malaysian 
Prime  Minister  Mahathir  Mohamad  has 
used  the  country's  few  sound  companies, 
as  well  as  public  funds  earmarked  for 
cleaning  up  banks,  to  prop  up  ill-con- 
ceived ventures,  such  as  national  car- 
maker Proton.  Thailand's  drive  to  sell 
bad  banks  is  running  out  of  steam.  "With 
the  signs  of  recovery,  people  are  not  tak- 
ing reform  seriously,"  says  Arporn 
Chewakrengkai,  an  economic  adviser  to 
Thai  Prime  Minister  Chuan  Leekpai. 

The  bounce  in  Asian  exports,  up  4%  in 
Thailand  and  Malaysia  and  by  8.5%  in 
Korea,  isn't  particularly  impressive,  ei- 
ther. That's  way  off  the  pace  of  the  early 
'90s  and  mainly  due  to  such  cyclical  fac- 
tors as  a  spurt  in  demand  for  computer 
equipment  rather  than  better  efficiency. 
Instead  of  being  broad-based,  "the  re- 
covery has  been  in  some  senses  too  swift, 
too  dramatic,  and  too  quick,"  warns  Gold- 
man Sachs  Asia  Chairman  Mark 
Schwartz.  "There  is  still  significant  re- 
structuring that  needs  to  be  done." 

What  about  Japan — the  regional  gi- 
ant? Its  interest  rates  of  just  0.25%  "are 
the  lowest  on  the  planet,"  notes  Nomura 
Research  Institute  Chief  Economist 
Richard  Koo.  Yet  new  lending  is  still 


BANGKOK  BUYS:  Officials  warn  i 


contracting:  Banks  are  leery  of  exten  k 
credit  to  companies  already  in  debt  is 
nancial  deregulation  is  now  under 
but  Japan's  service  sector  is  still  st  it 
by  red  tape,  while  telecom  and 
port  rates  remain  exorbitant.  Meanwfir; 
as  Tokyo  continues  to  pour  billions 
wasteful  construction  projects  and 
less  bank  bailouts,  Japan's  gross 
has  hit  $4.6  trillion,  or  110%  of  GDP. 
year,  Japan  should  overtake  Italy  as 
debt  king  of  the  industrialized  w< 
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By  Dexter  Roberts 


DON'T  LOOK  NOW,  BUT  CHINA  MAY  DEVALUE  AFTER  ALL 


year 
lecountr 


fped  a 


Whenever  Asian  currency  markets 
have  trembled,  China  has  won 
plaudits  by  insisting  that  it 
wouldn't  devalue  the  yuan.  But  in  mid- 
July,  central  bank  Governor  Dai  Xiang- 
long  started  laying  the  groundwork  for 
reneging  on  this  promise.  Answering  re- 
porters' questions  in  Shanghai,  he 
opened  the  door  to  an  eventual  devalua- 
tion. Remarkably,  investors  at  home  and 
abroad  were  not  spooked. 

Indeed,  financial  markets  are  assum- 
ing that  the   nan  will  be  devalued,  even 
if  they  don't  i  iow  exactly  when  and  by 
how  much.  Am.    he  calm  on  global 
markets  is  a  test;    lent  to  the  newly 
acquired  skills  of  L  ina's  monetary 
authorities  in  manage  ng  expectations. 
Their  moves  are  sounti:  The  last  thing 
that  China  and  Asia  nee*  I  is  another  cur- 
rency shock. 

The  risks  of  letting  the  market  feed 


upon  its  own  fears  were  great.  Social 
tensions  inside  China  are  running  high: 
A  further  15  million  people  are  expected 
to  lose  their  jobs  this  year  because  of 
Prime  Minister  Zhu  Rongji's  reforms  of 
the  inefficient  state  sector  of  the  econo- 
my. A  poorly  handled  devaluation  could 
spark  a  run  on  local  banks  by  edgy  citi- 
zens and  wipe  billions  off  the  value  of 
red-chip  Chinese  stocks  listed  in  Hong 
Kong.  That  would  force  Hong  Kong's 
government  to  decide  whether  or  not  to 
maintain  its  own  dollar's  peg  against  the 
greenback. 

Deliberately  weakening 
the  currency  is  still 
a  policy  move  of  last 
resort  for  Beijing 


Risky  as  a  devaluation  might  :v  ;i 
however,  China's  leaders  need  t  te  mainly 
the  option  open  as  they  mull  o^  sr%v 
nomic  strategy  at  their  annual  ih,«>h 
that  began  at  the  Beidaihe  sea*  phtila 
in  late  July.  I  Hplomat ; 

GETTING  BOLDER.  They  have  v  ally.  Beij 
aplenty.  The  government's  mas!  %■- -, 
crackdown  on  the  Falun  Gong  i  ,f », ,,, 
late  July,  for  example,  is  a  reac  fy<^\ 
earlier  breakdown  in  internal  s  HK*  of  g 
when  thousands  of  that  sect's  i  u\  a  \K 
took  authorities  by  surprise  an  It  ,r 
bled  in  central  Beijing  in  April  t  ,1; 
while,  Taiwan  President  Lee  1  fc^ 
angering  Beijing  with  increasil  fcffai 
statements  about  eventual  Taftj  a»5, 
dependence.  ilea 

Beijing  faces  enormous  econ  (tin 
too.  Premier  Zhu's  reforms  ha\  ing~_ 
rifts  inside  China's  huge  bureai   : 
Meanwhile,  in  June,  consumer  i  j; 


P( 
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of  the  woodfi  yet 


Japan's  stock  market  has  bene- 

;t  from  foreign  money.  The  27% 

the  Nikkei  stock  average  since 

/  has  been  a  boon  to  Japanese 

urates,  many  of  whose  assets  are 

ity  holdings  of  sister  companies. 

Ohara,  an  economic  adviser  to 

Minister  Keizo  Obuchi,  estimates 

mpanies  and  financial  institutions 

ve  $200  billion  in  paper  gains. 

could  be  wiped  out  if  the  foreign 

changes  course — as  the  Japan- 


ese well  know.  In  early  1994,  the  Nikkei 
jumped  about  8,000  points,  as  foreigners 
bel  on  a  recovery.  The  yen  rose  from 
112  to  100  to  the  dollar,  throttling  Japan- 
ese export  growth.  The  economy 
swooned.  So  did  the  Nikkei.  "We  don't 
want  to  make  that  mistake  again,"  says 
Sakakibara.  So  since  June  10,  the  Bank 
of  Japan  has  spent  $25  billion  to  keep 
the  yen  from  soaring  against  the  green- 
back. That  didn't  keep  the  yen  from  flirt- 
ing with  115  on  July  27.  Executives  such 
as  Toyota  Motor  Corp.  Chairman  Hi- 
roshi  Okuda  want  to  see  the  yen  at 
more  than  120.  "The  Japanese  economy 
depends  on  external  demand,"  warns 
Okuda.  "If  the  yen  appreciates  further, 
the  economy  will  suffer." 

So  far,  other  Asian  stock  markets  have 
risen  mostly  on  local  investment  and  in- 
flow from  small  foreign  players.  But  for- 
eign investment  has  already  harmed 
Asian  corporate  restructuring.  Able  to 
raise  money  through  equity  issues  again, 
companies  are  no  longer  desperate  to 
shut  or  sell  weak  affiliates.  Foreign  in- 
vestors, who  salivated  at  fire-sale  prices 
on  Asian  assets  last  year,  are  finding  ne- 
gotiations much  tougher.  That's  one  rea- 
son why  South  Korea's  efforts  to  sell  off 
Korea  First  Bank  and  Seoul  Bank  have 
run  into  repeated  snags.  The  same  thing 
is  happening  in  Southeast  Asia,  says 
Hugh  Young,  managing  director  at  Ab- 
erdeen Asset  Management  Asia  Ltd.  in 


Singapore.  "Deal-  are  being  put  on  hold 
because  I  he  -lock  market  j  go  trong," 
he  says.  "Companies  are  holding  out  for 

better  prices." 

It  isn't  time  to  worry  just,  yet  about 
another  1997-SCale  blowout.  There  are 
few  sign.-  of  another  surge  in  the  .-hort- 
term  foreign  lending  that  fed  the  earlier 
bubble.  Foreign  lenders  are  still  smarting 
from  write-offs  from  corporate  failures  in 
Southeast  Asia  and  China. 

But  it's  a  big  worry  for  the  future. 
Because  banks  and  regulators  still  lack 
risk-management  skills,  the  money  that 
does  flow  in  could  again  be  lent  reck- 
lessly. Also,  most  Asian  bond  markets 
remain  primitive. 

Meanwhile,  internal  politics  favor  the 
return  of  hot  money.  Politicians  facing 
elections  in  Korea  and  Thailand  will  be 
tempted  to  go  for  any  way  to  pump  up 
growth.  In  a  July  talk  to  Asian  central 
bankers,  Koh  Yong  Guan,  managing  di- 
rector of  the  Singapore  Monetary  Au- 
thority, warned  that  the  risk  of  another 
hot-money  tsunami  is  real.  "We  have 
short  memories — or  even  no  memories," 
he  said.  Market  rallies  fueled  by  cheap 
money,  half-baked  optimism,  and  lack- 
luster corporate  restructuring  aren't 
the  ticket  for  long-term  prosperity  in 
Asia. 

By  Brian  Bremner  in  Tokyo,  with 
Mark  Clifford  in  Hong  Kong  and 
Miachael  Shari  in  Singapore. 


straight  month,  while  in  the 
the  year  exports  tumbled  by 
le  country's  trade 
)ped  a  precipitous 
billion.  Beijing 
e  economy  grew 
first  half/But 
e  mainly  to  billions  in  gov- 
mding:  When  the  cash  reach- 
's' pockets,  it  just  sticks 
ile  still  aren't  spending,"  says 
iiplomat  in  Beijing. 
tally,  Beijing  could  keep 
ig  for  months  and  stave  off 
Foreign  currency  reserves 
$150  billion,  and  government 
10%  of  gross  domestic  prod- 
with  a  larger  deficit,  we  still 
•le  to  control  our  debt  easily," 
ace  Ministry  official, 
une,  the  country's  leaders  are 
new  ways  to  get  the  econo- 
again.  Policies  under  consid- 
tde  a  novel  tax  on  bank  de- 
et  consumers  to  spend  some 
ings-  and  a  possible  salary 

low-paid  state  workers. 
Beijing  implemented  a  de 


facto  devaluation  for  some  types  of 
trade.  Effective  July  1,  it  raised  rebates 
paid  by  the  govern- 
ment on  exports  of 
coal,  textiles,  and  cloth- 
ing— all  of  them  hit  hard 
in  the  aftermath  of  Asia's 
meltdown  two  years  ago — to 
between  10%  and  20%. 
SAVING  FACE.  That  maneuver 
won't  be  allowed  if  and  when  Chi 
na  joins  the  World  Trade  Organiza- 
tion. Yet  it  involves  less  loss  of  face 
than  a  devaluation  shortly  before  the 
50th  anniversary  of  the  People's  Repub 
lie  on  Oct.  1.  In  the  runup  to  the  Octo- 
ber celebrations,  China  is  intent  on 
avoiding  any  "action  that  could  be  con- 
strued as  a  sign  of  weakness,"  says 


Arup  Raha,  economist  at  Salomon 
Smith  Barney  in  Singapore. 

But  after  October,  devaluation  is  back 
on  the  agenda.  And  if  Beijing  has  played 
its  cards  right,  markets  will  hardly  miss 
a  beat. 

Roberts  covers  Chi)ia\s  economy. 
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Reducing  the  federal  debt  makes  sense.  It's  good  politics,  to  boot 


Suddenly,  it  seems  everyone  in 
Washington  is  singing  the  virtues 
of  retiring  the  national  debt.  For 
two  decades,  as  deficits  mounted,  it  was 
a  nonissue.  But  the  prospect  of  sur- 
pluses has  economists  and  policymakers 
thinking  the  unthinkable:  erasing  the 
$3.8  trillion  pile  of  federal  IOUS  held  by 
the  public. 

Bill  Clinton  would  buy  down  the  debt 
over  15  years,  and  even  has  the  blessing 
of  Alan  Greenspan.  On  July  22,  the  Fed- 
eral Reserve  chairman  told  the  House 
Banking  Committee  that  cutting  the 
federal  debt  "is  an  extraordinarily  ef- 
fective force  for  good  in  this  economy." 
On  the  same  day,  House  Republicans 
joined  in.  While  they  still  pre-  ■■■■■■■■ 
fer  generous  tax  cuts,  they 
agreed  to  tie  their  across-the- 
board  rate  cut  to  declining  in- 
terest on  the  debt. 

So  why  the  debt-reduction 
fever?  Clinton  sees  it  as  a  way 
to  shore  up  the  Social  Security 
and  Medicare  programs,  while 
blocking  huge  gop  tax  cuts.  To 
Greenspan,  it's  a  ticket  to  low- 
er interest  rates.  And  to  Hill 
fans,  it's  proof  of  fiscal  pru- 
dence. Besides,  paying  down  debt  is  a 
neat  way  out  when  politicians  deadlock 
over  how  to  spend  the  surplus. 
GOOD  MOVE.  The  economic  argument 
for  debt  reduction  is  clear,  say  its  back- 
ers: A  sharp  drop  in  the  debt  would 
lead  to  lower  interest  rates  and  more 
business  investment,  boosting  produc- 
tivity and  creating  better-paying  jobs. 
Says  Assistant  Treasury  Secretary  for 
Economic  Policy  David  W  Wilcox:  "The 
most  pro-growth,  pro-saving  fiscal  pol- 
icy that  we  are  aware  of  is  debt 
reduction." 


According  to  an  analysis  done  for 
business  week  by  Regional  Financial 
Associates  Inc.  of  West  Chester,  Pa., 
wiping  out  the  debt  by  2014  would  raise 
the  economy's  growth  rate  by  more  than 
0.25%  at  the  end  of  the  15  years.  Bond 
yields  would  fall  by  nearly  1.5  percent- 
age points,  and  real  annual  household  in- 
come would  grow  by  $1,500.  By  con- 
trast, rfa  figures  that  the  House-passed 
tax  cut  would  boost  gdp  by  0.09%  by 
2014,  only  a  third  as  much  as  debt  re- 
payment; bond  yields  would  fall  by  0.4% 
and  household  incomes  rise  by  $400. 

Not  everybody  buys  the  rosy  sce- 
nario. Liberals  insist  that  faster  growth 
also  requires  public  investment.  And 

THE  DEBT-PAYOFF  PAYOFF 

(If  the  debt  is  retired  by  2014) 
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BASELINE* 

DEBT  PAYDOWN 

30-YEAR  TREASURY  BOND  YIELD 

5.9% 

4.5% 

REAL  GDP  GROWTH  RATE 

2.13% 

2.40% 

REAL  INCOME  PER  HOUSEHOLD 

$80,100 

$81,500 

*  Baseline  assumes  no  paying  down  of  the  debt 

DATA:  REGIONAL 

FINANCIAL  ASSOCIATES 

conservatives  argue  that  tax  cuts  would 
be  more  effective.  Some,  such  as 
Lawrence  B.  Lindsey,  a  top  adviser  to 
GOP  Presidential  front-runner  George 
W.  Bush,  fear  debt  reduction  is  just  a 
way  for  Washington  to  hang  on  to  the 
money  until  it  finds  new  ways  to 
spend  it. 

Paying  down  the  debt  is  not  a  simple 
transaction.  Treasury  wouldn't  just  use 
excess  revenues  to  buy  back  bonds  and 
retire  the  paper.  Instead,  the  Social  Se- 
curity and  Medicare  trust  funds  would 
use  the  $3  trillion  surplus  they  will  gen- 


erate over  the  next  15  years  to  buy 
bonds.  The  trust  funds  would  then 
deem  them  when  the  additional  cas 
needed  to  provide  benefits  for  retii fll 
baby  boomers. 

BOOMERS  TAKE  HEED.  The  argumen 
about  how  many  bonds  to  buy  bi 
Democrats  and  Republicans  have  agi 
to  lock  up  the  $2.5  trillion  Social  S< 
rity  surplus.  But  what  about  the  e: 
$1  trillion  from  general  revenues  th; 
supposed   to   appear   over   the 
decade?  Clinton  would  use  about 
billion  to  buy  back  even  more  bond 
stabilize  Medicare  and  help  pay  film 
new  drug  benefit.  Republicans  wan 
fund  their  $792  billion  tax  cut. 
^^^™       The  outcome  of  this  dert> 
could   have   profound   coi 
quences  for  baby  boomers 
their  children.  Cutting  ts 
puts   more   cash  in   peoj 
pockets  today.  But  future 
payers  would  be  stuck 
both  the  current  debt  and  lie  mi 
costs  of  their  parents'  Medi  are  to 
and  Social  Security.  Trimn  i 
debt  now  forces  boomers 
defer  consumption,  but  l  lot 
protect  their  kids, 
even  as  debt-reduction  ft 
lawmakers  keep  finding 


But 
grows 

ways  to  spend  the  surplus  on  ev  J  online 
thing  from  better  airports  to  fatter 
itary   pensions.   The   more   Congi  it 
spends,  the  less  likely  the  debt  will 
appeal-  in  15  years.  True,  there's  not 
magical  about  erasing  the  ious  c 
specific  timetable.  But  making  sure  I  fete  i, 
shrink  to  a  fraction  of  their  current 
still  makes  more  sense  than  blowing 
surplus  on  big  tax  cuts  or  new  spenc 

By  Howard  Gleckman  and  La 
Cohn  in  Washington 
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INTERNET 


IRTAL  COMBAT: 
CROSOFT  VS.  AOL 

online  giants  slug  it  out  in  the  battle  for  Net  supremacy 


ie  long-simmering  hostilities  be 

ween  America  Online  Inc.  and  Mi- 
rosoft  Corp.  went  public  on  July 
tot's  when  Microsoft  launched  a 
i  deep  into  u>i  territory  by  glom- 

onto  "instant  messaging,"  a  tecli- 
y  popularized  by  VOL  that  lets  Web 
re  send  quick  notes  to  one  another. 
)soft's  MSN  online  service  announced 
Btant  messaging  setup  that  not  only 
ts  customers  zap  notes  to  one  an- 
•  but  also  allows  them  to  chat  with 
nembers.  AOL,  which  has  erected  a 
il  roadblock  against  the  MSN  links, 

Microsoft's  move  tantamount  to 

Bg. 

r  bigger  battles  are  looming.  Mi- 
ft  has  singled  out  AOL  as  its  most 
ttant  rival,  and  both  companies 

to   dominate   as   computing 
squarely  onto  the  Net.  The 
strategy  for  both  will  be  to 
>lish  powerful  Web  por- 
hat  are  tightly  linked 

software  "platforms" 
Internet  services. 
\'Kss  WEEK  has 
id  that  both  ti- 

are  quietly 
unng  such  of- 
gs  for  release 
Arend. 

i.'s  effort  will  be 
■eaded  by  Net- 
'.com,  a  new  service 

around  an  expanded  ver 
of  Netcenter,  Netscape's  In- 
■t  portal,  sources  say.  At  Mi- 
lt, insiders  say,  the  company  is 
ing  on  ways  to  link  its  desktop: 
'are  to  the  msn  service  and  Web 
il.  Both  companies  hope  these  por- 
in  steroids — with  all 

of  software-like  ser- 
■    ami    content — will 

lade   business   users 
consumers  to  do  all 

online  chores  in  one 


are  standard  equipment  on  many  i'<  .-. 
\ni .,  in  contrast,  hopes  to  leverage  its 
Netscape  brand  and  browser,  already 
popular  among  consumers,  to  reel  in 
more  business  users.  "We  don't  think 
the  world  is  looking  for  just  another 
generic  portal,"  explains  Barry  M. 
Schuler,  aoi.'s  president  of  interactive 
services. 

By  creating  Netscaj3e.com,  aol  is  cre- 
ating another  new  channel  in  cyber- 
space— in  addition  to  its  core  service, 

A  DUEL  FOR  DOMINANCE 

Both  AOL  and  Microsoft  are  racing 
to  link  software  and  Net  services 


CYBERSPACE  GLADIATORS 


ie   companies   bring 

•ent  strengths  to  the 
•st.  Microsoft  starts 
its  near  monopoly  in 
irate  PC  software  as 
lies   to   capture   more 

imers.  Services  from 
will  be  linked  to  fea 

•  of  Windows  and  Of- 

JOOO  software,  which 


INTERNET  ACCESS  Microsoft's  MSN  combines  Internet  access 
with  a  Web  portal.  AOL's  new  Netscape.com  does  the  same,  for 
customers  who  want  to  bypass  the  conventional  AOL  service  on 
their  way  to  the  Web. 

COMMUNITIES  Both  Microsoft  and  AOL  want  to  make  it  simple 
for  customers  to  create  and  join  online  groups  of  interest. 

INSTANT  MESSAGING  Almost  overnight,  instant  E-mail  has 
taken  off.  Both  companies  plan  to  weave  the  technology  into 
their  respective  browsers  and  other  software. 

ONLINE  CALENDARS  Both  Microsoft  and  AOL  are  racing  to  in- 
troduce customizable  calendars  that  can  be  shared  by  family, 
friends,  and  co-workers. 


( JompuServe,  1 1 

which  enable    international  chal    lh<- 
late  i  it,     i       . u rr k -' I  al  daytime  Web 
miir    who  log  on  from  work  and  al 
Net  aficionados  who  are  too    oph 
cated  for  \ni    Netscapexom  will  i«-  told 
with  Interne'  access,  giving 
spla  hie  I   Web  brand.  Simultaneou 
Netscape  will  release  a  new  brov 

with  direct  links  to  feature!  on  the 
center  portal,  BUCh  as  online  shopping 
and  entree  to  cyber  -meeting  halls. 
VIRTUAL  BAZAAR.  The  new  Netcenter 
site  will  benefit  from  a  major  makeover. 
During  business  hours,  the  site  will  be 
focused  on  workplace  needs.  Business 
users,  for  example,  could  use  Netscape's 
new  browser  to  directly  connect  to  new 
virtual  communities  that  AOL  will  cre- 
ate, such  as  a  virtual  bazaar  to  sell  and 
exchange  goods  and  services.  But  af- 
ter working  hours,  the  site  will  take  on 
another  personality  entirely,  morphing 
into  a  leisure-oriented  hangout,  draw- 
ing on  the  programming  already  offered 
by  aol.  "We  are  trying  to  provide  a 
Web  service  that  can  help 
workers  manage  their 
business  and  personal 
lives  in  one  location,"  says 
an  AOL  executive. 
Microsoft,  meanwhile,  in- 
tends to  emphasize  services 
over  content.  Just  as  the  com- 
pany combined  different  PC 
applications  to  create  its 
popular  Office  software,  it 
will  stitch  together  sev- 
eral separate  Web- 
based  technologies  from 
MSN  with  features 
found  in  Windows  and 
Office  2000.  For  in- 
stance, Microsoft  wants 
to  allow  users  to  create 
virtual  communities  by 
Combining  video  and  audio 
clips,  chat,  E-mail,  and  Web 
pages;  a  Boy  Scout  troop 
leader,  for  example,  could  use 
these  features  to  create  an  on- 
line forum  to  plan  a  backpacking 
trip.  Like  AOL,  Microsoft 
also  hopes  to  create  Web- 
based  business  market- 
places. "We  are  going  to 
focus  on  what  we  do  best, 
which  is  integration  and 
applications."  says  a  Mi- 
crosoft executive.  What- 
ever Microsoft  and  VOL 
do,  the  coming  showdown 
should  be  a  doozy.  This  is 
one  tight  that  neither  com- 
pany can  afford  to  lose. 

By  Michael  M<>(  U(  r  in 
San  Mateo,  Calif.,  and 
Catherine  Yang  in  Wash- 
ington, !>.('. 
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Kfews:  Analysis  &  Commentary 


EXECUTIVE  SUITE 


FOR  TOP  TALENT, 

HOW  GREEN  IS  THE  VALLEY 

E-commerce  sparks  a  bidding  war  for  CEOs 
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execu- 
are  giv- 
'ing        "fast 
yjl  track"  a  whole   new 

7  f  meaning.  In  late  June,  Joseph 
U  Galli,  41,  a  former  Black  &  Deck- 
er Corp.  exec,  signed  an  employ- 
ment pact  with  PepsiCo  Inc.  to  be- 
come chief  executive  of  its 
Frito-Lay  North  America  snack- 
«\  foods  business.  On  June  24,  Galli 
JL  \  met  with  Pepsi's  top  executives 
^^v  at  corporate  headquarters  in 
Purchase,  N.  Y.  He  even 
did  a  telephone  in- 
terview 
with  a  re- 
porter to  dis 
cuss  his  Pepsi  job. 

Within  hours,  however,  Galli  had  a 
change  of  heart — and  another  new  job. 
Galli's  lawyers  informed  Pepsi  that  night 
that  he  was  heading  not  for  New  York 
but  for  Seattle,  where  he  would  become 
president  and  chief  operating  officer  of 
Amazon.com  Inc.  In  a  line  reminiscent 
of  Steven  P.  Jobs'  infamous  challenge 
to  Pepsi-Cola  President  John  Sculley 
years  earlier,  SpencerStuart  headhunter 
Norbert  A.  Gottenberg  had  asked  Galli: 
"Do  you  want  to  be  the  chips  and  soda- 
pop  king,  or  do  you  want  to  change  the 
=^>v        world?" 


option  package — sources  say  as  many 
as  1.5  million  shares — plus  a  board  seat 
and  the  chance  to  work  closely  with 
Amazon  founder  Jeffrey  P.  Bezos. 

Score  another  win  for  the  Net.  As 
the  Galli  story  shows,  the  furious 
growth  of  E-commerce  is  sparking  a 
bidding  frenzy  among  dot.com  compa- 
nies for  top  talent.  For  every  America 
Online  Inc.  or  Amazon.com,  there  are 
hundreds  of  little-known  Internet  start- 
ups scurrying  for  management 
smarts  and  investor  credibility.  \ 
And  there  are  dozens  of  long-  ■  .  \ 
established  nontech  com- 
panies, from  AlliedSig 
nal     Inc.     to    J.  C. 


pointments  reflect  the  need  to  pr< 
homegrown  talent,"  adds  Hawkins. 
Even  the  guarantee  of  the  top  sL 
a  major  corporation,  however,  may 
be  enough  to  keep  top  talent  in  j 
when  a  hot  Internet  startup  offers 
fabulous  upside  potential.  And  the 
mand  for  management  talent  in  t 
businesses  seems  insatiable.  The  es 
tive-recruitment  firm  Heidrick  &  Si 
gles  Inc.  says  it  did  more  than  35 
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It    was    not 

just  that  spiel 

that  Galli  found 

irresistible.    He 

was   offered   a 

remarkable 

stock- 


Penney  Co.,  hunting 
for  E-biz  gurus. 

Net  fever  is  making  star  talent 
searches  more  difficult  than  ever.  But 
that's  not  the  only  complication.  The 
costs  of  bringing  in  outsiders  for  senior 
positions — an  increasingly  popular 
tack — are  soaring.  To  unlock  a  top  exec 
from  a  current  employer,  a  company 
needs  to  pay  for  the  now  inflated  value 
of  his  or  her  unexercisable  options. 
Sources  say  the  buyout  to  lure  Carleton 
S.  Fiorina  to  Hewlett-Packard  Co.  as 
CEO  from  Lucent  Technologies  Inc.  ap- 
proached $50  million  to  $70  million. 
"That  is  a  big  number  for  anybody  to 
swallow,"  says  John  T  Hawkins,  a  man- 
aging director  of  Russell  Reynolds  As- 
sociates. "Some  companies  are  just  get- 
ting sticker  shock." 

At  the  same  time,  companies  have  to 
do  what  they  can  to  hold  on  to  potential 
CEOs  in  their  ranks.  A  spate  of 
mainstream  corporations  has  ele- 
vated some  of  their  brightest  ex- 
ecs to  more  visible  heir-apparent 
posts.  In  the  past  quarter,  Bee- 
ton  Dickinson,  Cargilk  Emer- 
son Electric,  PepsiCo,  United 
Technologies,  Whirlpool,  and 
Xerox  have  anointed  CEOs-in- 
waiting.   "Many  of  these  ap- 

^&^>      ^TZ^*"^"      ^""W^ 


commerce 
searches  last  year 
alone.  "In  one  year,  E- 
business  became  our  third- 
largest  practice,"  says  John  nen,bu 
Strackhouse,  managing  partner  o  it  result 
the  firm's  E-business  group,  wh<  And  the 
based  in  Toronto.  "Within  two  yeai  prove.  .A 
will  probably  represent  25%  to  30  roomy's 
all  our  business." 

CEO  COCKTAILS.  The  frenzy  show  Bt of woi 
sign  of  letting  up — as  long  as  the  s  lift,  \\ 
ups  need  the  talent  and  their  stock  te  arwuif 
main  at  lofty  valuations  "The  tj  nth  we 
market  had  already  been  heated  rt!ei'fll 
says  Jeffrey  E.  Christian,  ceo  of  C  male  bo; 
tian  &  Timbers  Inc.  "E-commerce  ^ees fro 
put  it  on  steroids."  Adds  Silicon  "V  Hecon 
headhunter  Lee  J.  Schweichler:  '  (!«„. 


can  go  to  a  cocktail  party  these 
and  get  an  offer  for  a  ceo  job." 
The  boom,  say  headhunters, 
is  siphoning  off  talent  that 
would  have  gravitated  to 
more  mainstream  com- 
panies only  a  year  or 
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I  go,  Aahford.com,  a  nel  retailer  of 
hired  I  lartier  Inc.  exec 
f.  ,«■( ) i  <  ireenfleld  as  vice  presidenl 
1  duel  merchandising.  DoubleClick 
■  i    Net    advertiser,   lured    Paul 
ij  kes,  associate  publisher  of  Ameri 
;  [edia  [nc .  as  its  director  of  mar- 
l  >  m  May. 
u-  level  of  competition  and  flerce- 
,\ith  which  companies  arc  search- 
ut  this  talent   is  high,"  says  Lee 
i,  director  of  corporate  recruiting 
letamor  Worldwide  Inc.,  which 
to  spin  out  an  E-biz  group  and 
t  public  by  yearend.  "You're  look- 


ing for  Individuals  who  come  oul  of 
larger  companies,  who  know  how  to 

run   and   scale   B   bu  Uld   can   un- 

derstand  what  it's  like  to  manage  in  a 
public  company  environment." 

The  allure  of  the  E  biz  world  in  execs 

steeped  in  marketing  or  other  nontech 
disciplines  is  easy  to  understand.  Most 

are  anxious  tor  the  challenge  of  playing 
a  role  in  what  many  see  as  the  new  In- 
dustrial Revolution.  The  upside  isn't 
bad,  either.  Since  joining  I'riceline.com 
Inc.  only  a  year-  ago  as  chairman  and 
CEO,  for  example,  former  Citicorp  Pres- 
ident Richard  S.  Braddock's  stock  pack- 


Miu  broomed  In  value  to  more 

than  $860  million.  \'o  wonder  llraddock 

had  little  trouble  luring  a  to]  off] 

dal,  Daniel  ll.  Schulman,  to  PriceUne 

in  .June,  a    pre  ident. 

moving  into  E-biz  typically 
trade  cute  in  cash  pay  of  between  -■>' > 

and  HWS  for  three  to  live  time-  the  | 
option  grants  they  would  normally  get  in 
Corporate  America.  CEOfi  hired  by  In- 
ternet startups  before  they  go  public  are 
usually  offered  &H  to  10''  of  the  compa- 
ny's equity.  It's  enough  to  make  someone 
like  Galli  bum  his  bridges  at  Pepsi. 

By  John  A.  Byrne  in  New  York 


COMMENTARY 


By  Christopher  Farrell 


WOMEN  IN  THE  WORKPLACE:  IS  PARITY  FINALLY  IN  SIGHT? 


When  Carleton  S.  Fiorina 
was  selected  to  head 
high-tech  behemoth 
■wlett- Packard  Co.,  it  was 
dely  hailed  as  a  milestone 
women.  But,  let's  face  it, 
er  the  years,  there  have 
en  other  such  moments  of 
ninist  empowerment — 
iet  of  which  quickly  faded, 
t  there  is  one  aspect  of 
orina's  appointment  that 
is  it  apart  and  could  bode 
11  for  the  future  of  gender 
uality.  At  least  two  out  of 
e  four  finalists  for  the  top  job 
HP  were  women.  In  other 
>rds.  not  only  was  a  woman 
osen,  but  the  odds  favored 
at  result. 

And  the  odds  are  likely  to 
►prove.  As  long  as  the  New 
tonomy's  job-creation  machine 
eps  humming  away,  the  as- 
nt  of  women  workers  is  in- 
itable.  With  an  unemployment 
e  around  1.3%  and  economic 
owth  well  above  3%,  it  becomes  im- 
-sible  for  even  the  most  chauvinist 
male  bosses  to  exclude  female  em- 
wees  from  his  calculations. 
W  ECONOMY  SKILLS.  It's  not  just 
•  law  of  supply  and  demand  at 
>rk  here.  Some  credit  has  to  go  to 
b  women's  movement,  affirmative 
tion,  and  Title  IX.  But  the  most 
portant  factors  propelling  women 

0  positions  of  corporate  power  are 
;'  two  giant  forces  that  are  shaping 
.■  economy  itself    rapid  teehnologi- 

1  change  and  globalization.  The  re 
ituiL',  New  Economy  favors  work- 
9  who  excel  in  manipulating 
brmation  and  bo1\  ing  problems. 

id,  it  turns  out.  the  biggest  pool  of 


SHIFT   For  the  first  time, 
women  25  to  35  have  more 
education  than  their  male 
counterparts.  That's  starting 
to  have  a  major  impact 


workers  with  that  skill  set  is  women. 

More  important,  in  coming  years, 
the  supply  of  women  with  New  Econ- 
omy skills  will  swell.  For  the  first 
time,  the  group  of  women  between 
the  ages  of  26  and  :!.">  have  more  edu- 
cation than  their  male  counterparts, 
says  Anne  Stone,  a  senior  research 
associate  at  the  Women's  Research  & 
Education  Institute  in  Washington. 
Already,  a  majority  of  associate,  bach- 
elor's, and  master's  degrees  are 
earned  by  women,  and  they're  award- 
ed 10',  of  doctorates.  Women  make 
up  46%  of  entering  law  school  classes 
and   1291  of  medical  school  graduates. 

These  education  advances  are 
showing  up  at  work.  In  lit'.KS,  women 


held  46%  of  executive,  adminis- 
trative, and  managerial  posi- 
tions, up  from  34%  in  1983. 
And  in  an  economy  where  en- 
trepreneurship  is  exploding, 
women  are  stalling  businesses 
at  twice  the  rate  of  men. 
PAY  GAP.  Women  are  also  join- 
ing the  workforce  in  record 
numbers,  and  more  could  fol- 
low. The  female  labor-partici- 
pation rate  of  those  between 
the  ages  of  25  and  54  is  just 
over  75%.  But  the  male  partici- 
pation rate  for  this  age  group 
is  a  bit  over  90%.  So  as  more 
businesses  adopt  flexible  work 
arrangements,  offer  more  child- 
care  options,  and  higher  pay, 
that  disparity  is  expected  to 
shrink.  "The  male  and  female 
labor  force  participation  rates 
do  seem  to  be  converging," 
says  Mark  Zandi,  economist  at 
Chester  (Pa.)-based  consultant 
Regional  Financial  Associates. 
Obviously  it's  not  all  a 
woman's  world:  A  disturbing  gender 
gap  in  compensation  still  persists.  In 
1998,  women  earned  about  76%  of 
men's  median  pay.  And  despite  the 
visible  success  of  HP's  Fiorina  and  en- 
trepreneur's such  as  Meg  Whitman  of 
Internet  auctioneer  eBay,  the  upper 
echelons  of  Silicon  Valley  and  other 
techdoms  are  only  slowly  approaching 
anything  like  equal-opportunity  zones. 
Still,  as  the  economy  moves  into  the 
21st  century,  women  have  reached  a 
critical  mass  in  education.  And  as 
long  as  the  economic  numbers  stay 
good,  so,  too,  will  women's  progn 

Farrell  writes  about  economics  and 
finance  from  Minneapolis. 
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AUTOS 


SMOKE  AND  MIRRORS 
AND  MILEAGE 

How  Detroit  swerves  around  fuel-economy  standards 


By  next  summer,  U.  S.  mail  earners 
across  the  country  will  be  slogging 
through  rain,  sleet,  and  dead  of 
night  in  new  trucks  that  can  run  on 
clean-burning  ethanol.  It's  all  part  of 
the  U.  S.  Postal  Service's  effort  to  be 
lean  and  green.  But  Ford  Motor  Co., 
supplier  of  the  10,000  vehicles,  costing 
$20,600  apiece,  isn't  acting  solely  out  of 
a  desire  to  score  greenie  brownie 
points.  Ford  also  gets  a  much 
needed  boost  toward  meeting 
tough  federal  fuel-efficiency 
standards:  the  Transportation 
Dept.  will  credit  each  track 
as  getting  50  miles  per  gal- 
lon of  ethanol  and  gas, 
even  if  it  actually  gets 
less  than  20  mpg  on  pure 
gasoline  in  daily  use. 

With  sales  of  gas-guz- 
zling sport-utility  vehicles 
and  pickups  soaring,  U.  S. 
auto  makers  are  relying  on 
every  trick  they  can  to  meet 
federal  fuel-economy  regula 
tions — at  least  on  paper.  One 
popular  gimmick:  meeting  a  cur 
rent  year's  target  by  borrowing 
credits  from  future  years.  But  now, 
the  Big  Three  appear  to  be  running  out 
of  tricks  for  meeting  the  corporate  av- 
erage fuel  economy  (cafe)  standards. 
When  the  1998  model  year  is  tallied 
next  spring,  they  could  face  fines  of 
$150  million  or  more. 
LOOPHOLES.  Both  carmakers  and  envi- 
ronmental groups  have  trouble  with  the 
rules.  Auto  makers  claim  the  law,  adopt- 
ed in  1975  when  the  U.  S.  was  reeling 
from  the  Middle  East  oil  embargo, 
should  be  changed  to  reflect  the  new 


reality  of  lower  oil  prices  and  consumers' 
preference  for  big  pickups  and  SUVs. 
"Trying  to  regulate  customers  doesn't 
work,"  says  Ford  Chairman  William  C. 
Ford.  Environmentalists  counter  that 
Detroit  shouldn't  get  off  easy.  "They 
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have  vehicles  rolling  off  the  line  that 
fail  to  meet  the  standard,"  says  Daniel  F. 
Becker,  director  of  the  Sierra  Club's 
global-warming  and  energy  program. 

The  greens  want  to  close  loopholes 
such  as  the  one  that  Ford  used  for  the 
ethanol  postal  trucks.  Such  "flex-fuel" 
vehicles,  which  can  bum  gas  or  ethanol, 
earn  big  CAFE  credits  because  it  is  as- 


AUTO  MAKERS'  BAG  OF  TRICKS 


MODEL  YEAR  SHUFFLE  If  an  auto 

maker's  fleet  won't  meet  fuel 
economy  minimums  for  a  specific 
year,  a  gas-guzzler  can  have  its  model 
year  shortened;  i'uel-sippers  may  have 
model  years  extended. 

MAKE  MINE  ETHANOL  Auto  makers 
earn  big  credits  for  each  "alternative 


fuel"  vehicle  they  make,  even  if  they 
don't  reduce  gas  consumption. 

NO  CREDIT?  BORROW  ANYWAY!  If  a 

fleet  doesn't  hit  efficiency  targets, 
auto  makers  can  avoid  fines  by 
pledging  to  exceed  minimums  in 
future  years.  The  government  has 
never  vetoed  such  a  plan. 


sumed  that  they  will  run  on  ethal 
85%  of  the  time.  But  with  fewer  i 
200  ethanol  filling  stations  in  the  < 
try,  "damn  few"  of  the  300,000  flex 
cars  and  tracks  actually  run  on  eth; 
admits  Phillip  J.  Lampert,  project 
dinator  at  the  National  Ethanol  Ve 
Coalition. 

Auto  makers  use  lots  of  other  ta 
But  it's  getting  harder  to  meet  the 
targets,  which  are  20.7  mpg  for 
trucks  and  27.5  mpg  for  cars.  The 
tional  Highway  Traffic  Safety  Adrri 
tration  this  spring  found  that  Gen 
Motors  Corp.  and  DaimlerChry 
flunked  mileage  standards  in  the 
model  year,  (nhtsa's  report  cards 
always  two  years  behind.)  The  con 
nies  could  face  $55  million  in  fines  ur 
they  find  a  way  to  boost  mileag< 
next  year.  While  nhtsa  has  ye 
issue  a  report  on  Ford's  '97 
it,  too,  is  expected  to  fh 
And  '98  looks  no  better. 
NO  CREDIT.  Carmakers 
in  this  mess  beci 
they've  borrowed  th 
selves  into  a  hole 
gm.  When  average 
economy  for  '95  mo 
-y}  year  trucks  fell  shor 
the  requirement,  the  < 
pany  had  until  the  en  a 
the  '98  model  year  to 
up  credits  to  clear  its  c  >. 
gm  did  that  by  declaring  '.  xkto  us. 
ruary,  1998,  to  Be  the  en  W,  Es 
the  model  year  for  its  pop  rap  in 
full-size  trucks.  After  a  brief  s  hooile 
down,  it  began  cranking  out  sin  kdtln 
trucks  badged  as  '99  models.  "Ui  along  fo 
there's  something  obviously  fallac  eGerman 
about  a  plan,  we're  pretty  much  s L". S.  so 
quired  to  approve  it,"  says  nhtsa  .which  s; 
sociate  Administrator  Robert  She 
The  move  bought  gm  time  but  pi 
deeper  in  debt  for  the  '99  year,  gm  ' 
have  a  little  difficulty"  complying 
cafe,  says  GM  spokesman  Bill  Noa  itely  bael 
Why  don't  the  car  companies  1UM 
fork  over  the  fines?  Detroit  worries  lew  ^ 
headlines  about  huge  penalties  is  for  the  rf 
public  relations.  And  breaking  the  bijo, 
could  expose  companies  to  shareh(  On  Ju]-,- 
suits.  So  Detroit  execs  have  gon  PSech  cau 
great  lengths  to  avoid  fines  eve  dvej  0ff 
they  eke  out  incremental  gains  !«lMl..t 
mileage.  "We've  been  sub-optimiz  it(Tj.lir 
laments  Albert  J.  Slechter,  direct<  k},. 
regulatory  affairs  for  DaimlerChrj  %<  ■ 
Sub-optimizing?  What  he  really  mea  |T0rota 
that  Detroit,  after  years  of  gettin  sp(Tll!l ; 
with  incompletes,  is  about  to  get  an  i: 
for  fuel  economy. 

By  Lorraine  Woellert  in  Washin  l^ni][i 
with  Kathleen  Kerwin  in  Detroit     i^V 
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IOM  THE  NEW  BEETLE 
l-A  VW  PICKUP? 

►1  swagen  wants  to  push  the  envelope  to  speed  up  U.S.  profits 


most  days,  taking  a  test  drive  of 
le  New  Beetle  at  VW  Santa  Moni- 
i  is  a  waiting  game.  More  than  a 
rfter  bug  redux,  car  buyers  still 
up  five  deep  to  get  behind  the 
,  as  it  queuing  for  a  carnival  ride, 
an't  keep  up  with  the  flow,"  sighs 
■aler  Jeff  La  Plant,  who  has  near- 
ibled  his  sales  staff.  "The  New 
I  is  like  a  magnet  that  draws  peo- 

to  us." 

eed,    Beetlemania    has    revived 

wagen  in  America.  The  whimsical 

-mobile  just  keeps  picking  up 

—and  the  rest  of  the  VW  lineup  is 

along  for  the  ride.  Overall  sales 

German  auto  maker-  are  up  44.6% 

U.  S.  so  far  this  year.  Its  market 

which  sank  below  1%  in  1993,  is 

8.6%.  And  VW  is  on  track  to  sell 

300,000  cars  in  the  U.  S.  in  1999— 

that  Volkswagen  has  not  enjoyed 

lithe  Nixon  Administration.  "VW  is 

Jlitely  back  on  the  map,"  says  La 

"We're  totally  hip  again." 

ICAN   ANGST.   Groovy.    But   don't 

far  tlif  return  of  the  psychedelic 

icrobus  next.  Instead,  think  pickup 

On  July  2li,  VW  Chairman  Ferdi- 

i  Piech  caught  his  North  American 

lives  off  guard  by  making  public 

ipe  to  niter  a  full-size  pickup  with 

omfort.  Company  insiders  be- 

hal  he  has  been  squiring  his  I'atn- 

iund  Germany  in  a  new,  smooth- 

I  Toyota  Tundra,  a  vehicle  that 

■  pickups  in  the  direction  he  wants 
.e  \  W.  l'iech  says  the  pickup  can 
lit  on  the  same  chassis  as  the  L'UO:; 

sport-utility  vehicle  vw   is  devol- 

wilh  Porsche. 


90,000 


60,000 


30,000 
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But  Piech's  pickup  plan  is  causing 
transatlantic  tension.  North  American 
vw  execs  want  Germany  to  hold  off: 
They  fear  it  could  undermine  vw's 
quirky,  offbeat  image,  built  around  the 
Beetle,  the  Passat  sedan,  and  the  Jetta 
compact.  A  pickup,  they  argue,  would  be 
hard  to  pitch  credibly  in  vw's  humorous 
"Drivers  Wanted"  ad  campaign.  "We 
have  to  stay  coherent  in  our  image," 
says  Jens  Neumann, 
vw's  top  North  America 
executive.  "We  still  have 
to  do  a  lot  of  thinking 
and  discussing." 

Piech,  however,  is 
hungry  for  the  $10,000- 
per-vehicle  profit  that 
some  pickups  haul  in 
for  Detroit.  And  with 
price  wars  cutting  vw's 
margins  in  Europe,  he 
is  increasingly  looking 
to  his  booming  North 
America  operations, 
where  dealers  can  com- 
mand sticker  price  and 
above  for  their  popular 
models,  vw's  Audi  luxu- 
ry line  is  also  enjoying 
an  American  resur- 
gence, with  hot  models 
like  the  tt  coupe  dri- 
ving sales  up  38.49?  this 
year.  "As  we  move  upstream,  profit 
margins  an-  becoming  better,"  says 
Neumann. 

Still,  the  How  of  dollars  from  America 
has  been  small  so  far.  Of  vw's  $3.4  bil- 
lion in  pretax  profits  last  year,  North 
America  contributed  only  $85  million, 
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or  2.5%.  Analysts  project  that  North 
America  could  account  for  5$  to  10%  of 
vw's  global  profits  this  year.  "It's  nice  to 
have,"  says  analyst  Greg  Melich  of  Mor- 
gan Stanley  Dean  Witter.  "But  it's  not  a 
whole  lot." 

BEATBENZ.  Piech  wants  North  America 
to  be  a  whole  lot  more.  He  has  set  a 
target  of  500,000  sales  for  VW  and  Audi 
bv  2003— double  1998's  sales  and  near 
vw's  record  of  569,000  in  1971.  U.  S.  ex- 
ecs are  confident.  "We'll  do  that  before 
2003,"  predicts  Frank  Maguire,  vice- 
president  of  sales  for  vw  of  America. 

Still,  the  greatest  challenge  for  vw 
is  Piech's  desire  to  pit  the  brand  direct- 
ly against  Mercedes-Benz.  In  Europe, 
wThere  taxicabs  are  Mercedes  and  VW 
is  upscale,  that  may  be  reasonable,  ana- 
lysts say.  In  the  U.  S.,  however,  Mer- 
cedes floats  at  the  top 
of  the  automotive  food 
chain,  with  vw  several 
leagues  below.  Even  so, 
vw's  sport-ute  is  ex- 
pected to  be  priced 
close  to  Mercedes'  M- 
class  in  the  $35,000  to 
$40,000  range.  And  in 
2001,  VW  is  coming  up 
with  a  $40,000  luxury 
car.  "Going  after  Mer- 
cedes could  come  at  the 
expense  of  Audi,"  warns 
auto  analyst  Lincoln 
Merrihew  of  Standard 
&  Poor's  DRI. 

For  now,  vw  dealer 
La  Plant,  who  has  >een 
sales  double  in  the  last 
three  years,  mainly  wor- 
ries about  getting 
enough  inventory.  "More 
products  means  more 
dough,"  he  gushes.  The  Beetle.  Passat, 
and  Jetta  put  vw  back  on  the  road  to 
prosperity  in  the  U.S.  Now  the  question 
is:  Can  a  pickup  haul  in  even  more 
buyers? 

By  Keith  Naughton  in  Detroit,  with 

Karen  Lowry  Miller  in  Frankfurt 


VW  SALES  ARE 
SOARING  IN  THE  U.S. ... 
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TELEVISION 


HERE'S  THE  NEXT 
NEXT  BIG  THING' 

TiVo's  gadget  makes  your  TV 
interactive-in  a  primitive  way 

On  July  27,  a  tiny  startup  called 
TiVo  Inc.  announced  that  it  had 
lined  up  support  from  cbs,  Walt 
Disney,  cable  operator  Comcast,  cable 
programmer  Liberty  Media,  and  oth- 
ers. Their  commitment — $32  million — 
wasn't  a  grabber.  But  coming  on  the 
heels  of  deals  worth  $40  million  with 
such  giants  as  satellite-TV  leader  Di- 
recTV, Philips  Electronics,  and  NBC,  the 
effect  was  to  give  TiVo  a  big  push  to- 
ward becoming  a  leader  in  the  race  to 
convert  television  from  a  one-way  affair 
into  an  Internet-age  interactive  medi- 
um. What's  more,  TiVo  President  and 
ceo  Michael  Ramsay  plans  to  raise  $80 
million  with  an  initial  public  offering  in 
September. 

For  now,  TiVo,  and  its  major  rival, 
Replay  Networks  Inc.,  offer  what 
amounts  to  smart  vcrs.  Every  night, 
TiVo  boxes  connected  to  TV  sets  down- 
load a  programming  guide  via  telephone 
lines  and  seek  out  the  shows  they  know 
their  owners  like  to  watch.  And  with  fa- 
vorite shows  automatically  recorded  dig- 
itally, couch  potatoes  can  now  tune-in  to 
must-see  tv  whenever  they  feel  like  it. 
TO  ZAP  OR  NOT?  But  why  are  the  three 
biggest  TV  networks  buying  into  the 
"personal-TV"  vision — which  would  seem 
to  threaten  their  empires  built  on  ads? 
After  all,  TiVo  viewers  can  easily  fast- 
forward  through  those  costly  60-second 
spots  that  national  advertisers  buy.  nbc 
Cable  President  Tom  Rogers,  a  TiVo  di- 
rector, says  the  Peacock  Network  agreed 
to  back  TiVo  because  its  machine  lacks 
the  "zapping"  button  that  the  Replay 
box  uses  to  eliminate  ads  altogether. 
More  important,  nbc  is  interested  in  the 
possibilities  of  freeing  popular  program- 
ming such  as  Friends  from  its  once-a- 
week  time  slot— and  eventually  using 
the  interactive  technology  to  customize 
advertising  for  the  new  audience.  "I  don't 
think  of  this  as  a  potential  enemy," 
Rogers  says.  "This  is  a  friend." 

How  big  is  the  opportunity?  Sean 
Badding,  television  anal^  st  with  the 
Carmel  Group,  calls  personal-TV  devices 
"the  next  big  thing"  and  predicts  that 
220,000  will  be  sold  this  year.  That  in- 
cludes EchoStar's  DlSHPlayer,  which  com- 
bines satellite  TV  and  a  rudimentary 


BIG  FRIENDS 


computer  hard  drive.  By  the  end 
next  year,  Carmel  Group,  which  ana- 
lyzes the  industry,  expects  nearly 
900,000  couch  potatoes  will  be  enjoying 
personal-TV  services,  ramping  up  to  over 
10  million  households  by  2005,  when 
prices  are  expected  have  fallen  from 
about  $500  now  to  the  $150  range. 

Replay,  meanwhile,  is  hardly  throwing 
in  the  towel.  It  has  its  own  roster  of 
supporters,  including  Japan's  Matsushi- 
ta. Replay  ceo  An- 
thony Wood  expects  

to  announce  after 
Aug.  2  a  $65  million 
investment  syndi- 
cate and  "major 
strategic  alliances" 
that  include  "some 
of  the  largest  media 
companies  in  the 
world,"  including  a 
few  that  previously 
have  put  money  into  TiVo.  Joachim 
Kiener,  chairman  and  ceo  of  TV  Guide 
Inc.,  says  that  his  company's  "minimal" 
investment  in  TiVo  is  nonexclusive  and 
that  his  company  has  also  talked  with 
Replay. 

The  key  to  the  future  for  both  com- 
panies is  moving  beyond  the  digital  VCR 
to  interactivity.  On  TiVo,  viewers  can 
actually  teach  the  box  their  preferences 
by  pressing  "thumbs-up"  and  "thumbs- 
down"  buttons  while  watching.  That 
helps  the  system  customize  program- 


ming— and  also  gives  advertisers 
data  for  customized  advertising. 

Replay,  on  the  other  hand,  is  be 
on  "couch  commerce,"  interactive 
answer  to  E-commerce.  Starting 
year,  viewers  intrigued  by,  a  comme] 
will  be  able  to  punch  a  button  on 
remote  to  make  a  purchase  or  req 
more  information  by  mail. 
COSTLY  BOXES.  Are  consumers  r( 
for  another  gadget  to  put  on  top  oi 
TV?  Maybe  not. 


TiVo  can  analyze 

viewers'  tastes  and 

then  use  the  data  to 

customize  advertising 


now,  prices 
steep;  low-end 
els  run  upwar 
$500,  plus 
charges  a 
monthly  service 
Replay  charges 
such  fees,  but 
low-end  model  c 
nearly  $700. 
core  techno 
from  both  companies,  however,  cai 
built  into  other  devices,  including  di, 
set-top  cable  boxes  or  dvd  playe 
even  into  the  cable  system.  Already 
recTV  plans  to  begin  marketing  a  1 
enabled  satellite  box  this  fall.  "A 
these  companies  are  going  to  ultinu 
have  to  figure  out  what  their  hard\ 
strategies  are  going  to  be,"  says  Ki< 
Then,  perhaps,  interactive  TV  will  n 
from  being  a  concept  to  being  a  mai 
By  Janet  Rae-Dupree  in  Sunnm 
Calif.,  and  Ridiard  Siklos  in  New 
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Water  displaced  creates  forward  thrust. 

Movement.  The  beginning  of  voyage. 

And  what  happens  when  you  displace  limitation? 

When  no.  won't  happen 
and  can't  do  that  are  left 
bobbing  in  your  wake?  Where  would  you  journey? 
Toward  the  edge  of  imagination? 


Our  PC  workstations  are  waiting  to  speed  you  there. 


www.hp.com/pc 
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Engineered  on  a  human  level. 


HP  K.u/.ik  PC  Workstation!  Intel*  Pentium*  II  processor  400  MH*  up  to  Intel  Pentium  III  Xeon'"  processor  550  MHz/Uni-  or  dual-processor  capable  /Starting  at  $1,505 
Pncr  in  <'\tim.itrcl  slft-t-t  priCt. Actual  mi,  Mouilur  not  iru  liul.-i!  Intel,  llu>  Inl.l  Insul,-  logo  and  fVntium  .if.-  rvcjistafvd  lr.idfm.irks  and  Pentium  III  Xron  is  a  tr.KtarwV  oHntei  Corporation. 

«1999  Htvtrtt-Packard  Company,  AU  rights  mtmil 


com 


k 


h 


1 


f 


Michelle  I 
President 
International  Speakers  Bureau 


Get  all  these 
services: 


Long  distance,  Toll-free, 
local  toll,  calling  cards 


International  voice 
and  data  services 


EarthLink  Sprint 
Internet  Access 


Paging 

PLUS  monthly 
volume  discounts! 


Build  your  business 
communications  plan 
your  way! 

Today's  small  business  owner  needs  a  variety  of 
communications  options  to  stay  on  top  of  business. 
That's  why  Michelle  Lemmons,  President  of  International 
Speakers  Bureau,  chose  Sprint  Business  Flex. 

It  allows  her  to  customize  a  communications  plan 
her  way,  with  services  including  international  long 
distance  to  reach  beyond  borders. .  .toll-free  service  to 
invite  customer  calls... Internet  access  to  open  new 
doors... paging  for  instant  access.  If  her  needs  ever 
change,  Michelle  can  add  other  Sprint  services 
without  changing  her  plan.  With  Sprint  Business  Flex, 
you  don't  have  to  be  locked  in. 

Why  not  let  Sprint  help  your  business,  too.  You  can  get 
low  flat  rates  and  a  volume  discount  every  month  — 
to  help  you  stay  on  top  of  the  competition  and  your 
customers'  needs.  Isn't  that  the  point  of  contact? 


s  your  way 


i  Ar<  I 


with  Sprint  BusinessFlex. 


's  about  staying 
n  top  of  it  all.  . 


|at  other 

i 
(rep 
bat  p 

kisj 

p 

B  on  an . 


Sign  up  for  Sprint  BusinessFlex  no\ 
and  get  three  special  offers: 

•  Up  to  $600  of  FREE  Toll-free  service  to  give 
customers  convenient  access 

•  Up  to  six  months  of  FREE  EarthLink  Sprint 
Internet  Access  to  open  new  doors 

•  Up  to  $100  off  every  Sprint  PCS  Phone™  when 
you  choose  a  wireless  term  agreement 


n 


This  is  a  limited-time  offer,  expiring  September  3  Period 


1999.  So  call  Sprint  today  and  get  all  the  advantag 
you  can  to  help  your  business  stay  on  top! 


Offer  expires  September  30,1999— call  today 

1-888-SPRINT-BI2 
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www.sprmt.com/b12flex 


Ext.1 


Sprint 


The  point  of  contact" 


Restrictions  apply.  Volume  discount  based  on  monthly  Sprint  spending  Paging  is  contributory  but  not  eligible  for  volume  discount  toll-Free  offer  capped  at  $50  per  month  up  to  three  months  for  Sprint  Business  Flex  50  Capped  at 
per  month  up  to  three  months  for  Sprint  Business  Flex  600.  Both  paid  out  in  months  3. 6  and  9  Internet  Access  capped  at  $29.85  per  month  For  Sprint  Business  Flex  50  paid  out  in  months  3. 6  and  9  For  Sprint  Business  Flex  500  paic 
in  months  3, 6, 9, 1  ?,  1 5  and  1 8  Sprint  PCS  Equipment  Discount  Offer  is  valid  July  1, 1999— Si  'member  30, 1 999.  and  may  not  be  combined  with  Sprint  PCS  Consumer  Plans  Shared  Minutes  option  and  certain  other  promotional  offers, 
may  not  be  available  in  all  Sprint  PCS  markets.  $50  Equipment  Discount  in  mires  one-year  \  nntract  $100  Equipment  Discount  requires  two-year  contract  Early  termination  fees  apply  Service  Plans  are  subject  to  business  credit  apprc 
Sprint  PCS  is  not  eligible  for  volume  discount.  A  complete  statement  of  the  inns  and  restrictions  is  available  in  the  Sprint  PCS  Clear  and  Simple  Facts  Guide  for  Business  Sprint  Spectrum  L  P.  Sprint,  the  Sprint  logo  and  the  Sprint 
loqo  are  trademarks  of  Sprint  Communications  Company  I P  Earthlink .«-        I  arthLmk  logo  are  trademarks  of  EarthLink  Network,  Inc  Copyright  ©1999  All  rights  reserved 
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MMACEUTICALS 


OSING  IN  ON 
I  HIV  VACCINE? 

panies  will  test  methods  that  could  nip  infection  in  the  bud 


987,  a  team  of  researchers  at 
•ck  &  Co.  joined  the  hunt  for  a 
one  to  stop  the  spread  of  aids. 
Bars,  most  of  Merck's  efforts,  like 
:it  other  phaiTnaceutical  labs,  led  to 
•ointment.  But  Dr.  Emilio  Emini, 
•e-president  in  charge  of  Merck's  ef- 
ever  gave  up  hope, 
v,  that  perseverance  may  be  paying 
erck  is  preparing  to  enter  human 
bv  vearend  with  an  aids  vaccine 


injection   of  Hiv   dna. 
it  is  unlikely  to  prove 


Those  genes  then  trigger  the  production 
of  certain  proteins  found  in  Hi  v.  The  hope 
is  that  once  the  body's  disease-fighting  T- 
cells  see  those  proteins,  they  can  ready 
then-  weapons.  After  that,  if  the  virus 
actually  invades,  T-cells  can  quickly  wipe 
out  any  infected  cells.  This  is  a  switch 
from  earlier  approaches,  which  relied  on 
stimulating  antibodies  to  attack  hiv  be- 
fore it  invaded  cells.  And  the  antibody 
approach  has  not  been  ruled  out  yet,  ei- 
ther: VaxGen  Inc.  is  in  final  human  test- 
ing of  such  a  vaccine. 
COMBO  ZAP.  Researchers 
are  looking  at  delivering 
the  gene-based  vaccines 
in  two  ways — by  directly 
injecting  "naked"  hiv 
dna  or  by  inserting  the 
genes  into  a  harmless 
virus  that  carries  them 
into  the  body's  cells.  For 
instance,  with  the  vac- 
cine being  tested  by  Pas- 
teur Merieux  Connaught, 
a  unit  of  Rhone-Poulenc 
Group,  hiv  genes  are  de- 
livered using  a  special- 
ly-modified canary-pox 
virus.  Meanwhile,  Merck 
scientists     have     data 


INSIDE  HIV 

a  final  solution,  experts  uenes  lor  vaccines  can   showing  major  strides  in 
e  that  the  Merck  vaccine   be  delivered  3S  "naked"    stimulating  an  immune 


ffcr  a  key  biotech  build- 

ock  in  the  effort  to  come 

th  one.  "This  is  an  ex- 
period,"   says   Emini. 

have  the  tools,  and  you 

me  questions  to  ask." 

KING  AHEAD.  Certainly,  there  are 

i  of  hurdles  between  Merck's  lab 

and  a  commercial  vaccine.  For  one 
what  appeal's  promising  in  animal 

often  does  not  hold  up  in  humans. 

•'.mini  also  warns  that  Merck's  cur- 

aiuliilatc  will  must  likely  need  to  be 

(I  as  testing  progresses. 

t  the  Merck  project — and  others 

mder  way  at  companies  such  as  Al- 

i\   Human  Vaccines  Inc.,  which 
to  enter  human  testing  with  its 

ie  at  the  end  of  2000 — are  changing 

Utlook   for  development    of  a  vac- 

The  current  experimental  models 
l>  on  a  similar  approach:  deliver- 

•nam   HIV  genes  to  human  cells. 


DNA  or  by  having  a 
harmless  virus  carry 
them  into  cells 


response  in  monkeys  us- 
ing "naked"  dna  vac- 
cines. That  could  be  crit- 
ical, since  most  experts 
expect  that  a  combina- 
tion of  approaches  will  w7ork  best. 

It  could  take  years  of  trial  and  error 
before  it  is  clear  what  w*orks.  And  these 
efforts  could  ultimately  be  trumped  by 
the  virus'  ability  to  adapt.  But  even  if  a 
vaccine  doesn't  protect  completely  against 
hiv  infection,  it  may  be  able  to  suppress 
the  virus  enough  to  hamper  its  spread.  If 
that  occurs,  says  Dr.  Gary  J.  Nabel,  di- 
rector of  the  new  Vaccine  Research  Cen- 
ter  at  the  National  Institutes  of  Health: 
"In  pails  of  Africa  and  Asia ...  we  will  be 
able  to  reduce  the  exponential  spread  of 
the 'Virus."  That  alone  would  be  a  major 
victory  in  this  costly  and  tragic  war. 

By  Amy  Barrett  in  Philadelphia  and 
./nh >i  Caret/  in  Washington,  with  Heidi 
Dawley  in  London 


Sign  up  for 

Sprint 

BusinessFlex™ 

now  and  get 

all  this: 


Up  to  S600  of  FREE 
Toll-free  service 

To  give  customers  and  prospects  a  more 
convenient  way  to  reach  your  business. 


Up  to  six  months  of  FREE 
EarthLink  Sprint  Internet  Access 

To  put  all  tjie  resources  of  the  Internet 
at  your  fingertips. 


Up  to  S100  off  every 

Sprint  PCS  Phone™  when  you 

choose  a  wireless  term  agreement 

To  keep  you  connected  to  clients, 
vendors  and  the  office. 


Offer  expires  September  30.1999— call  today! 

1-888-SPRINT-BIZ 


www sprmt  com/txzflex 


Ext.  11 
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It  may  not  have  a  white  picket  fence  or  flowers  on  the  window  sill,  but  you  and  your  stuff  will  still  fee 
much  at  home  in  the  all-new  V-6,  7-passcnger  Honda  Odyssey.  Its  as  big  as  all  those  other  really  big  mini  e 


i  the 


3th  the  kind  of  thinking  only  found  in  a  Honda.  (Of  course,  the  decorative  touches  are  up  to  you.) 
g  a  1 1- new   Odyssey.  It's  one  big  happy  minivan: 


iHONDA 


T, 
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eMACHINES:  IN 
COMPAQ'S  SIGHTS 

IF   YOU   CAN'T  BEAT  'EM,   SUE 

'em.  Upstart  eMachines  has 
been  a  thorn  in  the  side  of 
the  computer  Establishment 
since  its  November  debut. 
Selling  PCs  for  as  low  as  $399 
(and  supplying  Internet  ser- 
vice providers  that  give  them 
away),  eMachines  has  moved 
nearly  1  million  units.  That 
made  it  No.  3  in  home  PC 
sales  in  June,  says  research 
firm  PC  Data.  Now,  No.  1 
Compaq  is  fighting  back  on 
two  fronts.  On  July  21,  Com- 
paq cut  the  price  of  its  Pre- 
sario  5304  by  $100,  to  $499. 
Then  on  July  26,  it  sued  eMa- 
chines for  allegedly  violating 
13  Compaq  patents.  A  Com- 
paq win  could  force  eMa- 
chines to  pay  hefty  licensing 


CLOSING   BELL 


RED-FACED 

The  sweet  smell  of  success 
eludes  Revlon.  Its  stock 
jumped  earlier  this  year  when 
news  broke  that  German  per- 
fumer Coty  might  buy  the 
debt-laden  cosmetics  maker. 
But  on  July  26,  reports  came 
that  Coty — leery  that  Revlon 
lacked  global  brands — was 
backing  off.  Revlon's  stock 
tumbled  nearly  25%,  to  2VA, 
and  settled  at  20X  two  days 
later.  Revlon  quickly  said  it 
has  other  suitors.  Among 
them,  say  sources,  are  John- 
son &  Johnson  and  Estee 
Lauder,  neither  of  which 
would  comment. 
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fees  that  would  be  hard  to 
support  on  its  8%  to  9% 
gross  margin.  The  suit  also 
could  push  back  an  initial 
public  offering  that  had  been 
expected  by  early  August. 
Meanwhile,  on  July  28,  Com- 
paq announced  a  $134  million 
loss  and  a  12%  layoff. 

A  CABLE  GUY  TAKES 
A  BREATHER . . . 

ANOTHER  MONTH,  ANOTHER 

billion-dollar  cable  deal.  Cox 
Communications  said  on  July 
27  that  it  will  pay  Gannett 
$2.7  billion  in  cash  for  cable 
properties  serving  more  than 
520,000  customers  in 
Oklahoma,  Kansas,  and  North 
Carolina.  The  deal — the 
fourth  in  as  many  months  for 
Atlanta-based  Cox — will 
bring  its  cable  customer  base 
to  6  million,  making  it  No.  5 
in  the  country.  But  don't  hold 
your  breath  for  another 
blockbuster  acquisition.  Cox 
chief  Jim  Robbins  says  6 
million  customers  is  enough 
for  now.  The  company  will 
focus  on  consolidating  its 
gains. 


...  BUT  ANOTHER 
KEEPS  SHOPPING 

WHILE  COX  SAYS  IT  MAY  TAKE 

a  breather,  mega-investor 
Paul  Allen  may  be 
accelerating  his  cable  dealing. 
On  July  28,  his  Charter 
Communications  cable-TV 
company  filed  to  raise  $3.45 
billion  in  an  initial  public 
offering.  That  gives  Allen  a 
powerful  vehicle  for 
continuing  his  run  of  cable 
acquisitions.  Since  his 
purchase  of  Charter  for  $4.5 
billion  closed  in  January, 
Allen  has  bought  12  cable 
companies  for  more  than  $10 
billion — making  Charter  the 
fourth-largest  cable  TV 
operator  in  the  country.  Don't 
worry  about  Allen  running 
out  of  money:  The  Microsoft 
co-founder  still  has  $24  billion 
in  the  software  giant's  stock. 


Gary  Wendt,  the  highflier 
behind  ge  Capital  who 
abruptly  resigned  in  De- 
cember, has  resurfaced. 
He  and  several 
partners  plan  a 
private-equity 
investment 
fund  that  could 
raise  as  much 
as  $3  billion. 
The  group, 
which  will  include 
Paul  Street,  a  for- 
mer senior  vice-president 
at  GE  Capital,  is  expected 
to  split  its  stake  between 
Europe  and  Japan.  Wendt, 
57,  could  not  be  reached 
for  comment,  but  in  a 
written  statement  he  said 
the  fund  "will  not  focus  on 
highly  leveraged  invest- 
ments and  will  stress  op- 
erating management — not 


simply  financial  acumen] 
Wendt  is  known  for  hi| 
own  financial  acumen,  ha 
ing  built  ge's  financial 
arm  to  $4  billion 
from  $300  mill;* 
during  his  12 
{  year  stint  as 
I  head.  But  he: 
i  gained  notori| 
F  from  his  high 
publicized  di- 
vorce, in  which 
wife,  Lorna,  fough; 
for  half  of  his  stock  optio 
and  assets  as  compensati  » 
for  years  spent  helping  h 
climb  the  corporate  ladd< 
Wendt  quit  ge  Capital  in 
December,  after  it  becarr 
clear  that  ceo  Jack  Welci 
would  not  consider  him  8 
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successor. 

By     Diane     Brady 
Greenwich,  Conn. 
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BEVERLY:  BRACING 
FOR  A  BIG  FINE? 

THE         NATION'S         LARGEST 

nursing-home  chain,  Beverly 
Enterprises,  reached  a 
settlement  on  July  27  to  end 
a  Justice  Dept.  probe  of 
alleged  Medicare  fraud.  The 
Fort  Smith  (Ark.)  company, 
which  operates  563  nursing 
homes,  was  being  inves- 
tigated for  allegedly  inflating 
bills  covering  nursing  ser- 
vices. Beverly  also  said  it 
would  take  a  second-quarter 
pretax  charge  of  $175  million 
to  $225  million,  equal  to  its 
total  earnings  for  the  last 
eight  years.  Had  it  been 
found  guilty,  Beverly  could 
have  been  banned  from 
Medicare  for  five  years. 


A  FLU  DRUG  GETS  THE 
FDA'S  O.K.-BARELY 

NEXT  YEAR,  MAYBE  A  LITTLE 

less  flu?  The  Food  &  Drug 
Administration  on  July  27 


approved  the  first  of  a 
class  of  drugs  that  curb 
flu  virus  by  attackinj 
enzyme  it  needs  to  sp 
But  Glaxo  Wellcc 
Relenza  is  no  mi 
medicine.  Clinical  trials 
that  the  drug  might  n 
the  typical  seven-day  p 
of  illness  by  a  day  or  so 
fda's  advisory  comm 
recommended  ag 

approval  because  it  di 
provide  enough  benefits 
similar  drugs  in  the  pip 
may  be  more  effective. 

ET  CETERA . . . 
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■  Paul  Maritz  will  step  < 
as  vice-president  of  M 
soft's  development  grou 

■  The  Conference  Boar 
ported    its   June    consi  |] 
confidence  index  droppe  | 

■  Intel  will  roll  out  the 
MHz  Pentium  III  chip,  ijt( 
with  a  500-MHz  Celeron^ 

■  IBM    unveiled   its 
server,   renewing  its 
storage  push. 
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shington  Outlook 


I*  D  BY  PAULA  DWYER 


il  INTON'S  GAME:  SUE  BIG  TOBACCO 
\ND  BURN  THE  GOP 


Jring  good  on  a  vow  in  President  Clinton's  State  of  the 
Inion  address,  the  Justice  Dept.  is  readying  a  lawsuit 
hat  seeks  to  recoup  billions  of  federal  tax  dollars  spent 
ting  Bmoking-related  illnesses.  And  as  Hill  Republicans, 

by  a  broad-based  business  coalition,  tiy  to  head  off  the 
resident  Clinton  is  planning  to  raise  the  political  stakes 
king  a  very  public  fight  with  GOP  lawmakers  and  their 
ss  allies. 

;i-  less  than  a  year  ago  that  Justice  decided  it  lacked 
r  basis  for  a  suit.  Although  some  agency  officials  re- 

ary,  that  position  shifted  in  No- 
r  after  tobacco  companies  agreed 

$246  billion  to  settle  state  Medic- 
ine. With  White  House  aides  push- 
istice  to  press  on,  a  team  of  15  at- 
/s  is  struggling  to  put  together  a 
eeking  to  recover  funds  spent  to 
the  elderly,  disabled,  active  mili- 
iiersonnel,  and  veterans  for  diseases 
1  by  smoking. 

NG  SQUEEZE.  A  credible  suit  is  not 
tintonites'  only  problem,  cop  Sena- 
udd  Gregg  of  New  Hampshire  and  SENIOR  SMOKE: 
McConnell  of  Kentucky  initially  at- 
ed  to  ban  Justice  from  using  any  of  its  money  for  the 
That  effort  was  scuttled,  but  Senate  Republicans  did  re- 
ist  ice's  request  for  an  extra  $20  million  to  finance  the  lit- 
n.  A  House  spending  bill  is  expected  to  do  the  same. 
ie  insiders  say  it  will  be  hard  to  squeeze  enough  money 
an  already  tight  budget  to  pay  for  what  could  be  pro- 
(1  litigation.  So'  Clinton  plans  to  fight  for  new  funds 
the  Senate  and  House  spending  bills  go  to  conference. 
battle  the  suit,  the  tobacco  industry  has  signed  up  a 

coalition  of  business  groups.  Their  rallying  cry:  If 
fbgton  can  attack  tobacco  with  the  threat  of  huge  lia- 

judgments,  it  can  attack  any  industry.  The  U.S. 
iber  of  Commerce,  chemical  makers,  and  even  conve- 


CAPITAL  WRAPUP 


IE:  CUT  MIDDLE-CLASS  TAXES     REVENGE  OF  THE  LAWYERS 


nience-store  owners  who  sell  tobacco  products  are  button- 
holing lawmakers.  Besides  opposing  the  tobacco  suit,  the 
group  is  pushing  a  separate  McConnell  measure  that  would 
limit  the  government's  right  to  seek  damages  on  behalf  of 
the  injured.  "The  notion  that  this  is  about  tobacco  is  just 
false,"  says  James  A.  Anderson  Jr.,  vice-president  of  the 
National  Association  of  Wholesaler-Distributors.  "Everyone 
is  at  risk." 

Business'  concerns  can't  easily  be  dismissed.  Senators 
Jack  Reed  (D-R.  I.)  and  Robert  G.  Torricelli  (D-N.J.)  are 
working  on  a  bill  to  make  it  easier  for 
the  feds  to  sue  lead-paint  makers.  They 
aim  to  recover  the  government's  lead- 
related  medical  and  education  expenses, 
plus  the  cost  of  lead  removal. 
UNDETERRED.  If  Justice  sidesteps  the  land 
mines  in  Congress,  other  problems  loom. 
Legal  experts  think  any  assault  on  to- 
bacco will  cite  the  1962  Medical  Care  Re- 
covery Act.  That  law7,  originally  meant  to 
help  military  personnel,  lets  Washington 
recover  medical  expenses  if  injuries  are 
caused  by  a  third  party. 

But  the  law's  premise  has  never  been 
extended  to  a  Medicare  case.  Nor  have  the  feds  used  it  to 
seek  damages  from  an  entire  industry  or  to  combine  thou- 
sands of  claims.  "Even  though  we  expect  to  win,  the  kind  of 
clout  and  resources  that  the  government  can  bring  to  bear  is 
something  we  have  to  take  seriously,"  says  Kenneth  J.  Par- 
sigian,  a  Boston  litigator  who  represents  Philip  Moms  Cos. 
So  far,  the  lawsuit's  lobbying  and  legal  roadblocks  haven't 
deterred  the  White  House.  It  is  already  making  hay  by 
picking  preelection  fights  with  the  gop  over  gun  control, 
hmos,  and  tax  cuts.  Considering  the  political  benefits  of  op- 
posing Big  Tobacco,  don't  expect  Clinton  to  back  off — even 


legal  test  ahead 


if  the  feds  never  recover  a  dime. 


By  Susan  B.  Garland 


tee  President  Al  Gore  is  about  to 
b  on  the  tax  cu1  bandwagon.  On 

:'.()  in  Minneapolis,  Core  is  expeel 
o  endorse  tax  breaks  for  health 
•  and  education.  (lore's  cuts  target 
4  middle  class.  He'll  contrast  his  Dro- 
ll with  the  $792  billion  GOP  plan  that 
efits  mostly  wealthy  taxpayers.  Gore 
basted  the  GOP  plan  at  a  July  27 
itol  Hill  rally  as  a  "huge,  gigantic, 
y  lax  scheme."  The  speech  will  be 
of  a  series  on  hew  the  Veep  would 
less  the  "innovation  economy." 


►  It's  payback  time  for  the  Association 
of  Trial  Lawyers  of  America,  one  of  the 
Democratic  Party's  top  donors.  The 

vii.a  is  furious  with  Clinton  and  Gore 
over  the  last-minute  decision  to  sign  a 
GOP  bill  curbing  lawsuits  that  stem 
from  Year  2000  computer  glitches.  Now, 
it  plans  to  steer  more  of  its  largesse  to 
House  Democrats  and  less  to  the 
Democratic  National  Committee,  which 
has  closer  ties  to  the  While  House.  In 
the  "98  elections.  I  he  trial  lawyers  gave 
Driiis  $1  million. 


YOU'VE  GOT  CONGRESSIONAL  MAIL 

►  Lawmakers  soon  may  be  bombarding 
their  constituents  with  E-mail.  In  late 
July,  the  House  Administration  Com- 
mittee approved  the  use  of  the  franking 
privilege,  which  lets  lawmakers  send 
free  mail,  to  pay  for  online  commercials. 
The  first  member  of  Congress  to  take 
the  plunge  mav  be  Representative 
William  M.  Thomas  (R-Calif.>.  who  is 
talking  to  such  companies  as  eCommer- 
cial.com  Inc.  in  Aliso  VTejO,  Calif.,  about 
producing  online  mailings.  Now,  where's 
that  delete  button? 
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BRITAIN 


THE  YANK  WHO'S  KING 
OF  BRITISH  CABLE 

Barclay  Knapp  may  be  looking  for  prey  on  the  Continent 


He  may  not  be  as  well  known  as  oth- 
er communications  impresarios  such 
as  John  C.  Malone  or  Craig  0.  Mc- 
Caw.  But  Barclay  Knapp,  a  soft-spoken 
American  telecom  entrepreneur,  is  well 
on  his  way  to  becoming  Britain's  king  of 
cable.  Knapp,  the  president  and  ceo  of 
Nasdaq-listed  ntl  Inc.,  agreed  to  ac- 
quire the  residential  cable  operations  of 
Cable  &  Wireless  Communications 
(cwc),  a  subsidiary  of  Cable  &  Wire- 
less PLC,  for  $13.1  billion  on 
July  26. 

It  was  a  financial  coup. 
Knapp  snatched  cwc  from 
under  the  nose  of  Telewest 
Communications,  which  had 
been  talking  with  cwc  since 
April.  He  also  enlisted  the 
help  of  France  Telecom, 
which  is  putting  up  $5.5  bil- 
lion in  exchange  for  25%  of 
ntl.  The  cwc  purchase  will 
make  ntl  the  top  cable  op- 
erator in  Britain,  with  2.8 
million  customers  and  al- 
most two-thirds  of  the  ur- 
ban market. 

Capturing  Britain  is  just 
step  one  in  Knapp's  Euro- 
pean playbook.  He  plans  to 
take  his  successful  formula 
of  cheap  bundled  tv  and 
telephone  services  across 
the  English  Channel,  possi- 
bly in  partnership  with 
France  Telecom  or  even 
Microsoft  Corp.  Analysts 
speculate  that  ntl  could 
link  up  with  United  Pan- 
Europe  Communications,  a 
major  continental  cable 
player  in  which  Microsoft 
has  a  7.8%  stake. 

NTL  and  Microsoft  al- 
ready have  ties.  Microsoft 
holds  a  5%  stake  in  ntl,  as 
well  as  30%  of  ntl's  main 
rival,  Telewest.  Now,  ana- 
lysts say,  ntl  may  eventu- 
ally swallow  Telewest  as 
well,  giving  ntl  about  85% 


of  the  British  market.  Knapp  wants 
that.  So  does  Microsoft,  say  analysts. 
Microsoft  executives  were  not  available 
for  comment. 

AN  OPENING.  The  inability  of  Telewest 
to  pull  the  trigger  on  the  cwc  deal  gave 
Knapp,  whose  ntl  once  seemed  the 
weaker  company,  an  opening.  Besides 
Microsoft,  Telewest's  other  main  share- 
holder is  John  Malone's  Liberty  Media 
Group.  "Knapp  moved  quickly  and  in  a 


way  that  gave  us  a  better  deal," 
Graham  Wallace,  ceo  of  Cable  & 
less.  Indeed,  Knapp's  ability  to  pe: 
France  Telecom  to  invest  in  ntl  h 
clinch  the  sale.  Knapp's  advisers  Mi 
Stanley  Dean  Witter  may  arrange 
other  $3  billion  in  financing. 

Why  has  Knapp  emerged  ai 
strong  man  in  Britain  when  powl 
players  such  as  Liberty  and  Bel: 
lantic  Corp.  have  been  less  effec 
Knapp's  admirers  say  his  genius 
been  in  figuring  out  that  the  Britis 
ble  game  was  just  as  much  about  p  i« 
services  as  it  was  about  entertainr  ^CN 
His  low-cost  cable  and  telephone  ]  wi 
ages  have  helped  ntl  achieve  a.hi  I »'  1* 
market  penetration  than  its  rivals  ito? 
also  helped  his  cause  by  buying  a  b  s 
cast  transmission  business,  \a 
brought  him  the  ntl  name  in  199 
$376  million.  That  gave  Knapp  a 
itable  business  to  offset  capital-con 
ing  cable. 

Looking  surprisingly  relaxed,  Ki 
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BARCLAY  KNAF 
AMERICAN 
INVADER 
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TITLE  President  an 
CEO  of  NTL,  soon 
be  Britain's  No.  1 
ble  operator. 

BORN  1957  in 
Goosebay,  Labrador. 

EDUCATION  BA  il 

mathematics  from 
Johns  Hopkins; 
Harvard  MBA. 

FIRST  JOB  Worked 
on  cruise  missile 
guidance  systems  f( 
Planning  Research 
Virginia. 

FIRST  HIT  Co- 
founder  of  Cellular 
Communications.  S 
to  Airtouch  for  $2.E  > 
billion  in  1996. 
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JUbi 
( Knap 
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OTHER  COMPANIE 

President  and  CEO 
Cellular  Communic? 
tions  of  Puerto  Rice 
and  CoreComm,  Na 
daq-listed  U.S.  bus 
ness  telecom  and 
Internet  service 
provider. 

DATA:  NTL.  BUSINESS  WEEK 
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etched  out  liis  vision  of  the  Com 

alimi     future  at    NTI.'s  London  of 

le  expects  ntl  to  become  a  dom 
force    in    Britain    using    its 
if-the-arl  cable  to  pipe  pay-TV 
iternet  service  in  both  television 
onputers.  ntl  is  beginning  to  pro 
nternet  connections  for  its  cus- 
s  and  preparing  to  launch  a  digi- 
iteractive    system    in    October. 
>  stresses  that  because  much  of 
able  is  newly  laid  and  high- 
ty,  the  region   has  great   poten- 
>r  broadband  or  high-speed  net- 
"Europe  has  a  chance  to  pull 
or  perhaps  ahead  of  the  U.S.  in 
of  broadband,"  he  says, 
f  A  record.  Knapp  has  an  impres- 
lecord.  He  started  out  in  the  tele- 
i  eld  in  1981  helping  a  group  that  in- 
c  I  George  S.  Blumenthal,  now  ntl's 
li  uin,  found  Cellular  Communications 
t  an    early    U.  S.    mobile    phone 
■lei-.  That  business  was  sold  to  Air- 
k  Communications  Inc.  for  $2.5  billion 
1  »i.  Knapp  is  wrapping  up  a  deal  to 
I  lot  her  company,  Cellular  Commu- 
nis of  Puerto  Rico,  for  $814  mil- 

0  sbc  Communications  Inc.  and 
nos  de  Mexico.  Richard  Reiss  Jr., 

an  of  Georgica  Advisors,  a  New 
investment  partnership,  estimates 

app's  businesses  have  produced  a 
ly  35%  compound  annual  return 
the  mid-1980s.  Knapp  has  also  done 
or  himself.  He  has  about  3  million 
;  in  ntl,  which  are  trading  at  about 
>n  Nasdaq. 

ng  the  king  of  cable  doesn't  mean 
vnapp  is  home  free,  ntl,  like  most 
h  cable  businesses,  loses  money.  It 
ted  an  operating  loss  of  $121  mil- 
n  revenues  of  $268  million  for  the 
er  ended  March  31,  1999.  Last 
the  company  had  operating  losses 
!8  million  on  revenues  of  $747  mil- 
n  a  recent  Securities  &  Exchange 
dssion  filing,  the  company  warned 
t  faces  capital  costs  and  debt  ser- 
if  $1.1  billion  for  the  rest  of  1999. 
(1,  Knapp  has  paid  a  fat  price  for 
\  Some  observers  think  that  the 
inner  is  Cable  &  Wireless,  which 

sole  control  of  ewe's  long-dis- 
j  business. 

iw,  ntl  has  to  deal  with  such  for- 
lle  competitors  as  British  Sky 
[casting  and  British  Telecommu- 
ions  plc,  which  are  sharpening 

u  n  services.  Having  such  heavy- 

1  its  around  is  one  reason  British 
Btors  may  permit  the  cable  indus- 
ii  consolidate  down  to  just  one 
r,  analysts  say.  Knapp  is  the  least 
D  of  the  great  telecom  entrepre- 
i.  Now,  he  has  the  chance  to 
;o  that      for  better  or  worse. 

By  Stanley  Rt  •  d 
in  London 


COMMENTARY 


By  Gail  Edmondson 

FRANCE:  A  CEO'S  PAY 
SHOULDN'T  BE  A  SECRET 


M 


I  arc  Vienot  has  forged  a  suc- 
cessful second  career  as  the 
conscience  of  France's  corpo- 
rate elite.  Four  years  ago,  the  ex- 
chairman  and  CEO  of  Societe 
Generate  helped  F ranee  emerge 
from  a  series  of  corporate  scandals 
by  heading  a  commission  to  craft 
guidelines  on  corporate  governance. 
Much  to  everyone's  surprise,  French 
companies  followed 
Vienot's  recom- 
mendations. 
By  nomi- 
nating in- 


The  French  still  think  it's  nobli 
inherit  a  fortune  and  dirty  to  earn 

one.  By  going  public  with  their  pay, 
i  i  ii-  would  ('nice  French  society  to 
confront  its  schizophrenic  feelings 
about  wealth.  Equating  pay  with 
performance  instead  of  shame  would 
help  create  a  more  entrepreneurial 
class  of  managers.  It  would  reward 
execs  for  achievement  rather  than 
attending  the  right  school.  "Pay 
transparency  would  create  a  virtuous 
circle.  It  wTould  establish  an  in- 
centive to  perform,"  says  one 
French  investment  banker. 
A  few  CEOs  have  been 
brave,  axa's  Claude 
Bebear,  who  earned 
$2.5  million  in 
salary  and  bonuses 
last  year,  has 
been  publish- 


,i  /    ing  his  salarv, 
UH    be 


dependent 
board  members, 
the  companies  took  a  much-needed 
step  toward  breaking  up  France 
Inc.'s  old-boy  network,  which  grant- 
ed ceos  rubber-stamp  approvals  and 
left  shareholders  holding  the  bill  for 
management's  misdeeds. 

Now,  Vienot  is  dropping  the  ball. 
He  flinched  uncomfortably  during  a 
press  conference  on  July  22  when 
asked  why  he  failed  to  recommend  in 
a  new  report  that  executive  pay  be 
disclosed  in  annual  reports.  His  re- 
sponse: Revealing  it  would  just  help 
rivals  lure  French  ceos  away  with 
better  pay  packages.  He  also  quipped 
that  Americans  like  bragging  about 
their  pay,  and  the  French  don't. 

That  undercuts  the  good  work 
done  by  the  committee  to  date. 
Shareholders  deserve  to  know  the 
compensation  of  top  execs  and  how 
much  of  it  is  performance-related. 
And  there  is  an  even  more  com- 
pelling reason  to  go  public  with  the 
numbers:  to  puncture  the  prevailing 
French  attitude  about  money. 


bonus,  and 
stock  options 
since  the  com- 
pany listed  on 
the  New  York 
Stock  Exchange  in 
'96.  He  is  among  a 
handful  of  French  execs 
whose  compensation,  in- 
cluding stock  options,  is  commen- 
surate with  that  of  U.  S.  and  British 
ceos.  By  contrast,  ceos  of  France's 
40  largest  companies  earn  up  to  50% 
less  than  their  American  and  British 
counterparts,  consultants  say.  "They 
should  reveal  their  pay  to  get  paid 
more  competitively,"  says  an  exec  at 
a  U.  S.  investment  bank  in  Paris. 

That's  still  radical  thinking  in 
France,  the  last  remaining  Western 
countiy  where  the  Communist  Party 
is  part  of  the  government  and  capi- 
talists are  vilified  by  leftists.  That's 
why  Vienot's  committee  is  afraid  to 
recommend  disclosure  of  CEO  pay. 
And  that's  why  it  should.  With 
technology  and  a  common  currency 
driving  tumultuous  change  in  Eu- 
rope, it  wouldn't  take  much  to  topple 
the  aneien  regime.  A  new  generation 
of  achievers  is  waiting  in  the 
wings — and  watching  for  a  signal 
from  Vienot.  Bon  eon  rage. 

Paris  Bureau  Chief  Edmondson 

n  management  isSUt 
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SPRINGTIME  IN 
EUROPE  AT  LAST? 

But  tough  reforms  are 
needed  to  lock  in  growth 

All  winter  and  spring,  Europe's  busi- 
ness leaders  fretted.  Germany's 
economy  was  in  the  doldrums.  Italy 
couldn't  control  its  public  spending. 
And  the  euro  was  plunging  close  to  par- 
ity with  the  dollar  only  six  months  after 
its  debut.  Now,  suddenly,  the  clouds 
seem  to  be  lifting.  The  euro  has  been 
advancing  since  July  13,  rising  from 
$1.01  to  $1.07  on  July  27,  before  falling 
back  a  bit.  And  business  confidence  in 
both  France  and  Germany  jumped. 
"We're  at  a  turning  point,"  says  Jiirgen 
Ratzinger,  economist  at  German  elec- 
tronics giant  Siemens.  "The  mood  is  one 
of  an  upswing." 

It's  about  time.  The  11-nation  euro 
zone  grew  a  mere  0.2%  in  both  the 
fourth  quarter  of  1998  and  first  quarter 
of  1999,  dragged  down  by  a  shrinking 
German  economy.  But  now  the  region 


seems  set  for  growth 
of  2%  for  1999— and  a 
hotter  pace  in  2000 
(table).   Rising 
|^^  export  orders 
i  n   Germany 
and       Italy, 
which  repre- 
sent half  of  the 
euro  zone  econo- 
my, mean  output  will 
be  picking  up,  especially  in 
auto  and  machinery  plants. 

That  surge  in  exports  will  add  mo- 
mentum to  an  upturn  driven  by  con- 
sumer spending  in  the  faster-growing 
economies.  Spaniards  and  Dutch  are 
buying  cars;  Finns  and  Irish  are  tak- 
ing out  mortgages  for  new  homes. 
George  Magnus,  chief  economist  with 
Warburg  Dillon  Read  in  London,  says 
domestic  demand  in  the  euro  zone  began 
growing  in  late  1998  at  an  annualized 
rate  of  3%.  Now,  even  the  Germans  are 
joining  the  party.  Deutsche  Bank  esti- 
mates that  German  consumer  spending 
will  rise  3.5%  this  year  as  higher  wages 
combine  with  nearly  nonexistent  infla- 
tion to  raise  real  disposable  income. 

The  brighter  economic  prospects  are 
reflected  in  the  recent  upturn  in  the 


On  the  Rebound 

GDP  Change  Ye; 

1998 

ir  to  Year 

1999F          2000F 

EURO  ZONE 

2.7% 

2.0%     2.8% 

GERMANY 

2.3 

1.6        2.7 

FRANCE 

3.2 

2.3        2.7 

ITALY 

1.3 

1.1        2.3 

DATA:  DEUTSCHE  BANK 

euro.  European  Central  Bank  Pres;    |uj|$ 
Wim  Duisenberg  also  helped  strenji 
the  currency  by  declaring  that  the  I 
is  now  inclined  to  raise,  rather  |  K 
lower,  rates.  The  hint  was  enoud 
convince  currency  traders  that  a  r]  i — ' 
ery  was  real  and  that  it  was  tin 
quit  dumping  euros.  Fortunately,  II 
pean  inflation  is  hovering  at  0.6% 
below  the  ecb  policy  limit  of  2%.  I 

As  Europewide  growth  turns  th 
ner,  the  equity  markets  may  be  in 
more  exciting  ride,  too.  Many  invi 
have  avoided  Europe  recently  be 
their  stock-price  gains  were  offs< 
currency  losses.  Now,  a  stronger 
could  lure  investors  back.  A  hea 
economy  should  also  translate  int 
ter  stock  prices  as  corporate  p: 
head  north.  Mark  Howdle,  equity  s 
gist  for  Salomon  Smith  Barney  in 
don,  expects  1999  earnings  per 
to  climb  9%  in  the  euro  zone.  Oth 
alysts  think  investors  may  wait  o: 
sidelines  until  they're  convinced 
euro's  bounceback  is  real.  "The  e 
covery  is  fairly  embryonic,"  says 
Bowers,  European  equity  strategi 
Merrill  Lynch  Global  Securities  in 
don.  "We're  still  looking  for  a  trig 
buy  Europe  rather  than  the  U.  S.' 
RIGHT  NOISES.  Meanwhile,  politi 
providing  a  boost  to  business  mor; 
the  economy  picks  up.  No  recove: 
last   if  governments   of  the   bi 
states — Germany,  Italy,  and  Fra 
don't  follow  through  with  tough  1 
tax,  and  social  welfare  reforms, 
at  least  German  Chancellor  Geri 
Schroder  finally  seems  to  be  makin 
right  noises.  He  and  new  Finance 
ister  Hans  Eichel  want  to  cut  $16 
off  Germany's  budget  deficit  next 
and  balance  the  budget  by  2006. 
aim  to  slash  the  corporate  tax  bu: 
including  national  and  state  taxe 
37%  by  2001,  from  56%.  And  in 
July,  Economics  Minister  Werner 
called  for  private  pensions,  labor 
bility,  and  the  reduction  of  state  s 
ing  from  48%  to  40%  of  gross  dom 
product. 

All  these  proposals  are  win| 
Schroder  new  support  from  the 
ness  community.  "He  is  moving  ir 
right  direction,"  says  Klaus-Ju 
Schmieder,  chief  financial  officer 
di-ugmaker  Hoechst.  But  it's  crucial 
Schroder  and  his  counterparts  ac 
the  euro  zone  use  the  good  time 
take  measures  for  deflating  the  we 
state.  "They  have  to  follow  through 
their  promises,"  says  Siemens'  I 
inger.  If  not,  the  European  reco 
will  fade  as  just  another  cyclical  bl 

By  Karen  Loivry  Miller  in  From 
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MISSION:  When  Bankol  America  invested  in  new  technology,  they  knew  success  required  thai  p  ople  could 
iist  u.  But  how?  Traditional  training  was  too  slow;  hiring  new  employees  too  expensive.  Lockheed  Martins  solution: 
a  business-smart  process  called  reskilling,  li  uses  real  projects  to  teach  new  skills,  guided  by  experienced  coaches. 
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SUCCESS:  Reskilling  did  more  than  train  people  to  run  computer  systems;  it  taught  people  to  rethink 
how  they  used  those  systems.  The  result:  competitiveness  sharply  higher  across  the  company,  and  a  workforce 
j      with  lower  turnover,  foseewhat  Lockheed  Martin  IT  expertise  can  Jo  tor  von,  visit  vvww.lockhccdmjrtin.com. 


International  Business 


JAPAN 


NO  ROOM 
AT  THE  TOP 

As  companies  restructure,  older  managers  lose  their  jobs 


M 


Iasayuki  Otsuka  has  had  a  classic 
career  at  Nippon  Steel  Corp.  Af- 
ter 30  years  in  the  Tokyo  head- 
quarters of  the  world's  No.  2  steelmaker, 
he  moved  to  a  subsidiary  to  make  way 
for  younger  managers.  Then  he  shifted 
to  a  small  affiliate  of  the  subsidiary. 
Now  60,  Otsuka  advises  recruits,  and 
he  has  some  surprising  things  to  say 
about  the  career  path  he  followed.  "I 
tell  them  to  develop  skills  they  can  take 
with  them  if  they  leave  the  company," 
Otsuka  says.  "Transferring  employees 
to  subsidiaries  no  longer 
solves  problems." 

Sound  counsel.  Japanese 
corporations  are  closing  their 
countless  subsidiaries  at  a  record 
rate.  And  the  closings  are  hit- 
ting older  managers  such  as 
Otsuka  especially  hard. 
For    decades,    those 
who    didn't    reach 
the      top     were 
parked  in  affili- 
ates— where 
they  might  be 
no  more  than 
"window    sit- 
ters."      Now, 
the      lifetime- 
employment 
system  is  crum- 
bling as  compa- 
nies      strengthen 
balance  sheets  and  fo- 
cus   n  core  strengths. 

Tht  pnd  signals  the  wrenching 
change  J  pan  faces  afte*  an  eight-year 
recession.  It  also  sugp  ts  the  pain 
many  Japanese  will  suff t  :  older  man- 
agers as  they  are  forced  from  sinecures, 
younger  ones  as  they  confront  dashed 
hopes  for  secure  careers.  Schroders 
Japan  Ltd.  estimates  that  restructur- 
ing could  push  unemployment  to  a 
record  5%  this  year  from  -1.1%  in  1998. 
U.S.  model.  As  Japanese  companies  chip 
away  at  their  seniority-based  manage- 
ment system,  they  are  forcing  execu- 
tives to  perform  or  go — and  bringing 
Japan  a  little  closer  to  the  U.  S.  model. 
"The  move  is  gradual,"  cautions  Koichi 
Hori,  representative  director  of  Boston 
Consulting  Group  in  Tokyo.  "It's  not 
easy  to  fire  people." 


But  the  pressure  is  fierce.  Recent 
surveys  show  that  almost  one  listed 
company  in  eight  intends  to  close  sub- 
sidiaries or  leave  them  to  then1  own  de- 
vices. Mitsubishi  Electric,  retail  chain 
Daiei,  Toyo  Tire  &  Rubber,  Mitsui 
Chemicals,  and  Sumitomo  Corp.  plan 
cuts  (table).  Itochu  Corp., 
the  blue- 
chip 


i* 


Losii 

COMPANY/INDUSTRY 

ng  Weight 

THE  DOWNSIZE 

SUMITOMO 

Trading 

Cutting  its  top  subsid- 
iaries from  300  to  150 

MITSUBISHI 
ELECTRIC 

Machinery 

Reducing  domestic 
units  from  180  to  140 

DAIEI 

Retailing 

Dropped  13  of  132  sub- 
sidiaries and  affiliates; 
more  cuts  may  follow 

TOYO  TIRE 
&  RUBBER 

Tiremaker 

Trimming  workforce  by 
1,500  at  parent  and 
affiliates 

DATA;  COMPANY  REPORTS 

trading  company,  will  cut  a  third 
1,027  worldwide  subsidiaries  in  the 
two  years.  "Only  62%  of  our  com}: 
are  profit-making,"  says  Sumitaka 
ta,  a  senior  managing  director, 
company  doesn't  make  money,  w< 
close  it." 
LUXURY  LOST.  That's  a  drastic  cha: 
attitude.  Vast  and  often  wasteful 
networks  have  been  a  key  part  of  J; 
full-employment  system.  At  the  1 
of  the  late-1980s  bubble,  Nippon 
had  one  unit  that  grew  mushroom 
another  making  semiconductors.  Bu 
the  system  they  sustained,  these 
sidiaries  are  now  unaffordable  luxu 
Trimming  down  will  be  a  tricky 
ness.  Many  subsidiaries  ar 
]~\-j  by  the  ex-bosses  of  rising 
in  their  parent  compar 
who  are  reluctant  to 
out  former  patrons. ' 
if  the  president  o 
parent  decides 
drastic  change 
hard  for  him  t( 
suade  his  sen) 
says  Ryoji  id 
director  of  cc 
tants  Bain  <£| 
Japan. 

Still,  the  g) 
ation  taking  ci 
has  little  choie 
to  shrink  its  em 
While  there  is  no 
sure  of  the  hidde 
employment  among 
ates,  Schroders  esti: 
that  joblessness  must  e: 
10%  for  Japanese  comp; 
to  return  to  1990  profitai 
levels.  Lots  of  pain  is  inevii 
But  companies  will  also  have  to 
haul  pay  and  promotion  to  reward 
instead  of  lifetime  loyalty.  "This  i; 
only  way  to  boost  productivity  an 
turns  on  capital  over  the  long  run," 
Kathy  Matsui,  strategist  at  Gol< 
Sachs  (Japan)  Ltd. 

Some  subsidiaries  may  mana 
stand  alone.  Nippon  Telegraph  & 
phone  Corp.  spun  off  its  mobile-p] 
unit  as  ntt  Do  Co  Mo  five  years 
Its  stock  price  is  now  higher  tha: 
former  parent's.  But  many  subsidi 
will  have  to  die.  Either  way  pror 
rewards  as  well  as  adjustments.  "Tl 
the  age  when  employees  can  sta 
work  for  themselves,"  says  Nippon  S 
Otsuka.  "If  I  were  younger,  I  could 
done  that."  In  time,  many  manage: 
the  generation  behind  Otsuka's  may 
get  then-  anxiety  and  take  his  advi< 
break  free. 

By  Emily  Thornton  in  7 
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MISSION:  You're  going  home.  Ai  United  I  lealtfa  Services,  thai  sound  of  success  is  heard  more  quit  Idy  these  d 

How?  A  Lockheed  Martin  network  that's  turning  paper  systems  into  1lit4it.1l  systems.  I  he  result  medical  data  thai 
appears  when  it's  needed,  where  us  needed:  at  bedside,  in  the  lab,  or  viewed  by  physicians  in  several  locations  ai  once. 
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SUCCESS:  What's  behind  better  patient  care?  The  Lockheed  Martin  enterprise  network  lets  physicians  see 
\\  hat  other  physicians  have  done.  When  used  with  laptops,  these  networks  provide  mobile  access  to  information  that 
is  last .  accurate,  and  secure.  To  see  what  Lockheed  Martin  IT  expertise  can  do  for  you,  visit  www.lockheedmartin.com. 
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D  BY  PAUL  MAGNUSSON 


IA  IS  WHISPERING: 
MEE  COME  BACK' 


1  bellicose  rumblings  from  Beijing  are  giving  Asian 
wemments  a  bad  case  of  the  jitters.  China  refuses  to 
ale  back  on  the  warlike  rhetoric  targeting  Taiwan, 

has  edged  closer  in  recent  weeks  to  asserting  its  in- 
dence.  Beijing's  argument  with  Manila  over  some  po- 
lly  valuable  real  estate  in  the  South  China  Sea  has 
i  nasty.  And  a  bold  assertion  by  the  Chinese  that  they 
,he  neutron  bomb  is  reminding  its  neighbors  how  lethal 
ian  arms  race  could  be. 

Asian  governments  want  an  insurance  policy — and 
e  looking  to  Washington  to  get  it.  That's  an  interesting 

Some  regional  leaders  who  once 
;d  U.  S.  meddling  are  suddenly 
bling  for  a  spot  under  America's 
ty  umbrella.  That  could  mean  an 
se  in  the  U.  S.  military's  already 
erable  influence  in  the  region.  But 
,ngton  has  to  tread  carefully:  It 

to  help  its  friends  without  arous- 
e  ire  of  an  already  irritated  China. 
|  Philippines  offer  a  perfect  exam- 
?  Yankee  Come  Back  syndrome. 
a  kicked  the  U.  S.  out  of  its  two 
military  bases  in  1991.  But  since 
:he  Chinese  have  intensified  their  " 
st  in  the  Spratly  Islands,  which  may  be  sitting  on  huge 
al  gas  deposits — and  which  Manila  claims, 
w  the  Filipinos  want  the  Americans  to  come  visit — of- 
lo  on  July  22  the  uss  Blue  Ridge,  flagship  of  the  U.  S. 
ith  Fleet,  sailed  into  Manila  harbor  greeted  by  red, 
,  and  blue  balloons  and  the  Philippines  Navy  band.  The 
irrived  three  days  after  a  Philippines  patrol  boat  collided 
i  Chinese  fishing  boat  in  disputed  waters,  provoking  a 

of  outrage  from  Beijing.  But  Philippines  President 
i  Estrada  sees  China  as  the  bully.  He  wants  the  U.  S.  to 
that  small  countries  aren't  "helpless  in  the  face  of  ex- 
mist,  designs." 


OFF  KOREA:  Is  gunboat  diplomacy  back; 


The  visit  of  the  Blue  Ridge  also  fortuitously  gave  the 
U.S.  a  chance  to  show  force  just  as  the  latest  Taiwan  crisis, 
heated  up.  Officially,  the  U.  S.  has  frowned  on  President  Lee  ' 
Teng-hui's  separatist  pronouncements.  But  the  presence  of  a 
U.  S.  flagship  not  far  from  the  Taiwan  Strait  is  a  none-too-sub- 
tle reminder  of  America's  high  level  of  interest  in  the  region. 
Mindful  of  this,  China  has  signalled  its  willingness  to  negoti- 
ate over  the  Spratlys. 

The  China  question  is  not  the  only  one  nagging  Asian 
leaders.  Japan  now  fears  North  Korean  missiles,  so  it's  co- 
operating with  the  U.  S.  on  research  for  a  missile  defense  sys- 
tem. Singapore  worries  about  a  spread 
of  anti-ethnic  Chinese  violence  from 
Malaysia  and  Indonesia:  Its  government 
is  upgrading  port  facilities  to  handle  the 
biggest  U.  S.  aircraft  carriers. 
LOCAL  COP.  Local  politics  in  Asia  still 
have  an  anti-American  tinge,  so  the  re- 
gion's leaders  cannot  reconstruct  the  kind 
of  U.  S.  presence  that  characterized  the 
cold  war.  For  example,  a  proposed  land- 
ing strip  in  Okinawa  has  run  into  local 
opposition.  But  though  Asians  may  not 
want  a  police  station  next  door,  they  still 
■  want  cops  on  the  beat.  "What  [Asians] 
want  is  a  constant  flow  of  U.  S.  Navy  traffic  through  the  re- 
gion," says  a  senior  State  Dept.  official.  That  also  works  for 
the  U.  S.  Navy,  which  needs  flexibility.  "The  era  of  bases  is 
over,"  says  the  Seventh  Fleet  commander,  Vice-Admiral  Wal- 
ter F.  Doran.  "That's  not  necessarily  a  bad  thing." 

Building  up  the  U.  S.  military  profile  will  still  be  tricky.  If 
the  U.  S.  and  Japan  cooperate  on  missile  defense,  for  example, 
China  will  feel  compelled  to  bolster  its  missile  arsenal.  There's 
no  easy  solution.  But  in  these  times,  many  Asian  governments 
will  be  glad  to  see  those  U.  S.  flattops  steaming  into  port. 

By  Sta7i  Crock  in  Washington  and  Michael  Shari  in 
Singapore,  with  bureau  reports 
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iAKING  VENEZUELA 

snezuelan  President  Hugo  Chavez 
it  to  make  good  on  his  oft-repeat - 
hreat  to  dissolve  Congress  and 
Supreme  Court.  On  July  25  his 
leaning  Patriotic  Pole  alliance 
lidates  captured  94%  of  the  128 
i  scats  in  the  Constitutional  As- 
bly,  which  is  slated  to  rewrite  the 
Uitution  over  the  next  six  months, 
gress  responded  by  promptly  go- 
on recess — a  protest  against 
vtv.'  plan  to  shut  Congress  down 
lis  own.  Chavez  is  now  expected 


to  ask  the  Constitutional  Assembly  to 
eliminate  the  offices  of  the  National 
Electoral  Council,  the  comptroller 
general,  and  the  prosecutor  general. 
All  three  opposed  Chavez,  who  staged 
an  unsuccessful  military  coup  in  1992, 
then  was  elected  president  in  1998. 
Opponents  fear  that  Chavez  will 
orchestrate  a  dictatorship  disguised 
as  democracy.  Chavez  says  he  needs  a 
new  constitution  to  bring  social  jus- 
tice to  the  impoverished  country.  He 
insists  that  the  government  institu- 
tions arc  invalid  because  they  are 
corrupt. 


An  overhaul  of  the  nation's  charter 
could  set  the  stage  for  a  showdown 
with  the  Supreme  Court,  which  has  al- 
ready ruled  that  the  assembly  is  not 
empowered  to  make  drastic  changes. 
But  with  his  popularity  rating  at  near- 
ly 80%,  Chavez  should  get  his  way.  He 
is  already  addressing  the  masses  from 
the  presidential  palace  balcony  with 
his  wife — reminiscent  of  Argentina's 
Perons.  Yet  the  euphoria  may  be 
short-lived.  Despite  rising  oil  pri< 
which  account  for  70%  of  export  rev- 
enues, the  economy  is  expected  to 
keep  contracting. 
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ABOUT  HARRY  POTTER 


The  hot  children's  book  series  gets  an  offbeat  rollout 


Forget  Teletubbies.  Britain's  biggest 
children's  export  of  the  decade  may 
turn  out  to  be  Harry  Potter,  11- 
year-old  wizard  and  hero  of  a  series  of 
novels  that  are  attracting  legions  of 
pint-sized  fans.  For  the  magically  chal- 
lenged, Harry  is  an  ordinary  boy — save 
for  the  lightning-bolt  scar  on  his  fore- 
head— with  extraordinary  powers.  "The 
[books]  are  exactly  like  real  life  except 
they  have  magic,"  gushes  10-year-old 
Amalia  Beckner  of  Austin,  Tex.,  who 
read  the  first  title,  Harry  Potter  and 
the  Sorcerer's  Stone,  in  a  day. 

She  has  lots  of  company.  The  first 
two  titles  in  the  planned  series  of  seven 
have  been  published  in  25  languages  in 
130  countries  and  have  sold  more  than  5 
million  copies  worldwide  since  Harry's 
1997  debut.  In  the  U.S.,  kids  have 
snapped  up  more  than  1.7  million  copies 
since  the  series  hit  last  fall.  Advance 
orders  for  the  newest  installment,  Har- 
ry Potter  and  the  Prisoner  of  Azkaban, 
which  won't  be  in  U.  S.  stores  until  Sep- 
tember, have  reached  920,000,  though 
impatient  Potterphiles  are  ordering  it 
from  Britain  via  Amazon.com.  The  se- 
ries' popularity  has  landed  author  J.  K. 
Rowling  a  slew  of  awards  and  a  six-fig- 
ure movie  deal  with  Warner  Bros.  Inc. 
RECORD  PRICE.  But  that 
cultlike  following  leaves 
Warner,  which  controls  most 
of  the  merchandising  rights, 
and  U.  S.  publisher  Scholas- 
tic Inc.  with  an  enviable 
marketing  problem:  how  to 
turn  the  current  surge  of 
grassroots  popularity  into 
sustainable,  long-term  sales. 
A  week  after  the  first 
Harry  Potter  book  was 
released,  children's  publish- 


at  Scholastic  who  acquired  the 
books.  Exploiting  that  poten- 
tial without  ruining  the  Harry 
Potter  mystique,  however,  will 
take  some  wizardry  on  the  part 
of  Harry's  brand  handlers. 

Not  that  Scholastic  hasn't 
fielded  megahits  be- 
fore.  It  owns   R.  L. 
Stine's  giant  Goose- 
bumps  franchise.  But 
many  in  the  industry 
say    the     formulaic 
Goosebumps    series 
and     the     carefully 
crafted  Harry  Potter 
books      could      not 
be    more    different. 
Levine  agrees.  Com- 
paring Goosebumps 
with  Harry  Potter, 
he     says,     is     like 
comparing  Danielle 
Steele  with  Toni  Morrison: 
"Both  are  huge  sellers,  but 
they  need  to  be  approached 
differently." 

Scholastic  and  Warner  are 
determined  to  treat  Harry 
Potter  as  an  enduring  clas- 
sic— something     that     was 


Harry  Potter  and 
His  Global  Craze 

WHO  HARRY  IS  An  11-year-old  wizard  who  can 
cast  spells  and  is  the  hero  of  a  hot  new  series 
of  kids'  books  by  British  author  J.K.  Rowling. 

NUMBER  OF  TITLES  Seven  planned.  Three 
out  in  Britain,  two  in  the  U.S. 


paramount  to  Rowling  as  she  an 
agent,  Christopher  Little,  shoppe 
rights.   While   the   Goosebumps 
showed  up  on  everything  from 
boxes  to  snack-food  bags,  both  pu 
er  and  movie  studio  say  that  the 
keting  this  time  around  will  be 
restrained.  "We  are  very  conscic 
quality    with    I 
Potter,"  says  Lo 
di  Bonaventura, 
dent  of  worldwid 
atrical  producti 
Warner  Bros. 
For       its 
Scholastic    rel 
the  books  first 
in    hardcover 
high-quality 
and     original 
though    paper 
will  follow.  De 
an    $18    price 
books  are  flyir 


KEEPING  THE  MAGIC:  Hat 

marketers  are  treating  t 
series  like  a  classic 


NUMBER  OF  BOOKS  IN  PRINT  3  million  in 
ing  powerhouse  Scholastic      , .  „         .  0  .,  .,        c      ....         .   .    .. 

snapped  up  the  U. S.  rights      U.^;. and^^tain;  more  than  5  million  globally. 

WHERE  YOU'LL  FIND  HIM  In  bookstores  in 
130  countries  and  a  movie  from  Warner  Broth- 
ers due  in  2001. 


for  $105,000— the  largest 
sum  ever  paid  to  a  first-time 
children's  author.  "It  had  all 
the  qualities  of  classics  such 
as  J.  R.  R.  Tolkien's  trilogy 
and  C.  S.  Lewis'  Chronicles 
of  Narnia"  says  Arthur  A. 
Levine,  an  editorial  director 


VHERE  YOU  WONT  SEE  HIM  Cartoons,  fast- 
food  restaurants,  or  any  other  place  that  could 
cheapen  his  image. 


the  shelves.  To  bui 
terest,  Scholastic 
ed  a  word-of-mouth 
paign  months  befoi 
first  book  was  rel 
circulating  early 
to  influential  criti 
brarians,  children 
"our  own  univer 
big  mouths,"  says 
keting    manager 
nifer  Pasanen. 

So  what  about 
Potter    toys    an 
shirts?  Don't  loo 
anything  until  W; 
releases  the  live-action  film,  sche 
for  2001.  No  licenses  will  be  gr; 
until  there's  a  finished  script,  but 
says  a  number  of  major  corpor 
are   sniffing  around,   including 
Corp.,  which  may  pursue  a  video 
Other  likely  items  include  Harry 
magic  wands  and  gear  for  Har 
vorite  sport,  quidditch,  a  sort  c 
borne  soccer  for  wizards. 

Whatever  makes  it  off  the  dra 
board  will  have  to  be  developed 
care.  "No  one  wants  to  see  the  I 
cheapened,"  says  Little.  That  nr 
Scholastic  and  Warner  will  have  to 
jure  some  magic  of  their  own  to 
sales  up  without  turning  Harry  ii 
toad. 

By  Kerry  Capell  in  London,  \ 
Larry  Light  in  New 
and  Ann  Therese  Palmer  in  Ch 
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YOU   RUN   AN 


YOUR      SUCCESS      DEPENDS      ON 


HERE'S      HOW      TO      AVOID      AN 


I  Sybase 

FORMATION    A  V  Y  \\  III  R  I 


Sybase  has  the  high  availability  and  reliable  data  movement  solutions 
that  today's  e-businesses  demand.  Our  Adaptive  Server  Enterprise, 
Replication  Server,  OpenSwitch,  Enterprise  Application  Server  and  Sybase 
Financial  Server  are  helping  e-businesses  stay  open  for  business.  To  learn 
more,  get  our  white  paper  "Understanding  Continuous  Availability"  Call  us 
at  800-8-SYBASE,  or  visit  www.sybase.com. 

©1999  Sybase,  Inc.  Alt  rights  reserved  All  trademarks  are  the  property  of  their  respective  owners 


Where  do  you  want  to  go  today?' 


Microsoft 


w  you  won't  cringe  when  you  hear: 

We  need  your  team's 

collective  input 

noon . 


11 


With  new  Microsoft' Office  2000,  getting  everyone  on  the  same 
page  has  never  been  easier.  Just  by  clicking  "Save  as  Web  Page"  you 
can  save  files  to  your  intranet  for  others  to  contribute  to  or  just  view, 
eliminating  the  need  for  multiple  versions.  And  by  having  in-line 
discussions  within  a  document  on  your  intranet,  you  can  consolidate 
everyone's  comments  in  one  place.  Plus,  anytime  a  team  member 
updates  a  document,  you  can  be  automatically  notified  by  e-mail. 
To  sep  how  Office  2000  enables  teams  to  work  as  one 
using  an  intranet,  view  the  Office  2000  multimedia 
demo  at  www.microsoft.com/office/2000 


Microsoft 


i    }  m 


licrosoTt         ^^ 

Ofnce20ooO 

What  Productivity  Means  Today 


Now  with  Microsoft  Office  2000  you  can: 


•  Save  files  to  a  Web  server  as  easily  as  you  save  them  to  your  hard  drive 

•  Keep  your  team's  Ideas  in  one  place  via  In-line  discussions  within  a  document 

•  Be  automatically  notified  by  e-mail  of  changes  to  team  documents  and  projects 

C  199'' v  n  logo  and  W"  >  .'<*(ed  trademarks  or  trademarks  ol  Microsoft  Corporation  in  the  Untted  States  andyor  otner  countries 
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His  remarkable 

journey  to  become 

Maytag's  CEO 

The  Saga  of 

LLOYD 
WARD 


By  David  Leonhardt 


Cover  Story 


The  journey  began  on  a  narrow  country  road  in  southern  Michigan. 
There,  in  a  20-foot-by-20-foot  house  with  no  running  water,  lived  the 
Ward  family:  mother,  father,  three  sons,  and  two  daughters.  In  the 
rare  moments  during  the  1950s  and  1960s  that  Rubert  Ward  wasn't 
working — at  his  day  job  as  postman,  his  night  job  as  movie  house 
janitor,  or  his  Sunday  job  as  Baptist  preacher — he  liked  to  gather  his 
boys  and  talk  about  "Ward  &  Sons."  It  was  the  imaginary  auto-repair 
shop  that  he  dreamed  about  one  day  running  with  them. 

In  reality,  he  had  no  training  as  a  me- 
chanic, but  he  had  made  himself  an  ex- 
pert by  checking  out  manuals  from  the  li- 
brary, in  the  same  way  he  later  figured 
out  how  to  remedy  the  house's  sagging 

roof  and  install  plumbing.  "He  would  take  on  things  he  had  no  clue  about,  and  he 
would  get  a  book,  and  he  would  learn,"  says  the  middle  Ward  child.  Lloyd. 

Rubert  Ward  never  got  to  start  Ward  &  Sons.  He  died  of  a  heart  attack  in 
1%7,  at  47.  But  from  his  tiny  house,  with  its  tight  quarters  and  big  dreams,  _ 
would  emerge  one  of  the  most  driven  men  in  America  today:  a  star  college  bas- 
ketball player  who  studied  to  become  an  engineer,  an  engineer  who  trans-  = 
formed  himself  into  an  inspirational  speaker  and  one  of  the  country's  most  re-  ^ 

STRICT  DISCIPLINE  Ward,  a  karate  devotee,  decided  at  the  start  of  his 

career  t  hat  he  wanted  someday  to  be  CEO  of  a  major  company 
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spected  marketers,  and  a  marketer  who  next  month  will  be- 
come only  the  second  African  American  ever  to  lead  a  large 
U.  S.  company. 

He  is  Lloyd  David  Ward,  a  singular  study  in  ambition, 
smarts,  and  resilience.  When  he  assumes  the  top  job  at  Maytag 
Corp.  on  Aug.  12,  Ward,  50,  will  have  made  a  longer  journey 
than  any  other  executive  in  Corporate  America.  Some  chief- 
tains, such  as  Lee  A.  Iacocca,  have  escaped  poverty  to  find 
their  way  to  the  corner  office.  A  few  African  American  exec- 
utives, such  as  Ameri- 
can Express  Co.  CEO- 
in-waiting  Kenneth 
Chenault,  have  over- 
come the  racism  that  still  plagues  the  workplace.  The  country's 
first  black  CEO  of  a  major  corporation,  Fannie  Mae's  Franklin  D. 
Raines,  is  one  of  them,  but  his  impressive  rise  from  poverty  in 
Seattle  to  head  of  the  government-sponsored  company  has 
taken  place  more  in  the  political  arena  of  Washington,  D.  C. 
than  in  the  corporate  world. 

No  one,  in  fact,  has  defeated  the  pincer  of 
poverty  and  prejudice  as  Lloyd  Ward  has.  And 
he  has  done  it  at  some  of  the  world's  best- 
known  companies,  from  Procter  &  Gamble  to 
Ford  to  PepsiCo.  Working  with  Maytag 
ceo  Leonard  A.  Hadley,  Ward  over 
the  last  three  years  has  reinvented 
the   staid  appliance   company, 
helping  to  triple  its  stock  price. 
A  master  motivator  who  lis- 
tens as  well  as  he  speaks, 
Ward  has  convinced  May- 
tag veterans  that  change 
was   both   necessary   and 
possible.  Colleagues  laud  his 
ability  to  challenge  people's  be- 
liefs without  criticizing  them 
personally,  to  seize  on  nuggets 
of  common  ground,  and  then 
to  exploit  them.  "He  is  a  good 
thinker,"  says  PepsiCo  Inc. 
CEO  Roger  A.  Enrico,  "but 
he  is  an  exceptional  leader." 

His  energy,  however,  is 
also  the   cause  of  one  of 
Ward's  few  weaknesses  as  a 
manager:  impatience.  It  led 
to  his  rash  decision  to  quit 
p&g  in  the  1970s  when  he 
did  not  get  a  transfer  he 
wanted.  And  it  has  at  times 
created   friction   between 
him  and  Hadley. 
SINCERE.  Ward's  engaging 
ways  seem  always  on  dis- 
play. He  greets  people  with 
a  firm  handshake,  pulling 
himself   closer   to   them, 
putting  a  palm  on  the  back 
of  their  elbow,  and  quickly 
asking    questions    about 
their  own  life,  even  when 
he  has  never  before  met 
them.    "Were   you    born 
here?"  'WTiat's  your  hus- 
band's name?"  "How  long 
have  you  worked  here?" 

At  a  recent  tour  of  a 
Sears,  Roebuck  &  Co. 
store  in  Des  Moines, 
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for  example,  Ward  met  a  longtime  salesman  who  had 
suaded  a  woman  to  buy  Maytag's  top-of-the-line  Neptl 
washer  sight  unseen  over  the  phone.  Ward  bounded  uj 
him  with  a  grin:  "I'm  Lloyd  Ward  with  Maytag."  "I  kill 
who  you  are,"  the  salesman  said.  "I  read  about  you  in  *Lm 
newspaper."  Ward's  attention-deflecting  response  was  qi 
"You're  the  one  whose  picture  should  be  in  the  paper  if  jj 
sold  a  Neptune  over  the  phone!" 

Ward  was  being  sincere.  In  an  industry  that  has  long  -ia- 
fered  from  pricing  pressure,  he  found  a  way  to  get  consuralf: 
to  pay  a  hefty  premium  for  big-sticker  consumer  appliari' 
such  as  the  popular  Neptune  washer,  introduced  in  1997. 
results  are  plain  to  see:  Sales  of  the  feature-laden,  water-sa' 
Neptunes  have  exploded,  helping  Maytag  forge  a  crucial 
ment  with  Sears  in  1997  and  boost  Maytag's  market  sh: 
major  appliances  from  15%  to  19%  since  1996,  according 
trade  magazine  Appliance  Manufacturer.  Throw  in  a  hot-i 
ing  redesigned  refrigerator  and  Maytag's  ever-popular  Hoo1 
vacuum  cleaners,  and  it  all  adds  up  to  a  company  on  a 
In  1998,  Maytag  earned  $522  million  frorn 
erations  on  $4.1  billion  in  sales — a  near 
bling  of  profits  on  a  37%  rise  in  sal 
just  three  years.  For  1 
Nicholas  P.  Heymann  at 
*  Ai  dential  Securities  Inc. 
mates  that  earnings 
operations  will  jum] 
additional  19%, 
$620  million,1' 
sales  of 
billion. 

Amid  the  giro  my 
news,  howe  Moi 
Ward  faces  big  c 
lenges.  He  is  inheritin  *'""* 
lean     company    wh  lstl 
profits  have  been  dri  N"W 
by  a  supercharged  U  j^te 
economy  that  sooner  .^.. 
later  will  cool.  Me 
while,  Maytag's  w  ^ 
overseas  presence,  a  ( 
cent  plus  for  the  c<  ': 
pany,  may  come  bad 
haunt  Ward  as  marl  $\m 
abroad         strength  be  has  e: 
"There  are  assumpti  mAmerj( 
built  into  the  stock  t  if  ant." 
are  going  to  be  tougl  ft  The 
achieve,"      says      .  iftican  An 
Wineland,    senior   v  ifrfr, 
president  at  Waddel  stivi-r 
Reed  Financial  Inc.,  {el]f!c.; 
Overland  Park  (Kan.)  espeeche 
vestment  company  t  aid  and  v 
just  sold  its  Maytag  sti  riean  fabl 
But  Corporate  Am  dacro>>  a 
ca's  newest  star  is  hard 
stranger  to  challenges, 
whole  life  I've  been  fa 
with  'No,' "  he  says.  Ind( 
his  success  against  all  o  ti» 
demonstrates  to  what 
tent  bigotry  continues  tc 
a  part  of  the  American 
perience.  Every  step  of 
way,  from  a  college  roi 
mate  who  wanted  nothing 
do  with  Ward  to  a  residen 
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LLOYD  DAVID  WARD 


I  IN  1949,  Detroit,  Mich. 

[  JCATION  BS  in  engineering, 

^0,  Michigan  State; 
\,  1984,  Xavier. 

"  1ILY  Married  since  1970. 

1 1,  Lita,  50,  met  Ward  in  col- 
.  Two  grown  sons,  both  con- 
ants  at  Arthur  Andersen: 
d  II,  27,  a  Harvard  graduate 
g  in  Dallas;  Lance,  24,  a 
iford  grad  in  San  Francisco. 

E  HE  GREW  UP  A   three 
n,  20-ft.-by-20-ft.  house 
no  running  water. 


YD  (RIGHT)  AT  4,  WITH  HIS  TWO 
»ER  BROTHERS  AND  A  BABY  SISTER 

>ST  JOB  During  high  school, 
struction  work  in  Michigan.  On 
long  morning  commutes,  Ward 
1'ed  chess  with  a  co-worker. 

MODELS  Parents  Rubert,  a 
tman,  preacher,  and  janitor, 
Sadie  passed  on  to  Ward  their 
of  books  and  education. 


THE  FAMILY  HOME  IN  ROMULUS,  MICH.,  HAD 
THREE  CLOSET-SIZE  ROOMS— FOR  SEVEN  PEOPLE 


ATHLETIC  CAREER  Won  a  bas- 
ketball  scholarship  to  college. 
Was  team  captain  but  had 
team's  worst  shooting  record. 

BUSINESS  CAREER  Procter  & 
Gamble,  1970-77  and  '78-'88; 
Ford  Motor,  '77-78;  PepsiCo, 
'88-'96;  May- 
tag, '96-present. 
Becomes  CEO 
on  Aug.  12. 

MAYTAG 

STOCK 

HOLDINGS 

More  than 
100,000 
shares,  at  a  cur- 
rent value  of  $7 
million.  More 
than  400,000 
stock  options. 


g's  hometown  who  told  Ward  his  "kind"  wasn't  wanted 

he  has  encountered  indignities  and  obstacles  that  every 

American  knows  and  few  whites  can  fathom. 

ANT."  Ward  is  quick  to  credit  those  who  have  guided 

reer.  There  were  the  older  black  mentors,  including  the 

t'riean  American  engineers  who  preceded  him  at  Procter 

( '  nble  Co.  and  Dr.  Price  M.  Cobbs,  the  well-known  psy- 

i  1st  and  workplace  consultant  who  counseled  him  to  contain 

|*e.  Most  impoitant,  there  was  the  woman  who  taught  him 

i  speeches  and  carry  himself  with  poise:  Lita,  his  college 

nd  and  wife  of  30  years.  He  says  he  feels  like  the  ant  in 

"ican  fable  who  turns  to  an  elephant  after  the  two  have 

II 1  across  a  bridge  and  says:  "We  really  shook  that  bridge!" 

(pVard,  laughing  at  his  own  story:  "I'm  the  ant  that  kept 

lg  with  elephants." 

Ward  has  often  been  the  elephant,  too.  While  working  in 

.,  he  persuaded  Frito-Lay,  a  PepsiCo  unit,  to  adopt  a 

jling  local  high  school.  Ward  then  led  a  group  of  employ- 

tutoring  the  students,  brought  in  local  pro  athletes  to 


1998  SALARY 
$979,000 

PRIZED  OFFICE  ME- 
MENTOS Photos  of 
himself  with  Colin 
Powell  and  Ronald 
Reagan. 

EXTRACURRICULAR 

A  leader  of  a  Des 
Moines  initiative  to 
boost  high  school 
graduation  rates  and 
entrepreneurialism 
among  African 
Americans. 

PASSIONS  Karate,  golf,  basket- 
ball with  his  sons.  Tennis  and 
Friday  night  movies  with  Lita. 

FAVORITE  BOOKS  Nonaction 
works,  especially  business  books. 
Bookshelf  includes  Al  Dunlap's 
Mean  Business.  Says  Ward: 

"You  can  learn  from  peo- 
ple even  when  they're 
wrong." 

SURPRISE  50TH  BIRTH- 
DAY PRESENT  A  red 

Dodge  Viper  from  Lita. 

WARD'S  MOTTO  "Play 
above  the  rim.  Put  points 
on  the  board." 


AT  MICHIGAN  STATE,  WHERE 
HE  ESCHEWED  GUT  COURSES 


ON  LIVING  IN  IOWA 

"lowans  have  great 
values,  [but]  we  go  to 
New  York  to  see  a  show." 

give  them  pep  talks — and  even 
rewarded  students  who  passed 
a  test  with  a  trip  to  an  amuse- 
ment park  in  a  corporate  jet. 
Now  he's  playing  a  major  role 
in  an  ambitious  initiative  to 
reach  a  100%  graduation  rate 
for  Des  Moines-area  African 
American  high  school  students.  "Just  because  you  can't  see  how 
to  get  someplace  doesn't  mean  you  don't  set  the  goal,"  he 
says. 

It  would  have  been  difficult  for  anyone  to  see  his  way  to  the 
corner  office  from  the  street  where  Ward  grew  up.  It  was  in 
Romulus,  Mich.,  then  a  rural  town  about  20  miles  west  of  De- 
trait  and  now  the  site  of  the  sprawling  Detroit  Metro  Airport. 
His  neighborhood  was  little  more  than  a  stretch  of  gravel, 
pockmarked  by  tiny  square  houses.  The  Wards  and  their  five 
children  squeezed  their  lives  into  three  small  rooms.  The  three 
boys  lived  in  one,  with  a  bunk  bed  that  nearly  scraped  the 


"It's  hard  to  imagine,  but  when  I  think  back,  it  was 
a  wonderful  childhood  because  we  were  so  close" 
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(the  network 
expertise  you  get  with 
Lucent  Technologies 
NetCare") 


Nobody  knows  networks  running 
we  do.  And  with  Lucent 


Technologies  NetCare";  all  1  ft  cum 


knowledge  is  yours.  We  can 
your  network  (data  &  voice 
wireline,  wireless,  etc.).  We 
build  it  for  you.  Quick.  (In  I: 
we  got  Retevision's  netwoH 


can  r 


lid  the 


In 


'*  on 
mall, 

•iiichor 


Is*  I 


running  m  just  eight  weeks.) 
can  manage  your  network 
litre  currently  running  200  + 
n  und  the  world),  and  we  can 
(  ntain  it  (so  your  network 
e  lways  on). 
.11  in  all,  NetCare  can  do  it  all 
much  or  as  little  as  you  need). 


NetCare  has  one  of  the 
largest  services  forces  in 
the  world,  offering  24x7x365 
support  (backed  by  the  brightest 
brains  in  the  business, 
Bell  Labs). 

We  focus  on  your  network, 
which  lets  you  focus  on  other 


We  make  the 
things  that  make 
communications  work. 


things  (like  maximizing  profits, 
taking  care  of  customers,  etc.). 

No  one  else  has  the 
expertise  we  have.  (No  one  else 
even  comes  close.)  Call  us. 
Whatever  your  needs  may  be, 
NetCare  will  fit  them. 
To  the  letter. 


Ward:  Keeping 
the  end  in  view 

"Just  because  you  can't  see 
how  to  get  someplace  doesn't 
mean  you  don't  set  the  goal" 


lot 
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A  SCHOOL  SPIRIT  In  Dallas, 
Ward  got  Frito-Lay  to  adopt 
a  struggling  high  school 

<  EMPLOYEE  MEETING  "He  is 

a  good  thinker,  but  he  is  an 
exceptional  leader,"  says 
PepsiCo  CEO  Roger  Enrico 
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ceiling.  The  girls  slept  in  another,  and  the  parents  bedded 
down  on  a  fold-out  couch  in  a  living  room  full  of  secondhand 
furniture  covered  with  dropcloths. 

Despite  the  hardships,  the  Ward  household  was  a  happy 
place.  "It's  hard  to  imagine,"  Lloyd  says  now,  "but  when  I  think 
back,  it  was  a  wonderful  childhood  because  we  were  so  close." 
Rubert  Jr.,  the  eldest  child,  was  the  one  Lloyd  wanted  to  be 
like,  the  one  who  pushed  him  constantly.  Delbert,  next  in  line, 
was  the  brother  Lloyd  wanted  to  be  with,  the  one  who  was  his 
Mend.  The  sisters,  Cheryle  and  Vivian,  meanwhile,  idolized 
Lloyd.  He  played  the  big  brother,  fending  off  boys  who  both- 
ered them,  and  they  in  turn  always  seemed  to  have  a  glass  of 

lemonade  or  a  home- 
baked  cookie  at  the 
ready.  "People  think 
it's  good  to  be  a  ceo," 
he  laughs.  "I  say:  'You  don't  understand.  Growing  up,  I  knew 
what  it  was  like  to  be  a  king.' " 

The  family's  weekly  rhythm  revolved  around  the  fathers  gru- 
eling schedule.  From  Monday  to  Friday,  Rubert  drove  into  De- 
troit on  his  motorcycle  and  delivered  mail  for  the  U.  S.  Postal 
Service.  On  most  nights,  he  then  went  to  Engleman's  Theater 
in  Detroit,  where  he  swept  the  floors.  Lloyd  remembers  tagging 
along  with  his  dad  to  the  movie  house.  While  his  father  cleaned 
up,  Lloyd  watched  films  like  the  Western  The  Magnificent 
Seven.  On  Sundays,  Rubert  would  load  the  family  into  the 
car  and  travel  back  to  Detroit  to  preach  at  the  Christ  Temple 
of  Science  Church.  He  was  an  intensely  hard  worker  who  was 
almost  impossible  to  rattle.  "Lloyd  reminds  me  so  much  of  our 
father,"  says  Delbert  Ward,  an  electrical  technician  who  lives  in 
Michigan  with  his  family.  Lloyd's  other  siblings  have  similar  sto- 
ries: successful  careers,  marriages,  and  children. 

It  was  reading  books  that  really  opened  up  the  Ward  chil- 


dren's world  beyond  Romulus.  To  this 
Lloyd  credits  his  parents  for  his  lqv 
learning.  "His  parents  didn't  have  the 
portunity  to  go  to  school,"  recalls  W 
best  friend  and  teammate  from  college, 
Jordan,  "but  you  just  knew  talking  to  I 
that  they  were  very  intelligent."  The  chilt 
would  read  such  books  as  Tfie  Adventun 
Tom  Sawyer,  and  their  mother,  Sadie, 
quiz  them  on  the  story.  "We  made  our 
entertainment,"  Lloyd  says, 
Finishing  high  school  in  1969,  Ward  won  a  college  baske] 
scholarship  to  Michigan  State  University.  Ward  knew  h 
use  it:  He  wanted  to  become  a  doctor.  Before  his  studies 
begin,  however,  he  had  some  hurdles  to  climb.  When  he  an 
at  college,  his  white  Southern  roommate  insisted  that  Ware 
touch  his  bed  or  anything  of  his  in  the  bathroom.  It  was  a 
ing  welcome,  but  he  rallied  quickly.  Ward  got  to  talking 
teammate  Jordan,  who  happened  to  have  an  empty  bed  i  ft 
room.  Ward  moved  in,  and  their  first  night  as  roommate! 
two  stayed  up  almost  until  dawn,  talking  of  the  racism  \ 
had  experienced  and  of  the  anti-Semitism  Jordan  had  end  udsienlv 
when  he  played  away  games  during  high  school 
ODD  COUPLE.  They  soon  became  fast  friends,  making  qu 
duo:  the  5  ft.  10  in.  black  kid  and  the  5  ft.  7  in.  Jewish  kid 
were  the  only  two  on  the  team  under  6  ft.  who  could  dun 


life-  w 


leal,  I1 


raste 


reyear, 


M"sti( 


At  the  start  of  the  70s,  Ward  encountered  the  patronizi 
attitudes  of  P&G's  early  efforts  to  recruit  minorities 


ball.  They  would  stay  up  late  playing  basketball  with  a  w%  (( 
hanger  as  rim  before  Jordan  drifted  off  to  sleep  and  Wai  m 
the  books.  To  this  day,  Ward  and  Jordan — the  corporate  < 
tain  in  Iowa  and  the  high  school  fitness  teacher  in  Florida 
main  close,  as  different,  and  as  similar,  as  ever. 

Other  barriers  awaited  him  at  Michigan  State  as 
When  the  basketball  team's  academic  adviser  saw  W 
courses  in  organic  chemistry  and  calculus,  the  adviser  tol< 
to  switch  to  easier  classes  such  as  health  and  "introdu 
basketball."  Jordan  remembers  a  coach  telling  Ward:  <f\ 
paying  you  to  be  a  basketball  player."  Ward  balked 
adviser  called  the  registrar's  office  and  switched  his  co 
himself.  But  Ward  walked  over  to  the  office  and  chs 
them  right  back. 

Good  grades  and  a  strong  record  on  the  court  prove  R 
coaches  wrong,  and  they  eventually  left  him  alone.  " 
came  into  Michigan  State  with  the  focus  not  only  of  pi 
basketball  but  of  getting  a  superior  education,"  says 
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(player.    "He    was 
I   probably  the  only 
guy  on  the  team 
_B^^"^^^^^    like  that." 

It  was  a  tumul- 
time  for  Ward,  with  huge  highs  and  lows, 
.ulies  veered  from  medicine  to  engineering 
e  got  into  a  car  accident  and  discovered  he 
't  stand  the  sight  of  blood.  Although  hard- 
adical.  Ward  joined  in  many  of  the  era's  civil  rights 
strations.  And  at  end  of  his  freshman  year,  his  father 
ddenly.  It  left  his  mother  a  widow  at  43,  with  few  job 
jid  two  teenage  daughters  to  bring  up.  After  working  as 
lor,  she  eventually  went  back  to  school  to  get  both  bach- 
md  master's  degrees  in  social  work  Few  memories  light 
i  eyes  today  like  retelling  that  story. 
UMING  JOCK.  One  story  that  does  is  how,  in  Ward's 
Bore  year,  he  met  and  ardently  pursued  an  English  ma- 
in Detroit  named  Lita.  When  he  called  to  ask  her  out  on 
Lita  would  always  say  she  had  other  plans.  He  kept  call- 
aoyd,"  she  finally  told  him,  "I  would  like  to  go  out  with 
it  you  have  to  call  me  two  or  three  weeks  in  advance.  I 
a  lot  of  dates." 
i  afterward,  at  a  Michigan  State  basketball  game,  Lita's 
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date  that  evening  pointed  to  a  guard 
wanning  up  and  said  he  heard  that  player 
had  been  asking  her  out,  too.  'WTiat?"  Lita  re- 
members asking.  She  knew  about  the  5  ft.  10 
in.  guard  who  could  dunk,  but  she  had  no  idea 
his  name  was  Lloyd  Ward.  So  she  put  her 
glasses  on.  "And  it's  Lloyd,  cute  legs  and  every- 
thing," she  says  nowT.  Until  that  moment,  Lita 
had  not  realized  Lloyd  wras  a  team  member. 
"Jocks  usually  want  you  to  know  [first  thing].  I  thought:  'You're 
a  diamond  in  the  rough,  and  I  could (polish  you  up.'" 

It  was  the  start  of  a  partnership  that  has  played  a  bigger 
role  than  anything  else  in  Ward's  career.  Lita  is  the  gregarious 
one  who  taught  Lloyd  how  to  connect  with  people.  She  often 
edits  his  speeches.  In  his  eyes,  she's  still  the  literary  college  girl 
dishing  out  verbal  gems  to  the  tongue-tied  engineering  student. 
Thanks  to  Lita's  coaching,  Lloyd  works  a  room  while  giving  a 
speech,  peppering  the  audience  with  impromptu  questions. 
Says  Lloyd:  "Howr  many  times  do  you  listen  to  an  executive 
and  think,  'What  are  they  saying?'  or  'I'm  bored?' " 

From  Michigan  State,  it  w-as  straight  to  P&G,  where  Ward 
confronted  an  old  problem  in  a  new  guise.  Instead  of  overt 
racism.  Ward  this  time  encountered  the  patronizing  attitudes  of 
P&G's  efforts  to  lure  minorities  in  those  days,  say  people  who 
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were  at  the  company  at  the  time. 
Despite  his  B  average  in  engineer- 
ing and  his  having  been  the  cap- 
tain of  a  Big  Ten  basketball  team, 
P&G  was  willing  to  hire  him  and  a 
handful  of  other  blacks  only  for  its 
"qualifiable"  program,  an  early  ver- 
sion of  affirmative  action.  "They 
brought  us  in  under  the  stigma  of 
being  'qualifiable,' "  Ward  says.  "The 
idea  was  that  there  weren't  qualified 
African  Americans." 

Ward  nonetheless  holds  no 
grudge  against  P&G.  In  fact,  he  now 
praises  the  company  as  an  early 
supporter  of  diversity.  "If  it  were 
not  for  the  so-called  affirmative  ac- 
tion of  the  '60s  and  70s,"  he  says, 
"people  like  me  may  not  have  ever 
gotten  the  opportunity  to  provide 
the  leadership  that  we  have  now 
been  able  to  give." 
SOUTHERN  HOSTILITY.  Ward  made 
the  most  of  his  opportunity,  moving 
up  the  ranks  of  the  engineering  de- 
partment. His  first  triumph  came 
in  1972,  during  a  yearlong  assign- 
ment overseeing  the  building  of  a 
paper  plant  in  Albany,  Ga.,  a  city 
that  had  been  famous  for  its  racism 
ever  since  Martin  Luther  King  Jr. 
was  arrested  there  for  demonstrat- 
ing against  segregation  in  the  early 
1960s.  Now,  Ward  faced  hostility  of 
his  own:  White  workers  refused  to 
do  any  new  task  until  Ward  per- 
sonally walked  onto  the  production 
floor,  rolled  up  his  sleeves,  and 
showed  them  what  he  wanted.  Fo- 
cusing on  every  aspect  of  the  new 
plant,  which  churned  out  Charmin 
toilet  paper  and  other  products, 
Ward  won  many  of  them  over  and 
built  the  plant  under  budget. 

Back  at  headquarters,  Ward  let  people  know  he  wanted 
much  more  than  an  engineering  career.  Floyd  Dickens  Jr.,  one  of 
Ward's  early  supervisors,  remembers  a  meeting  in  the  '70s. 
Ward  was  wearing  his  usual  gray  suit,  white  shirt,  and  red  tie. 
Dickens  asked  Ward  about  his  goals,  and  Ward  didn't  mince 
words:  By  the  age  of  45,  he  wanted  to  be  chief  executive  of  a 
major  U.  S.  corporation. 

It  was  an  astonishingly  bold  ambition.  When  Ward  came  to  P&G 
in  1970,  he  was  one  of  just  eight  African  American  engineers 

in  a  department  of 
around  1,200.  In  large 
companies,  a  black  ceo 
seemed  as  likely  as  a 
black  President  of  the  U.  S.  But  that  wasn't  all.  Dickens  knew 
that  engineers  stood  no  chance  of  reaching  the  top  of  P&G.  That 
was  reserved  for  marketers  and  product  developers,  who  knew 
how  to  bring  money  to  the  bottom  line.  "You're  in  the  wrong  or- 
ganization if  you  want  that,"  he  told  Ward. 

So  Ward  pushed  for  a  transfer  that  never  came.  Fmstrated,  he 
left  p&g  to  take  a  job  with  Ford  Motor  Co.  in  1977  and  took  his 
family  back  to  Detroit.  The  move  was  a  disaster.  Ward  became 
lost  and  struggled  inside  the  massive  auto  company.  A  year  later, 
he  jumped  at  the  chance  to  get  back  to  P&G.  All  he  wanted,  he 
said,  was,  someday,  an  opportunity  to  transfer  out  of  engineering. 

He  got  it — and  made  the  most  of  it.  Over  the  next  decade, 


"  There  are  many  who  are 
systematically  excluded.  [But]  the 

oppressed  have  to  overcome  the 
prejudices  of  society.  Knock  on  the 
door,  pull  on  the  handle,  and,  if  you 

have  to,  dismantle  the  hinge  " 

LLOYD  WARD 

CEO-to-be,  Maytag 
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Ward  skipped  from  one  fie| 
the  next,  often  stepping  do 
rung  in  the  corporate  hierarc 
order  to  earn  his  spurs.  In 
for  instance,  he  remade  p&g'^ 
year-old  Ivorydale  soap 
which  had  been  expanded 
hazard  fashion  over  the 
Working  with  the  unionized 
force,  Ward  redesigned  the  I 
from  top  to  bottom.  "Lloyq 
high-energy,  very  focused,! 
competitive  individual,"  says) 
E.  Pepper,  chairman  of  p&(f 
Ward's  former  boss.  By  198 
had  made  the  move  to 
management,  heading  up 
dishwashing  unit. 

But  Ward  was  tiring  oj 
p&g  bureaucracy.  In  1981 
was  off  again,  this  time  for 
corporate  opposite:  the  rq 
and-ready  culture  of  Per 
Inc.,  where  Ward  thrivec 
head  of  Frito-Lay's  wester 
central  divisions,  Ward  led 
charge   against  archrival  | 
heuser-Busch       Cos.' 
Snacks.  At  the  time,  Eagle 
trying  to  speed  the  launch 
new  corn-chip  brand  by 
ing  a  free  bag  of  potato 
with    every    purchase. 
Ward  heard  about  the  str; 
he  upped  the  ante.  With 
persize"  bag  of  Frito-Lay 
the  company  threw  in  a 
bag  of  Doritos,  a  far  more| 
ular  and  established  pre 
than  Eagle's  entry.  Unab| 
sell  its  brand,  Eagle  soon 
back,  and  later  Anheuser- 
got  out  of  the  snack  bus! 
altogether.  "It  was  a  major 
tory,  and  it  was  a  lot  of  fun,"  says  Ward. 
PEP  TALKS.  Pepsi  was  also  the  place  where  Ward  beg^ 
polish  his  leadership  skills.  He  was  constantly  out  ir 
field  trying  to  rev  up  the  troops,  even  showing  up  at  the  | 
ing  docks  to  give  an  informal  pep  talk  to  workers 
Through  it  all,  Ward's  go-for-the-throat  competitiveness 
gung  ho  motivational  tactics  helped  increase  his  divia 
overall  market  share  in  the  region  from  50%  to  56%.  "P{ 
in  that  division  had  decided  that  you  couldn't  grow  r 
share  because  it  was  already  so  high,  "  says  Steven  S. 
mund,  chairman  of  Frito-Lay.  "Lloyd  didn't  accept  that] 
went  on  a  personal  crusade." 

Winning  at  business  was  hardly  his  only  crusade. 
Pepsi,  Ward  got  deeply  involved  in  the  Dallas  community  | 
his  push  to  get  more  high  school  kids  into  college.  Emplc 
became  mentors  to  students.  They  dropped  in  at  school 
work  and  on  weekends  to  help  with  homework.  Ward 
kids  in  his  .office  and  brought  members  of  the  Dallas  Mave 
basketball  team  to  the  school  to  give  them  a  lift, 
whisked  ldds  who  passed  a  state  test  to  a  Six  Flags  amusej 
park  on  the  Frito-Lay  corporate  jet.  By  1996,  61%  of  the 
dents  passed  the  state's  math  test,  up  from  32%  in  1994. 
to  dream,"  Ward  would  tell  them.  "Learn  to  love  adversity.  | 
form — good  intentions  are  not  enough."  To  this  day, 
urges  self-reliance.  "There  are  many  who  are  systematically 
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eluded.  [But]  the  oppressed  have  to  overcome  the  prejudices  of 
society,"  Ward  says.  "Knock  on  the  door,  pull  on  the  handle, 
and,  if  you  have  to,  dismantle  the  hinge." 

Meanwhile,  Ward  was  intent  on  advancing  his  own  career.  So 
when  a  small  Chicago  search  firm  came  calling  in  1995,  with  an 

opportunity  to  inter- 
view for  a  job  that 
could  lead  to  the  ceo's 
office,  Ward  convinced 
Lita  it  was  a  good  idea — even  though  it  was  in  Newton,  Iowa, 
40  miles  from  Des  Moines  and  a  world  away  from  big-city 
life  in  Dallas.  It  was  a  huge  leap  of  faith:  Ward  was  willing  to 
leave  a  hot  career  at  marketing  heavyweight  Pepsi  to  head  the 
appliance  division  of  a  sleepy  company  personified  by  the  hang- 
dog look  of  the  Maytag  re- 
pairman in  TV  ads.  But  the 
fast-track  shot  at  the  ceo's 
job  made  it  worthwhile  for 
Ward. 

It  was  also  a  big  risk  for 
Maytag  leaders,  who  typi- 
cally promoted  carefully 
groomed  insiders.  ceo 
Hadley,  for  example,  has 
been  at  the  company  for  40 
years.  This  time,  however, 
he  instructed  the  board  that 
his  successor  should  be  an 
outsider.  The  company  need- 
ed "an  extroverted  market- 
ing man,"  he  says.  "Brand 
management  is  very  delicate. 
It's  one  of  the  things  I 
drooled  over  when  I  had 
only  seen  [Ward's]  resume." 
LOCAL  OUTRAGE.  When 
Ward  got  the  job,  Lita,  fear- 
ful that  there  would  be  no 
place  for  an  African  Ameri- 
can to  shop  in  Iowa,  went 
out  and  bought  a  year's 
worth  of  pantyhose.  But  as 
strange  as  it  was  for  the 
Wards  to  remake  their  lives 
in  the  Corn  Belt,  their  ar- 
rival was  equally  momentous 
for  Newton,  population 
15,000.  After  the  Wards'  en- 
counter with  the  local  who 
said  their  "kind"  was  not  welcome,  the  story  made  its  way 
around  town,  and  general  outrage  ensued.  The  mayor  wrote  an 
apology  on  the  front  page  of  the  paper,  and  the  folks  who 
hang  out  at  the  Midtown  Cafe  on  the  town  square  worried  that 
it  would  cause  Ward  to  move  Maytag's  headquarters  else- 
where one  day.  Says  Ward:  "People  don't  understand  that  for 
an  African  American  male,  it  was  pretty  mild." 

Indeed,  Ward  has  endured  much  worse.  Back  at  Romulus 
High  School,  Lloyd,  captain  of  the  football  team,  was  not  al- 
lowed to  crown  the  homecoming  queen  because  she  was  white. 
Once,  at  a  gala  black-tie  dinner  in  Dallas  where  Lloyd  and  Lita 
were  the  only  black  guests,  Lloyd  was  returning  to  his  seat  af- 
ter making  a  phone  call  when  a  man  at  the  next  table  stopped 
him  and  asked  him  for  a  cup  of  coffee.  "I  don't  do  coffee.  I  do 


potato  chips  and  Doritos,  but  not  coffee,"  joked  Ward,  th 
Frito-Lay  executive,  trying  to  make  light  of  an  awkwarc  | 
ment.  The  man  turned  back  to  his  tablemates  and  said,  wf 
straight  face:  "You  see,  you  can't  get  good  help  these  day 
This  is  just  the  sort  of  incident  that  has  made  Lloydl 
Lita  adamant  about  giving  their  two  boys,  Lloyd  II J 
and  Lance,  24,  an  unvarnished  sense  of  their  heritage.] 
sons  grew  up  in  affluent  surroundings  far  removed 
their  father's  Romulus  boyhood.  Lloyd  II  went  on  to  grj 
ate  from  Harvard  University,  and  Lance  from  Stand 
Both  are  now  well-paid  consultants  at  Arthur  Andeif 
"We  have  shared  with  them  our  life  story,"  Lloyd  says] 
they've  lived  both  through  their  eyes  and  our  eyes." 
In  Newton,  though,  Ward's  focus  is  all  on  the  present. 

Hadley  dumped  unpronj 
<*        msf    <~  units  and  revamped 

ucts,  Ward  set  about 
vigorating  the  comp 
unsophisticated  mark 
culture.  He  sped  up 
pace  of  product  intro 
tions:  Maytag  will  laun 
new  products  this  yeai 
from  only  a  few  in  the  : 
'90s.  He  lured  more  th 
dozen  executives,  mi 
from   Pepsi    and    P&G| 
Newton.  He  developed 
consumer-research  met! 
sending  observers  into 
pie's  houses  to  watch  t| 
cook  and  clean,  rather 
simply  asking  them  t 
out  surveys.  One  res 
new  $400  washer  to 
Maytag  compete   for 
lower  end  of  the  busi 
it  had  long  shunned 
has  been  able  to  al: 
reinvent    Maytag," 
Mike  London,  a  senior 
president  at  Best  Buy 
a  major  client. 

Take  the  now  text! 
case   of  pricing   May 
new  Neptune  washer, 
initial  plan  was  to  prio 
water-saving    machin 
I  around  $800,  a  good 
above  any  rival  product.  Ward  fig  | 
Neptune  should  be  priced  even  h 
er — at  an  unthinkable  $1,000.  By 
keting  the  machines  as  environmen 
friendly  and  gentle  on  clothes,  V 
and  his  team  reasoned  people  woul  ' 
willing  to  pay  even  more.  "Lloyd  brought  a  boldness  that 
did  not  have,"  says  William  Beer,  now  head  of  Maytag's  a 
ance  business,  who  participated  in  the  meetings. 

Ward,  for  instance,  supplied  a  drought-afflicted  Kai 
town  of  200  people  with  free  Neptunes  and  watched  new 
pers  run  front-page  stories  on  how  much  water  it  saved, 
ordered  up.  a  carlike  gilded  hood  ornament  for  the  front  of 
dishwasher.  And  to  cap  it  off,  he  introduced  the  washer  ** 


NIFTY  AT  50  Wife 

Lita  gave  Ward  a 
Dodge  Viper  to 
mark  his  birthday 


at 


uDare  to  dream.  Learn  to  love  adversity,"  Ward  told  kid:: 
he  tutored.  "Perform-good  intentions  are  not  enough" 
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ultra-tough  Drive  Protection  System  technology. 
Guaranteed  Y2K  hardware  compliant.  And  fin 
supported  by  Compaq's  exclusive  PC  Lifecycle  pengum-g 
dons — hardware,  software  and  services  that  help  you  maintain  total  control  over 
r  enterprise  environment.  So  you're  free  to  manage  your  business — while  your  total 
t  of  ownership  plummets.  No  shocker,  then,  that 


W) 


m 


n 


skpro  is  the  best-selling  brand  in  the  world.  For 
ler  bullet  points, visit  www.compaq.com/deskprOj 

Deskpro  EN  at  $1,379'  •  Intel' Pentium' II  Processor  400  MHz 
11  1  I      ()/\,\       VT  /^T\\  /fflArv      •  3*  MB  SDRAM  -6.4  GB"  Smart  II  Ultra  ATA  Hard  Drive 

itact  your  reseller  or  phone  1-SOO-AT-COMPAQ.  .v* 


•  V500  15"  monitor'  •  3-yearlimited warrantymcludingiyear on-site 


COMPAQ. 


Better  answers. 


.•a**  p«mg  may  wwy1 'Fey  hart  *■*»•  i-d-Nfc.i^    Daafcpro  PCa  ara  warranted  to pan  Ha  USTi  YMAflX  2000 hartwar*  toal  |«nan  87  08  1  SI  DaaiMa  a  tyatem  1  abaVy  to 
«ra  and  <&*ot  nanhvar*  Lxntad  warranty  cartam  r—trcHoo*  and  aadia^ona  apply  Conpaq  mafcaa  no  o»w  wanraiaa.  aiqyaaa  or  inpaad  raqanlnq  »>a  partonnanot  o*  nanj—w  0* 

•<.'m«o>joi  , -*)  cunvyaa/2000    JUrapoiwopy  IOC  1 1QW iter Compaq  OaaHw  MJ  a'vwafeJaaraa  Oparaa ng t/alawwH  " 

iha  Compaq  logo  and  Oaahpro  aw  mgwlarad  Iradamatka  and  OMtot  anawam  a  a  *a*\*ca  "w»  ul  Compaq  Computo*  Co«ppr— on  0 1898  Compaq  Compiaaf  Cofp  Aim 


Cover  Story 


coin  Center  in  New  York,  with  four  of  television's  most  famous 
moms,  including  those  from  The  Brady  Bunch  and  Leave  It  To 
Beaver.  "This  is  not  something  that  a  company  in  Newton, 
Iowa,  would  have  been  likely  to  think  of  before,"  says  Maytag 
board  member  Wayland  R.  Hicks. 

ROUGH  SPOTS.  The  Neptune  set  the  industry  "on  its  ear.  It 
showed  investors  and  rivals  that  consumers  could  be  per- 
suaded to  buy  a  new 
appliance  even  when 
their  old  one  was  not 
broken  and  that  price 
was  not  the  only  reason  to  choose  one  brand  over  another. 
"It's  an  incredible  story,"  says  Sean  D.  Katof,  an  assistant 
portfolio  manager  at  Invesco  Funds  Group  in  Denver,  which 
owns  about  1  million  Maytag  shares.  "The  appliance  industry 
for  years  and  years  has  been  a  very  boring  industry.  Maytag 
really  changed  that." 

Now,  Maytag  is  on  a  tear,  producing  new  appliance  products 
and  features  that  consumers  never  dreamed  they  needed. 
There's  the  $1,400  Gemini  range,  which  will  go  on  sale  in  Au- 
gust, with  its  two  ovens.  And  there's  a  super  fast-cooking 
oven,  due  out  by  yearend,  which  has  been  designed  to  combine 
the  speed  of  a  microwave  with  the  crispness  that  a  regular 
oven  produces. 

Maytag's  success  has  inspired  rivals  to  follow  in  its  footsteps. 
In  General  Electric  Corp.'s  effort  to  snatch  up  a  piece  of  the 
high-end  market  Maytag  has  targeted,  "we  have  let  some 
share  go,"  says  David  M.  Cote,  ceo  of  ge  Appliances.  Like  ge, 
market  leader  Whirlpool  is  also  scrambling  to  offer  hot  new 


premium  products  of  its  own.  "You're  going  to  see  Whirlpool 
veiy  much  in  the  direction  of  Maytag,"  says  Scott  Graha 
analyst  at  New  York's  cibc  World  Markets. 

Still,  Ward's  hard-charging  ways  have  led  to  occasional : 
steps.  "There  were  a  few  rough  spots  in  front  of  a  de 
group  here  and  there,"  Beer  says.  And  while  Hadley 
Ward  speak  highly  of  each  other,  their  relationship  has 
tense  at  times,  say  other  Maytag  executives.  Hadley  is  the  I 
eran,  bowing  out  on  a  high  note  and  reluctant  to  relinquish  | 
trol.  Ward  is  the  outsider,  fond  of  shaking  things  up. 
style  is  very  different  from  mine,"  says  Hadley.  "He  hi 
meetings  I  wouldn't  hold.  He  invites  more  people  than  I  wj 
invite.  He  says  to  me:  'You  have  to  go  out  and  sell  your ; 
gram.' "  Says  Ward:  "Succession  is  hard  at  this  level." 

Differences  aside,  the  results  have  made  both  men 
smart.  And  Maytag's  remarkable  run  has  at  last  paid  of 
Ward.  In  May,  Maytag's  board  gathered  to  announce 
Lloyd  Ward  would  become  the  company's  ninth  chief  ex| 
tive.  Afterward,  Lloyd  and  Lita  celebrated  at  a  posh] 
Moines  restaurant. 

When  Lloyd  and  Lita  got  home  that  night,  exhausted, 
climbed  the  stairs  to  their  bedroom  and  collapsed  in  two  fa] 
chairs.  Neither  said  anything.  "We  just  looked  at  each  otH 
Lloyd  says.  The  silence  lasted  for  more  than  five  minij 
Their  journey  was  complete.  They  had  made  it  to  the  top 
gether.  Rubert  Ward  would  have  been  proud.  It  may  not  | 
been  "Ward  &  Sons,"  but  a  member  of  the  family  finally 
business  of  his  own. 

With  bureau  re 


DON'T  MESS  WITH  THIS  MAYTAG  REPAIRMAN 


It's  6  p.m.  on  a  Wednesday 
evening,  and  I'm  punching  the 
next  chief  executive  of  May- 
tag Corp.  in  the  stomach  as  hard 
as  I  can.  "Huh!"  he  shouts,  ex- 
haling forcefully  each  time  my 
fist  is  halted  by  his  abdomen. 
"Huh!" 

Decked  out  in  a  white  robe 
and  his  recently  earned  black 
belt,  Lloyd  D.  Ward  is  giving  me 
my  first  karate  lesson,  in  the 
basement  of  his  suburban  Des 
Moines  house.  The  shouts,  he  ex- 
plains, allow  him  to  absorb  the 
blows.  Without  any  air  in  his 
lungs,  he  is  incapable  of  having 
the  wind  knocked  out  of  him. 
"THE  COACH."  For  the  next  hour, 
we  practice  karate  moves,  pound 
a  plastic  dummy  with  boxing 
gloves,  lift  weights,  and  do  push-ups. 
This  is  how  Ward,  captain  of  Michi- 
gan State  University's  1970  basket- 
ball team,  begins  six  out  of  every 
seven  days — at  5  a.m.  sharp.  His  fa- 
natical athleticism  is  a  side  few  of  his 
colleagues  see,  but  it  relates  very 
much  to  his  style  as  an  executive. 

At  the  office,  he  likes  to  refer  to 
himself  as  the  coach,  not  the  boss. 
And  during  our  workout  in  the  base- 
ment, he  is  a  consummate  teacher, 
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BLACK  BELT 

Ward  works  out 
at  5  a.m.  sharp 
six  davs  a  week 


offering  me  specific 
advice  and  encour- 
agement at  every 
turn.  "You  got  it. 
Cool!"  he  says,  af- 
ter I  finally  figure 
out  where  to  put  my  left  foot  to  set 
up  for  my  next  move.  As  we  move 
to  other  exercises,  accompanied  by  a 
constant  beat  of  Motown  tunes,  the 
exhortations  keep  on  coming.  "Out- 
standing!... Go!  Go,  David!  ...You're 


a  natural  boxer!"  Well,  hardly,  b 
for  the  moment,  I  believe  him 

Ward  absolutely  despises  losinj 
to  any  opponent — real  or  imag- 
ined. A  few  months  back,  he  wa; 
watching  a  karate  show  on  tele 
sion,  and  a  76-year-old  master  a 
nounced  he  would  get  down  and 
do  100  push-ups  in  60  seconds. 
"No,"  Ward  said  aloud  to  the  TV 
"No,  you  won't."  But  the  man 
then  did,  and  Ward  has  been  try- 
ing to  duplicate  the  feat  ever 
since.  With  his  wife,  Lita,  count- 
ing out  loud,  he  set  his  personal 
best  right  before  my  eyes:  100 
perfectly  formed  push-ups  in  66 
seconds. 

His  ferocious  competitive  strea 

extends  even  to  squaring  off 

against  his  own  sons.  To  earn  his 

black  belt,  Ward  had  to  defeat  a 

series  of  karate  masters.  The  last 

one  standing  between  him  and  his 

black  belt  was  his  son  Lloyd  II 

The  younger  Ward  landed  one 

blow  after  another,  but  Lloyd  kep 

at  it.  "He  was  the  toughest,"  says 

Ward.  "But  I  did  it."  Not  bad  for  a 

50-year-old  guy  who  has  made  his 

name  selling  washing  machines. 

By  David  Leon  ha n 
in  Clive,  Iou 
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Try  "ingenious."  How  better  to  describe  a  PC  that  makes 
your  life  so  much  easier  in  so  many  ways — and  at  so  little 
cost?  Industry-leading  management  tools  make  Compaq 
Deskpro  as  cooperative  a  machine  as  you  could 
dream  up.  And  Deskpro  is  designed  to  integrate 

nlessly  into  a  full  array  of  enterprise  management  solutions.  Plus,    pentium*/// 
I  h  our  new  Insight  Manager  LC,  you'll  configure,  track,  upgrade  and  diagnose 

h  Deskpro  with  ease.  How  smart  is  that}  Find  out  more 
.compaq.com/deskpro,  contact  your  reseller  or 

ine  1-800-AT-COMPAQ. 
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DEALMAKING 


HOW  GE  LOCKED  UP 
THAT  BOEING  ORDER 

It  took  a  hefty  dowry  to  marry  off  its  problem  child 


Late  last  fall,  as  frigid  winds  began 
blowing  outside  their  headquarters 
in  Evandale,  Ohio,  the  folks  behind 
General  Electric  Co.'s  most  powerful 
aircraft  engine  were  in  a  bit  of  a  funk. 
Although  the  GE90  engine  was  tailor- 
built  for  Boeing  Co.'s  777  long-range 
jet,  it  continued  to  be  an  embarrassing 
laggard  behind  the  engines  of  ge's  two 
competitors.  Pratt  &  Whitney  was  still 
roaring  ahead  in  sales.  Meanwhile, 
British  Airways  PLC  had  just  shocked 
the  aviation  world  by  dumping  the  GE90 
in  favor  of  engines  from  rival  Rolls- 
Royce  PLC. 

When  Boeing  began  discussing  plans 
for  an  even  longer-range  version  of  the 
777  early  this  year,  though,  ge  Aircraft 
Engines  President  W  James  McNerney 


Jr.,  saw  a  chance  to  redeem  the  troubled 
project.  Digging  deep  into  ge's  ample 
financial  resources  and  harnessing  the 
personal  lobbying  skills  of  his  boss,  CEO 
John  F.  Welch,  McNerney  and  his  team 
made  Boeing  an  irresistible  offer  of  fi- 
nancial support.  In  addition  to  pushing 
the  technical  merits  of  their  powerful 
engine,  industry  executives  close  to  the 
negotiations  say  GE  agreed  to  help  fi- 
nance Boeing's  development  of  the 
777X — a  highly  unusual  arrangement 
whose  value  some  pegged  at  as  much  as 
$500  million. 

GE  officials,  who  declined  to  discuss 
details  of  the  contract,  got  their  reward 
on  July  7.  Boeing  agreed  to  a  deal  that 
makes  GE  the  exclusive  engine  supplier 
to  the  largest  and  most  powerful  of  the 


long-range  jets,  which  start  flyin 
late  2003.  The  deal— which  GE  , 
could  be  worth  up  to  $15  billio: 
sales — marked  the  first  time  tha 
aircraft  manufacturer  had  agreed 
permanent  engine  monopoly  in  the 
jet  market. 

In  part,  the  terms  of  the  contraci 
fleet  the  growing  competitiveness  ol 
aircraft-engine  business,  ge  sai 
chance  to  vault  ahead  in  one  of  the 
segments  where  it  has  been  weak.  ' 
GE90  was  really  built  with  this  1 
range  application  in  mind,"  ! 
McNerney.  But  it  also  signals  ge's 
ingness  to  slash  today's  profit  margii 
order  to  lock  up  decades  of  lucra 
service  and  spare-parts  business 
move  is  also  risky  for  Boeing,  w 
must  now  price  the  new  777X  pi: 
low  enough  to  make  it  worthwhile 
airlines  to  give  up  the  flexibilit 
choosing  between  engines  by  ge,  P 
and  Rolls.  Says  Chris  Partridge,  an 
alyst  at  Deutsche  Bank:  "You  can 
one  or  two  or  three  key  customers, 
if  they  walk  away,  it  will  really  | 
Boeing's  boat." 
COSTLY  ENGINE.  The  deal  bails  oi 
problem  child  for  GE.  Boeing  began 
veloping  the  777  10  years  ago  as  a 
twin-engine  jet  to  fly  transoceanic  ro 
where  demand  might  not  warrant 
costs  of  a  four-engine  747.  Pratt 
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For  more  than  18  years,  the  worlds  most  innovative  companies  have  trusted  BMC  Software  to 
help  them  gain  maximum  business  advantage.  By  making  the  most  of  their  critical  IT  resources, 
we've  been  able  to  turn  technical  challenges  into  opportunities  —  and  transform  cost  centers  into 
engines  of  profit. 

Our  customers  know  that  BMC  Software  has  the  enterprise  experience,  technical  know-how 
and  world-class  service  to  keep  them  at  the  forefront  of  business  innovation. 

From  e-commerce  to  data  warehousing,  BMC  Software  has  the  solutions  to  ensure  that  all  your 
critical  resources  operate  at  peak  efficiency  and  availability.  So  you  can  turn  existing  resources 
into  powerful  competitive  advantages  —  and  achieve  your  business  potential. 
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Rolls  chose  to  modify 
existing  engines  to 
power  the  new  plane. 
GE,  however,  sank  more 
than  $2  billion  into 
developing  a  giant  new 
engine.  But  many 
airlines  made  it  clear 
that  they  didn't  think 
they  needed  the  GE90's 
power  advantage — or 
its  extra  weight.  More- 
over, problems  with  de- 
velopment and  testing 
caused  high-profile  de- 
lays in  Federal  Aviation 
Administration  certification. 

By  April,  1999,  3'A  years  after  British 
Airways  flew  the  first  GE90S,  orders  for 
the  engine  still  trailed  the  models  Rolls 
and  Pratt  offered  for  the  777.  That  had  to 
bruise  some  egos  in  a  company  that  won 
more  than  half  of  all  '98  engine  orders. 
"The  GE90  was  one  of  the  few  areas  where 
Jack  [Welch]  has  not  been  particularly 
successful,"  says  one  rival  exec. 
WINNER  TAKE  ALL.  GE  got  its  second 
chance  with  Boeing's  decision  to  launch  an 
extended  version  of  the  777.  After  re- 
vamping its  design  to  fly  up  to  10,100 
miles  nonstop — 1,200  more  than  any  cur- 


GE  DOMINATES 
ENGINE  SALES  GLOBALLY... 


...BUT  WANTS  A  LARGER 
PIECE  OF  BOEINGS  BIG  JET 


take-all  contract.  "1 
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rent  777  model — Boeing  projected  orders 
for  500  of  the  aircraft  over  20  years.  And 
the  777X  would  need  a  more  powerful 
engine.  "With  these  thrust  requirements, 
we  would  need  significant  changes  in  the 
[777]  engine  or  a  new  engine  altogether," 
said  John  R  RoundhiH,  vice-president  for 
product  strategy  and  development  at  the 
Boeing  Commercial  Airplane  Group. 

It  quickly  grew  apparent  that  the 
terms  of  the  deal  would  be  different  as 
well.  Both  GE  and  Pratt  insisted  they 
would  have  to  invest  $500  million  in  mod- 
ifications to  meet  the  specs.  To  justify 
those  costs,  each  insisted  on  a  winner- 


would   not  be  am 
plane  to  hang  that  e| 
on  after  it's  built,' 
plains  Robert  F.  L  ' 
Pratt's  executive  I 
president  for  engine 
grams.  Only  Rolls  ol  l 
to  split  the  business.  ■ 
frig's  Roundhill  sayi 
became  clear  earl 
that  only  one  com 
would  get  this  cont:  ft 

As    weeks    of 
wound  down,  McN<  m 
and  his  small  team 
tinued  to  press  the  merits  of  thei 
gine,  arguing  that  it  was  more  pow  J" 
fuel  efficient,  and  quieter  than  the 
Each  player  predictably  sliced  prices 
GE  proved  to  have  deeper  pockets, 
with  profit  margins  of  almost  189! 
year,  compared  with  13%  for  Pratt 
8%  for  Rolls.  GE  also  had  the  high-p 
support  of  Welch,  who  took  a  stronF 
terest  in  the  talks.  Insiders  say  he 
with  Boeing  Chairman  Philip  M.  Con 
help  close  the  deal. 

Boeing  said  it  kept  its  customei 
formed  on  the  bidding  and  doesn't  i 
pate  defections.  Still,  officials  at  1 
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U  -;,  l.ritish  Aicways,  and  other  big 

ii  arent  happy  with  the  777X  engine 
v  >ly.  They  say  they'll  wail  to  see 
.  on  the  777X.  "Boeing's  going  to 
e  i  (In  some  fast  negotiating  to  get 
p  to  buy  that  airplane,"  says  Robert 
£  er,  executive  vice-president  of  op- 
Li  b  at  American  Airlines,  a  big  777 
j  er.  GE's  ferocious  negotiations  ran 
/  at  up  the  engine  wars.  Rivals  are 
a  to  sell  engines  at  cost,  or  lower,  be- 
i  hey  can  niiike  it  up  later  on  service 
t  uv  parts,  which  can  command  prof- 
Kins  of  209,  and  50%,  respectively. 
(  one  is  looking  to  future  business," 
s  eter  Barnes-Wallis,  a  spokesman 
*  Is  in  London. 

1 1  this  deal,  though,  it  remains  to  be 
L  GE  can  keep  its  spoils.  If  enough 
Ii  jump  to  Airbus  Industrie's  new 
j  nee  aircraft,  the  four-engine  A340- 
f  .  initially  powered  by  Rolls,  Boeing 
|>e  forced  to  rethink  the  monopoly 
[  Airbus  is  clearly  prepared  to  ex- 
t  ny  misgivings.  "We  have  never 
inclusive  deals,"  sniffs  an  Airbus 
§  in  Toulouse,  France.  As  ge  has  al- 

■ihown,  in  the  biaitally  competitive 

e  business,  nothing  is  set  in  stone. 

Diane  Bmdy  in  Greenwich,  Conn., 

ireau  reports 


THE  MAN  WHO  WOULD  BE  WELCH 


In  the  race  to  Bucceed  John  F. 
Welch  at  the  helm  of  General 
Electric  Co.,  every  win  counts. 
The  deal  to  place  the  GEM  engine 
into  Boeing's  777X  aircraft  is  just 
the  latest  reason  why  W.  James 
McNerney  Jr.,  49,  is  among  a  half- 
dozen  leading  candidates. 

The  aircraft  division  has  soared 
during  McNemey's  two-year  stint  as 
CEO  and  president  and  has  been  one 
of  ge's  top  performers  in  profitability. 
Last  year,  operating  profits  at  ge 
Aircraft  Engines  rose  30%,  to  $1.8 
billion,  while  overall  revenues 
jumped  by  32%,  to  $10.3  billion.  But 
even  before  that,  McNerney  had  de- 
livered strong  results  as  the  head  of 
units  ranging  from  ge  Lighting  and 
Information  Services  to  Asian  opera- 
tions. On  the  downside,  some  wonder 
if  he  has  benefited  from  being  in  the 
right  place  at  the  right  time,  such  as 
Asia  during  its  boom. 

Even  McNemey's  latest  coup  may 


not  be  enough  to  unseat  the  candi- 
date many  observer  the  fa- 
vorite. Jeffrey  R.  Immelt,  42,  who 
heads  up  GE  Medical  Systems,  is  an 
outgoing  leader  who  has  chalked  up 
terrific  results  during 
tough  times  for  his  in- 
dustry. He  scored  a  key 
victory  on  July  19  with 
a  $1.5  billion  contract  to  | 
sell  diagnostic  imaging 
equipment  and  services 
to  Columbia/HCA 
Healthcare  Group. 
If  McNerney  is 
passed  over,  at  least  he 
should  have  little  trou- 
ble recovering.  His 
name  came  up  in  several  top  CEO 
searches  recently,  including  those  at 
Compaq  Computer  Corp.  and  Elec- 
tronic Data  Systems  Corp.  When 
you're  a  hot  exec,  the  consolation 
prize  is  never  too  shabby. 

By  Diane  Brady 
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~  Words  of  Thanks  ~ 

With  sincere  thanks  to  all  who  have 
helped  us  during  this  unforgettable 
time.  Thank  you  to  Jackson 
Madison  County  General  Hospital, 
the  Police  Oept.,  American  Red 
Cross,  Salvation  Army,  and  Allstate, 
especially  Samantha  Elliott,  Kevin 
Yates  and  the  entire  Allstate  family. 

Pete  &  Elaine  Rogers  &  Family 
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INVESTIGATIONS 


A  STREET  SCANDAL 
THAT  MAY  NOT  DIE 

What  did  the  NYSE  know  about  illegal  trading? 


In  recent  days,  word  has  emerged 
from  the  New  York  Stock  Exchange 
about  plans  for  a  possible  initial  pub- 
lic offering  of  stock.  There  are  plen- 
ty of  obstacles  to  an  IPO,  but  one  seems 
to  have  been  surmounted:  The  NYSE's 
floor  broker  trading  scandal  is  at  an 
end.  Ten  floor  brokers — part  of  the 
army  of  people  who  execute  large 
trades  on  the  NYSE  floor — were  accused 
of  abusing  their  positions  by  carrying 
out  trades  for  their  own  profit.  Nine  of 
the  10,  all  trading  at  an  obscure  bro- 
kerage called  Oakford  Corp.,  have  plead- 
ed guilty.  And  on  June  29,  the  NYSE 
emerged  mostly  unscathed  from  a  Se- 
curities &  Exchange  Commission  en- 
forcement action.  The  nyse  pledged  to 
beef  up  its  oversight  of  floor  brokers — 
which,  the  sec  maintained,  has  been 
woefully  deficient  for  years. 

But  in  fact,  reverberations  from  the 
floor-trading  scandal  may  not  be  over 
for  the  nation's  most  prestigious  stock 
exchange.  In  announcing  the  NYSE  set- 
tlement, the  sec  disclosed  that  federal 
prosecutors  have  "probable  cause"  to 
believe  that  64  floor  brokers  illegally 
traded  for  their  own  profit  in  recent 
years.  The  U.  S.  Attorney's  office  in 
Manhattan  is  continuing  its  probe  into 
trading-floor  chicanery.  And  prosecutors 
have  received  explosive  allegations  from 
a  central  figure  in  the  scandal:  Oakford 
President  William  S.  Killeen. 
FULLY  AWARE.  Killeen,  who  pleadec 
guilty  to  two  felony  charges,  has  made 
grave  allegations  against  major  Wal' 
Street  firms  and  personalities — including 
NYSE  Chairman  Richard  A.  Grasso,  who 
Killeen  insists  was  aware  of  improper 
trading  by  floor  brokers.  He  also  main- 
tains that  floor  brokers  for  Goldman, 
Sachs  &  Co.  and  other  firms  engaged  in 
improper  trading  and  that  the  largest 
specialist  firm  on  the  NYSE,  the  white- 
shoe  brokerage  Spear,  Leeds  &  Kellogg, 
was  fully  aware  of  Oakford's  illegal  use 
of  floor  brokers  to  trade  stocks.  That 
is  denied  by  Spear. 


Killeen  disclosed  these  allegations  in 
hours  of  recent  conversations-  with  for- 
mer American  Stock  Exchange  trader- 
turned-whistle-blower  Edward  Manfre- 
donia.  Manfredonia,  who  has  alleged  that 
Amex  traders  have  *3g£NK&§flt^f£''3:V 
engaged  in  extensive 
misconduct  (BW — 
Apr.  26),  was  intro- 
duced to  Killeen  by  a 
friend  of  Killeen's. 
Manfredonia  says  he 
released  tapes  of  the 
talks  to  BUSINESS 
week  because  he  be- 
lieves Killeen  was  un- 
fairly singled  out.  Be- 
yond confirming 
portions  of  his  con- 
versations with  Man- 
fredonia used  in 
preparation  of  this  ar- 
ticle, Killeen  declined 
to  be  interviewed, 
citing  his  upcoming 
sentencing. 

To  be  sure, 
Killeen's  allegations 
are,  to  a  large  extent, 
self-serving.  More- 
over, they  apparently 
were  part  of  an  un- 
successful effort  to 
obtain  lenient  treat- 
ment from  prosecu- 
tors. On  May  20, 
Killeen  pleaded  guilty 
to  one  count  of  in- 
come-tax evasion  and 
one  count  of  securi- 
ties fraud,  and  he  will 
be  sentenced  on  Sept. 
21.  Killeen  has  maintained  that  in  his 
meetings  with  the  U.  S.  Attorney's  office 
in  Manhattan  before  the  plea,  prosecu- 
tors rebuffed  his  efforts  to  provide  in- 
formation. "They  only  want  to  hear 
[about]  Oakford.  They  don't  want  to 
hear  LaboutJ  other  firms,"  Killeen  bit- 
terly told  Manfredonia. 


Oakford,  Killeen  maintains,  waj 
alone  in  profiting  from  trading  by[ 
brokers,  which  the  government  sa;{ 
olates  the  securities  laws.  That 
indeed,  is  repeated  by  Killeen  thrijj 
out  his  conversations  with  Manfrec 
He  noted  that  he  "did  business" 
150  floor  brokers  over  a  six-year  p 
and  asserted  that  "there  are  60  diff  h 
firms,  broker-dealers  as  my  own,  tli 
this  kind  of  business  day  in  anc  i 
out  with  the  floor  brokers  on  the 

According  to  the  February,  199 
dictment  and  subsequent  SEC  ch; 
Killeen  oversaw  a  scheme  in  whi 
independent  floor  brokers  engag  s 
short-term  trading  on  the  NYSE    to  is 
splitting  the  profits  from  the  trades  sa  • 
Oakford.  Floor  brokers  execute  tra< 
usually  large,  institutional  order  y 
the  various  specialist  booths  on  th 


Anybody  that  tells  yo 


change  floor.  (Specialists  are  brok<  ttjes 


firms  that  buy  and  sell  particular  s 
and  are  required  to  maintain  an  or 
market  in  those  shares.)  Traditio 
floor  brokers  get  a  small  commissio  ie 
each  trade,  even  as  little  as  $2 — 1  j 
their  nickname  "two-dollar  broker; 
Federal  securities  laws  and  NYSE  lo 


I  their 


week 
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broker   from  I  rading  far  I  heir 

mil  pi-of'it.  Thul  is  because  floor 

i  information  on  buy  and  sell 

and  other  information  on  the  flow 

rhis  is  not  publicly  available 

aid  give  them  an  unfair  advantage 

her  investors. 

defense  lawyers  in  the  Oakford 
re  argued  that  personal  trading 
r  brokers  has  been  such  an  ac- 

practice  in  recent  years  that 
ients  did  not  have  criminal  intent 
is  did  not  commit  a  crime.  And 
Bserted  that  arrangements  in 
brokers  share  in  the  profits  of 
without  necessarily  having  their 
on  tlie  accounts,  had  been  sanc- 
for  many  years  by  the  exchange, 
iv  explicitly  Wanned  only  last  Oc- 
Chere  is  no  dispute,  however,  that 
ilways  been  illegal  for  floor  bro- 

initiate  trades  for  their  own 
NYSE  officials  declined  comment 
irtions  regarding  widespread  im- 


floor    2.~>o,  vb.  i  he  6 1    u  peel  ed  by  '  he 

government  have  hem  involved  m  il 
legal  trading  and  that  Oakford'  trading 
practices  were  common  knowledge. 
"There's  nobody  that  didn't  know,"  he 
told  Manfredonia.  "And  anybody  that 
tells  you  they  didn't  know  is  a  liar." 

"ludicrous."  Killeen  says  he  has  pro- 
vided prosecutors  with  the  name-  of 

more  than  11)0  floor  brokers  who  have 
traded  illegally,  for  their  own  profit.  The 
U.S.  Attorney's  office  declined  com- 
ment, while  an  NYSE  spokesman  de- 
scribes Killeen's  assertion  that  250  bro- 
kers traded  illegally  is  "ludicrous." 

Still,  Killeen's  contentions  regarding 
the  breadth  of  the  scandal  dovetail  with 
the  public  record  and  flesh  out  defense 
assertions  that  the  practices  alleged  by 
the  government  are  widespread  at  the 
NYSE.  In  its  settlement  with  the  NYSE, 
the  SEC  found  that  from  1993  to  1998 
"groups  of  independent  floor  brokers" 
engaged  in  illegal  trading  schemes,  and 


fen  «•  lawyer  Victor  J,  R  I  hat 

urvi  m  1993  found  that  230 
door  broker  and  io  of  the  K)  pi  i  iati  ' 
units  "engaged  in  intraday  trading  in 
over  200  stock  "  far  persona]  profit . 
This,  h<  ed,  supported  t  he  de 

tense's  view  that  improper  trading 
widespread.  However,  Borne  of  the  in 
traday  trading  cited  m  the  Burvey — 

aimed  at    capturing  bid-ask  spn-a'1 

was  legal  far  broker.-  at  the  tiim 
officials  would  not  release  the  surv< 

Some  of  Killeen'.-  most  Berious  alle- 
gation- concern  the  firm  that  cleared 
trades  for  Oakford  from  1992  to  1998— 
Spear  Leeds.  He  -ays  Spear  Leeds  was 
intimately  involved  in  the  operations  of 
Oakford.  His  fii-m,  he  notes,  had  a  "joint 
back  office"  arrangement  with  Spear 
that  gave  Spear  a  particularly  intimate 
role  in  the  oversight  of  Oakford.  Joint 
back  offices  or  "JBOs"  are  an  arrange- 
ment that's  becoming  more  common- 
place on  Wall  Street,  in  which  large 


;  kllOW  is  a  liar.  "  —  WILLIAM  KILLEEN,  President  of  Oakford 


.  saying  doing  so  would  con- 
ith  their  SEC  settlement. 
I  his   wide-ranging  conversations 
j  ianfredonia,  winch  took  place  dur- 

.('    Week    Of   July     19,    Killeen    e\ 

I  considerably  on  these  assertions, 
i  says  that  as  many  as  half  the 
oor   brokers  on   the  exchange 


the  NYSE  "failed  to  take  appropriate  ac- 
tion" to  root  out  such  activity. 

Defense  lawyers  for  the  10  accused 
floor  brokers — nine  of  whom  pleaded 
guilty — cited  even  higher  numbers  than 

the  64  noted  in  the  consent  decree.  In  a 
letter  to  Judge  .led  S.  Rakoff  on  Apr. 
30,  on  behalf  of  all  the  defendants,  de- 


clearing  firms  become  partners  with 
small  day-trading  firms,  allowing  small- 
er firms  to  obtain  far  greater  leverage 
than  they  could  on  their  own.  But  the 
trade-off  for  this  leverage  is  oversight — 
because  the  larger  firms  can  take  on.  if 
they  choose,  substantial  credit  risk. 
Killeen  says  that  Spear  lent  his  firm 
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up  to  $30  million  a  day  and  that  Oak- 
ford  was  thus  a  large  and  valued  cus- 
tomer. Carl  H.  Hewitt,  Spear's  general 
counsel,  says  he  is  not  aware  of  the  vol- 
ume of  business  Oakford  conducted. 

Killeen  repeatedly  insisted,  in  con- 
versations with  Manfredonia,  that  Spear 
became  intimately  acquainted  with  its 
jbo  partner  Oakford — including  its  use 
of  floor  brokers  to  trade  for  their  own 
profit.  To  say  otherwise,  Killeen  asserts, 
is  "ridiculous."  He  has  maintained  that 
"every  trader  that  came  on  my  desk, 
they  [Spear  Leeds]  approved,"  and  that 
a  Spear  managing  director  named 
Randy  W.  Frankel  personally  approved 
the  often-sizable  checks  issued  to  floor 
brokers  as  their  piece  of  the  profits,  as 
much  as  $100,000  at  a  time.  Frankel 
was  on  sabbatical  from  Spear  Leeds 
and  unavailable  for  comment. 
FREQUENT  VISITS.  Killeen  maintained 
that  Spear  Leeds  "knew  who  was  trad- 
ing for  us,  how  much  they  were  trading, 
what  stocks  they  were  trading,  when 
they  were  paid,  [and]  how  much  they 
were  paid."  Among  the  Spear  officials 
who  were  aware  of  floor  brokers  trading 
for  Oakford,  he  maintains,  were  four  of 
the  nine  members  of  the  firm's  executive 
committee — Harvey  Silverman,  Gary 
Goldring,  Robert  Luckow,  and  Frankel. 
Killeen  says  that  Silverman  frequently 
visited  Oakford  offices  and  twice  offered 
to  make  Oakford  a  unit  of  Spear  Leeds. 
Silverman  and  Goldring  did  not  return 
phone  calls,  and  Luckow  was  out  of  the 
office  and  unavailable  for  comment.  But 
Hewitt  says  he  "spoke  to  everyone  in- 


volved and  can  confirm  to 
you  that  the  allegations 
are  untrue." 

By  Killeen's  account, 
his  relationship  with 
Grasso  was  also  close.  He 
maintains  that  he  has  told 
prosecutors  that  Grasso 
and  he  were  friends,  and 
that  the  Big  Board  chair- 
man was  familiar  with  his 
method  of  doing  business 
and  aware  of  trading  by 
Oakford's  floor  brokers — 
who  constituted  the  ma- 
jority of  Oakford's 
traders.  He  observed  to 
Manfredonia  that  he  and 
Grasso  had  breakfast 
meetings  "seven  or  eight" 
times,  including  a  Janu- 
ary, 1997,  meeting  with 
Grasso,  which  he  says 
was  attended  by  Edward 
J.  Mueger,  one  of  the  10 
floor  brokers  indicted 
with  Killeen,  who  is  de- 
scribed by  Killeen  as  an  old  friend  of 
Grasso.  An  NYSE  spokesman  says  that 
while  Grasso  has  met  Killeen,  he  was 
never  told  by  Killeen  about  trading  by 
floor  brokers.  Mueger,  whose  Long  Is- 
land phone  is  disconnected,  could  not 
be  reached  for  comment.  An  NYSE 
spokesman  declined  to  comment  on 
Grasso's  relationship  with  Mueger. 

Defense  lawyers  in  the  Oakford  case 
had  argued  that  the  NYSE  sanctioned 
the  conduct  of  their  clients.  Indeed, 
New  York  lawyer  Dominic  F.  Amorosa, 


FLAT  DENIAL 


says  Grasso  denies  knowing  of  "vio 
or  illegal  activity"  among  floor  bn 

Killeen  maintains  that  many 
brokerages  profit  from  trading  b; 
floor  brokers  on  their  payrolls.  "If| 
[floor  brokers]  see  something  go< 
the  floor,  they  just  go  over  to  tell 
desk  'clock  a  buy'  [or]  'clock  a 
whatever  they're  going  to  do,  and 
execute  the  trade."  According  to 
Goldman  floor  brokers  have  a  sep; 
segregated  trading  account,  "and 
get  their  bonus  based  on  their  acci 

Killeen  says  he  saw  a  Goldman 
broker  initiating  a  trade  for  the 
1997,  during  one  of  his  frequent  vis! 
the  floor.  "He  [the  Goldman  floor  br{ 
did  it  while  we  were  together  bij 
floor,  right  in  front  of  me." 

The  stock  involved  in  the  trad 
says,  was  Dayton  Hudson  Corp. 
just  saw  the  stock  was  getting  ver 
tive  and  he  says:  'The  stock's  goii 
break  here.  It's  going  to  go  up, 
says:  'I'm  going  to  buy  some  for  m 
count.'"  A  Goldman  spokesperso: 
leased  a  statement  saying:  "We 
not  been  contacted  by  any  regul; 
authority  regarding  these  allega 
and  are  unaware  of  any  such  activ 

An  official  of  the  U.  S.  Attorney 
flee  in  Manhattan  declined  comme: 
any  of  Killeen's  assertions,  citing 
investigation  under  way.  But  whai 
information  Killeen  may  or  maj 
have  tried  to  provide  the,  feds,  it  s 
the  current  federal  probe  may  be 
ed  in  scope.  An  nyse  spokesman 
the  exchange  itself,  "to  the  best  o 
knowledge,"  is  not  under  investigj 


A  spokesman  for  the  New  Yorl 
Stock  Exchange  says  Chairman  Richard  Grass 
denies  that  he  knew  of  any  'Violative  or  illega 
activity"  among  floor  brokers 


who  won  dismissal  of  charges  against 
floor  broker  John  R.  D'Alessio,  supports 
Killeen's  assertions  about  Grasso.  While 
saying  that  he  doesn't  know  of  the 
meetings  referred  to  by  Killeen,  he  as- 
serts that  "Grasso  and  the  people  at 
the  New  York  Stock  Exchange  were 
aware  of  what  these  guys  were  doing." 
Amorosa  describes  as  an  "interesting 
issue"  whether  "that  puts  Grasso  in  the 
middle  of  criminal  conduct."  An  nvsk 
spokesman  says  Grasso  cannot  comment 
on  Amorosa's  comments  because  D'A- 
lessio remains  an  nyse  member,  albeit 
suspended,  and  thus  "is  subject  to  the 
regulatory  jurisdiction  of  the  NYSE."  He 


Likewise,  Hewitt,  Spear's  general 
sel,  says  he  is  not  aware  of  any  pi 
directed  at  Spear  stemming  fron 
floor-trading  scandal  at  the  NYSE 

The  39-year-old  Killeen  is,  of  cc 
hardly  a  choirboy  himself.  Prosec 
maintained  that  he  rode  herd  o\ 
scheme  to  flagrantly  violate  the  la 
the  floor  of  the  nation's  leading 
market.  But  had  the  NYSE  floor  ah 
been  sullied — by  indifferent  enforce 
of  the  rules,  profiteering  floor  brc 
and  firms  whose  size  and  clout  ha: 
couraged  prosecutors?  It's  a  trou 
question.  And  it  deserves  an  answ 
By  Gary  Weiss  in  New 
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At  AT&T  Online  Customer  Service,  you  can  do 
it  all  at  the  power  of  e  —  take  control  of  all 
of  your  communications  relationships  with 
AT&T  on  one  website. 

So,  compare  calling  plans,  add  services,  order 
a  wireless  phone  or  prepaid  calling  cards,  sign 
up  for  AT&T  Personal  Network. 

go  to:  www.att.com 


View  your  monthly  statement,  identify  a  party 
you  called  (even  wireless  calls),  get  credit  for  a 
wrong  number.  Then  pay  your  bill,  right  online. 

E-mail  a  tech  question  and  receive  an  answer 
via  e-mail,  fax  or  phone  —  your  choice. 

Go  to  www.att.com/clickhere  today  to  do 
all  this  and  more.  It's  the  control  you've  always 
wanted  and  now  it's  in  your  hands. 


No  self-respecting 

control 


fflEl 


should  be 
without  it. 


Conditions  apply. 


Do  it  all 

at  the 

power  of  e. 


AT&T 

Jnline 

customer 

service 
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STOCKS 


INSIDE  WALL  STREET: 
A  REPORT  CARD 

Featured  stocks  usually  surged  at  first,  but  lagged  later  on 


Last  year  was  a  nightmare  for  stock 
market  pros.  The  indexes  were 
strong,  but  the  gains  were  con- 
centrated in  a  narrow  band  of 
high-profile  megacap  stocks  like  Mi- 
crosoft, General  Electric,  and  Wal-Mart 
Stores.  That  kind  of  environment  was 
brutal  for  stockpickers  who  sought  op- 
portunity in  what  the  crowd  was  over- 
looking, just  the  sort  of  situations  re- 
ported in  business  week's  Inside  Wall 
Street  column. 

In  that  light,  the  results  of  our  analy- 
sis of  the  performance  of  the  183  stocks 
featured  in  the  column  last  year  is  not 


Comparing  the  Column 

Inside  Wall  Street  featured  183  stocks  in  49  issues  in  1998. 

For  each  issue,  the  returns  for  the  market  benchmarks  were 

calculated  for  each  of  four  time  periods.  Those  returns  were  av 

eraged  over  all  49  issues,  and  the  results  are  below. 
The  average  return  for  the  column  was  figured  the  same  way. 


1  DAY 

1  MONTH 

3  MONTHS 

6  MONTHS 

STANDARD  &  POOR'S  500 

0.3% 

2.7% 

6.3% 

11.2% 

DOW  JONES  INDUSTRIALS 

0.3 

2.1 

4.2 

8.9 

RUSSELL  2000 

0.2 

0.6 

-0.8 

-2.9 

INSIDE  WALL  STREET 

4.9 

3.8 

-0.1 

-2.2 

slightly  trailed  the  s&P  over  six  months. 
Since  Inside  Wall  Street  reports  more 
often  on  small  companies,  we  also  meas- 
ure performance  against  the  Russell 
2000  index,  a  broad  gauge  of  small  caps. 
Here,  the  column's  returns  were  bet- 
ter, nosing  out  the  Russell  index  during 
the  three-  and  six-month  periods,  and 
beating  it  handily  over  the  shorter 
periods. 

Of  course,  Inside  Wall  Street  is  not  a 
managed  portfolio.  Written  by  veteran 
Wall  Street  journalist  Gene  G.  Marcial 
since  1981,  the  column  reports  the  latest 
information  and  market  talk — usually 
not  yet  widely  known — that 
could  affect  the  fortunes  of 
companies  and,  of  course,  the 
prices  of  stocks.  It's  about 
potential  mergers  or 
takeovers;  exciting  new 
products,  changes  in  earn- 
ings, for  better  and  for 
worse;  and  corporate  devel- 
opments such  as  restructur- 
ing, spin-offs  and  asset  sales. 


1 


The  inside  line  can  come  from  b 
vestors,  money  managers,  security 
alysts,  or  company  executives. 

To  measure  the  column's  per 
ance,  we  use  Thursday  closing  p 
The  magazine  is  available  online  T 
day  nights  and  begins  to  reach 
scribers  and  newsstands  on  Friday. 
Thursday  close  is  the  base  for  all 
measurements.  The  one-month,  t 
month,  and  six-month  figures  are  s' 
the  stock-price  percentage  changi 
tween  the  stock's  pre-publication 
and  the  other  dates.  When  one  of 
dates  falls  on  a  weekend  or  holida; 
use  the  previous  trading  day's  cl 
price.  When  stocks  split,  we  at 
prices  accordingly. 
CALCULATIONS.  We  also  adjust  p 
for  takeovers.  If  a  company  has 
acquired  in  a  stock  swap  during 
measurement  period,  we  calculate  I 
return  based  on  the  price  of  the 
stock  that  the  shareholder  of  thf 
stock  will  now  own.  So  the  three- 
six-month    calculation    of   Chrys  II 
gains — 13.2%  and  12.8%,  respectiv<  ^ 
was  based  on  the  0.6235  shares  of  j 
ler  Benz  AG  that  the  U.  S.  auto 
er's  shareholders  received.  For 
deals,  we  assume  the  cash  receive  | 
the  stock's  price  at  the  next  meai 
ment  date. 

The  biggest  impact  from  a  menti 
business  week  is  on  Friday,  the 
opportunity  investors  have  to  ac 
the  information.  The  first-day  prio 
tion  is  overwhelmingly  positive,  u 
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DATA:  BUSINESS  WEEK,  STANDARD  &  POOR'S  CORP. 

surprising.  But  it  is  disappointing.  The 
stocks  of  the  companies,  on  average, 
swamped  the  gains  in  the  Standard  & 
Poor's  500-stock  index  and  the  Dow 
Jones  Industrial  average  on  the  first 
day  the  column  appeared,  usually  a  Fri- 
day (table).  One  month  later,  the  Inside 
Wall  Street  stocks  were  still  way  ahead 
of  indexes,  up  an  average  of  3.8%.  At 
the  three-month  mark,  the  average  In- 
side Wall  Street  stock  was  slightly  neg- 
ative and  well  behind  the  market — and 
after  six  months,  the  average  stock  was 
down  2.2%,  vs.  the  s&p's  11.2%  gain.  In 
1997,  the  first  year  for  which  we  un- 
dertook this  analysis,  the  column's 
stocks  drubbed  the  S&P  and  the  Dow 
overwhelmingly  in  one-day  and  one- 
month  periods.  The  column  also  topped 
the  s&p  and  Dow  in  the  three-month 
period,  and  beat  the  Dow  and  only 
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arc  the  183  stocks  featured  in  Inside  Wall  Street  during 
Poor  each  stock,  we  have  the  last  dosing  price  before  the 
n  became  public,  usually  a  Thursday.  Then,  using  that 
bs  a  base,  we  computed  one-day,  one  month,  three- 
i  and  six-month  percentage  returns.  When  any  of  those 


periods  ended  on  nd,  the  prior  Friday's  dosing  price 

was  used.  All  prices  have  hecn  adjusted   for  pli'-. 

When  iany  was  taken  over  in  a  -lock  swap,  we  calcu- 

lated price-  based  on  the  new  stock  The  Thursd  e  is  11 

days  before  the  issue  d;r 


THURS 
CLOSE 

1  DAY 

PERCENT  CHANGE 
1  MO.      3  MOS 

6  MOS 

ISSUE 
DATE 

-0.1 

-2.7 

6.5 

-3.1 

1/12/98 

ncK 

-1.0 

-0.6 

-18.1 

1/12/98 

NSTRUMENTS 

45 

6.3 

21.4 

20.3 

33.3 

1/12/98 

C  RN  PACIFIC  FUNDING  13* 

-1.9 

3.8 

18.1 

24.8 

1/12/98 

CAR  TECHN0L08IES 

28  A 

-0.2 

2.0 

-16.3 

-48.0 

1/12/98 

-3.3 

17.8 

-2.4 

5.4 

1/19/98 

6.3 

17.5 

11.2 

20.2 

1/19/98 

HEALTH  SERVICES* 

5.1 

-1.5 

-19.2 

-9.6 

1/19/98 

16/ 

3.0 

38.1 

73.9 

25.4 

1/19/98 

DICAL  MANAGEMENT  16/ 

1.1 

29.3 

-13.3 

-95.2 

1/26/98 

75 

1.6 

10.3 

28.7 

53.0 

1/26/98 

IBANK 

29/ 

2.9 

7.3 

23.0 

24.9 

1/26/98 

DEVELOPMENT 

25/, 

-5.9 

-12.2 

28.0 

42.8 

2/2/98 

ONICS 

22/. 

0.3 

21.1 

-19.9 

-16.3 

2/2/98 

IK 

7.0 

5.9 

6.6 

0.0 

2/2/98 

63% 

-0.8 

-0.7 

17.5 

13.6 

2/9/98 

STORE 

18 

7.3 

38.2 

82.3 

88.5 

2/9/98 

T  ENTERPRISES 

11% 

7.5 

7.5 

4.3 

2.2 

2/9/98 

:hicago  nbd 

76"/, 

-0.1 

5.2 

19.3 

1.5 

2/16/98 

INK 

1.6 

1.3 

11.3 

-8.6 

2/16/98 

OSTON 

47& 

1.4 

5.0 

14.7 

-1.5 

2/16/98 

/DICE  SYSTEMS 

10 

6.3 

-8.8 

3.8 

14.4 

2/16/98 

0  TECHNOLOGY 

-0.9 

2.7 

-15.7 

-72.7 

2/16/98 

1 INE  COMMUNICATIONS  27X 

1.7 

-2.9 

18.5 

-26.5 

2/16/98 

1  ECTRONICS 

23* 

2.1 

-23.4 

-7.2 

-30.1 

2/16/98 

i  MMUNICATIONS 

451/ 

8.3 

25.7 

5.4 

-8.8 

2/23/98 

I  COMMUN  INTL.* 

18% 

8.0 

-7.0 

-5.2 

-7.3 

2/23/98 

1  INDUSTRIES 

\9'A 

3.2 

3.8 

9.2 

27.2 

2/23/98 

1 

5% 

17.4 

16.3 

8.7 

-6.5 

2/23/98 

Ionic 

52/4 

1.7 

4.4 

-0.7 

12.2 

3/2/98 

8% 

20.0 

-3.1 

-22.1 

-15.4 

3/2/98 

vaygolf 

31 

6.0 

-4.8 

-31.5 

-59.7 

3/2/98 

J  IS  STORES 

ITA 

0.7 

26.9 

-1.0 

0.7 

3/9/98 

JLUS 

14% 

-0.8 

1.3 

-14.3 

-32.8 

3/9/98 

ilGENT  ELECTRONICS 

2    6% 

5.4 

11.8 

19.2 

NA 

3/9/98 

!  NECT  SOLUTIONS 

2.2 

10.8 

15.1 

NA 

3/9/98 

1   N  BEER 

■ 

21.1 

19.0 

-23.8 

3/16/98 

(OK  ALE  BREWERY 
IS  CITY  SOUTHERN 

-38.1 

3/16/98 

23.6 

20.9 

-14.2 

3/16/98 

AK 

7 

37.5 

40.6 

../98 

«AL  STEEL 

-26.9 

3/? 

STOCK 

THURS 
CLOSE 

1  DAY 

PERCENT  CHANGE 
1  MO.       3  MOS 

6  MOS 

ISSUE 

DATE 

NETWORK  SOLUTIONS 

12/- 

4.9 

67.8 

55.6 

23.9 

3/23/98 

US  SURGICAL4 

33% 

3.3 

-2.8 

16.5 

20.4 

3/23/98 

SEA6ULL  ENERGY5 

17A 

8.0 

-12.4 

-32.1 

3/30/98 

BOUYGUES  OFFSHORE 

21/- 

3.0 

-0.9 

6.2 

-34.3 

3/30/98 

RESPONSE  USA 

5/ 

25.6 

12.2 

23.2 

-9.8 

3/30/98 

PAYMENTECH 

18;l/b 

5.6 

2.3 

9.9 

-24.8 

4/6/98 

RECOTON 

25% 

4.9 

-1.5 

39.9 

-13.0 

4/6/98 

COLUMBIA  LABORATORIES 

13'/, 

4.2 

-25.1 

-58.1 

-70.7 

4/6/98 

MICROAGE 

14/ 

1.7 

10.4 

-2.2 

-9.6 

4/13/98 

MONARCH  DENTAL 

17/ 

-0.7 

-5.0 

-12.2 

-25.2 

4/13/98 

COAST  DENTAL  SERVICES 

27% 

-0.9 

-15.8 

-48.2 

60.4 

4/13/98 

NATIONAL  INSURANCE  GROUP  10/* 

25.0 

24.4 

-14.0 

-36.6 

4/13/98 

ALCOA 

35'/: 

1.8 

7.8 

-6.2 

11.2 

4/20/98 

AT.  CROSS 

12 

0.0 

-0.5 

-2.1 

-49.0 

4/20/98 

PIONEER  HI-BRED  INTL. 

34 

-1.4 

17.6 

3.3 

-23.5 

4/20/98 

AMERICAN  EXPRESS 

102% 

4.5 

1.6 

12.6 

-13.2 

4/27/98 

GAYLORD  CONTAINER 

7% 

5.6 

15.9 

-12.7 

-64.3 

4/27/98 

BAKER  HUGHES 

409/6 

4.3 

-6.9 

-24.8 

-^16.5 

4/27/98 

SCHLUMBERGER 

78V2 

-1.2 

4.1 

-12.5 

-33.8 

4/27/98 

LYCOS* 

27/6 

1.5 

4.6 

-34.8 

-29.3 

5/4/98 

INFOSEEK* 

28Ms 

9.0 

-8.6, 

10.3 

-9.7 

5/4/98 

EXCITE* 

30M6 

-2.7 

1.2 

-54.5 

-10.2 

5/4/98 

SUNRISE  MEDICAL 

147/6 

0.9 

10.8 

-10.4 

-37.7 

5/4/98 

CRYSTAL  SYSTEMS  SOLUTIONS  1 7/ 

7.1 

-15.0 

-32.1 

-47.1 

5/4/98 

MAPICS 

19% 

0.0 

-6.2 

-3.3 

-9.2 

5/4/98 

MRV  COMMUNICATIONS 

27/ 

2.5 

-12.2 

-17.9 

-69.7 

5/4/98 

GLOBAL  MARINE 

23% 

5.6 

-4.8 

-38.5 

^17.1 

5/11/98 

IGEN  INTERNATIONAL 

36% 

3.4 

-11.5 

8.6 

-17.9 

5/11/98 

COVENTRY  INDUSTRIES 

48 

5.2 

-2.1 

-47.9 

-84.9 

5/1 1/98 

PITTSTON  BRINKS  GROUP 

39-/, 

2.7 

2.5 

-7.6 

-24.8 

5/18/98 

RSL  COMMUNICATIONS 

29i4 

-0.9 

-13.7 

29.4 

-23.6 

5/18/98 

COMPX  INTERNATIONAL 

24/ 

0.0 

-7.6 

-14.2 

-16.8 

5/18/98 

KRAUSES  FURNITURE 

3'/ 

5.0 

-20.0 

-60.0 

-60.0 

5/18/98 

BANKAMERICA6 

83*. 

-0.6 

2.5 

-5.0 

-20.9 

5/25/98 

NATIONSBANK7 

75% 

-0.7 

2.1 

-7.4 

-22.7 

5/25/98 

SYNOPSYS 

43%, 

3.3 

-0.4 

-16.4 

9.3 

5/25/98 

AMGEN 

30  A 

6.1 

-0.4 

8.5 

25.0 

6/1/98 

HIRSCH  INTERNATIONAL 

1.8 

-26.0 

-68.0 

-60.9 

6/1/98 

USA  DETERGENTS 

12% 

9.1 

39.4 

-8.1 

-19.2 

6/1/98 

ICOS 

16/ 

29.6 

16.5 

3.8 

38.5 

6/8 

NATIONAL  RECORD  MART 

-9.7 

-50.9 

55.4 

6/8/98 

ired  by  BancOne  Corp.  lor  1  62  shares,  Oct.  2. 1998 
iretl  by  Xerox  Corp  lor  $7.60  a  share.  May  21, 1998. 
Irad  by  Xerox  Corp.  for  $20  a  share.  May  21.  1998 


4  Acquired  by  Tyco  International  tor  0.7606  shares.  Oct  2.  1998. 

5  Renamed  Ocean  Energy,  Inc. 

6  Acquired  by  NationsBank  tor  113  shares.  Oct.  1.  1998. 


7.  Renamed  BankAmenca  Corp. 
•Short  sale 


continued  on  next  page 
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The  Best  Performers... 


FOR  ONE  DAY 


FOR  ONE  MONTH 


SECURITY  DYNAMICS  TECH.      55.0 


FOR  THREE  MONTHS 


FOR  SIX  MONTHS 


FINGERHUT 
BIOMIRA 

monjey'store 

*  Renamed  Wavo  Corp. 


92.1% 

90.6 
82l 


IMCLONE  SYSTEMS 

EAGLE  HARDWARE  &  GARDEN 

FINGERHUT 


average  4.9%  from  the  Thurs- 
day close.  Indeed,  of  the  183 
stocks  reported  on,  135  were 
up  on  Friday.  That's  the  "an- 
nouncement effect"  of  the  col-      BIOMIRA  140.6%     NETWORK  EVENT  THEATER 
umn,  which  often  happens  in      EARTHLINK  NETWORK  37.2        NETWORK  SOLUTIONS 
other  situations   such   as   a     WAVEPHORE  *  35.4 
piece  of  significant  news  from 
a  company  or  a  strong  rec- 
ommendation from  a  well-fol- 
lowed analyst. 

Depending  on  the  company 
and  the  story  behind  it,  the 
stock  can  really  jump  that 
first  day.  Look  at  Biomira,  a  biotech- 
nology company  in  Edmonton,  Alber- 
ta, which  trades  in  the  U.  S.  on  the 
over-the-counter  market.  The  stock, 
mentioned  in  the  Dec.  7  column,  had 
closed  at  $2  (U.  S.)  per  share  on  Nov. 
25   (a  Wednesday,   since   because   of 
Thanksgiving  the  magazine  went  to 
press  a  day  early.)  The  company,  the 
column  reported,  was  developing  a  vac- 
cine to  battle  breast  cancer,  and  had  a 


164.1% 

103.7 

96.1 


marketing  pact  with  Chiron  Corp.,  a 
larger  biotech  company,  to  produce  and 
market  the  vaccine.  The  news  was  elec- 
tric: On  the  Friday  after  Thanksgiving, 
a  day  with  a  short  trading  session  and 
low  volume,  nearly  5.5  million  shares 
of  the  stock  traded,  more  than  10  times 
the  company's  average,  and  the  stock 
jumped  to  4%,  up  140.6%  for  the  day. 
In  mid-May,  the  stock  traded  as  high  as 
5%,  but  was  at  3%  on  May  25,  six 


months  after  publicatip" 

Biomira's  enormous  gi 
atypical.  The  next-best 

day  performances  came  M 

V..:^..      EarthLink  Network  Inc' 
37.2%,  and  WavePhortl 
35.4%.  Analyst  Joel  H.  1  *i 
ner  of  First  Albany  Corp 
forecast  that  WavePhoi 
developer  of  high-speed 
terns    for   distributing 
gramming  to  TVs  and 
would  go  to  20  from  11  \ 
a  year.   Instead,  the 
headed  south.  After  six  months 
company,  since  renamed  Wavo  ( 
was  selling  at  8Vk. 

Inside  Wall  Street  had  better 
with  other  Net  plays  such  as  Net  ledDe] 
Event  Theater,  Network  Solutions  DDOths 
Security  Dynamics  Technologies  pie 
three  were  big  winners  in  the  t  tlntl 
month  time  period.  The  column  al  i.taJ 
ported  on  Net  stars  Lycos,  Inft  liny, 
and  Excite  back  in  April,  1998,  t  he  natii 
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STOCK 

BOLDER  TECHNOLOGIES 
REEBOK  INTERNATIONAL 
GENERAL  MILLS 
ADVANCED  HEALTH8 

THURS. 
CLOSE 

10/, 

289/6 

69% 
13% 

1DAY 

11.9 

PERCEN 
1M0. 

19.0 

f CHANGE 
3  MOS. 

-4.8 

-43.5 

6  MOS. 

-13.1 
-47.7 

ISSUE 
DATE 

6/8/98 

6/15/98 

STOCK 

THURS. 
CLOSE 

1DAY 

PERCENT  CHANGE 
1  MO.      3  MOS 

6  MOS. 

1 
I 

SOTHEBY'S  HOLDINGS 

23% 

-2.6 

-11.8 

-18.9 

62.5 

8/3,1  | 

7.4 

-0.9 

NATIONAL  PRESTO  INDUSTRIES  39% 

-1.9 

-0.5 

-1.1 

2.7 

8/3.  Blii 

1.7 
-6.7 

-2.5 
-71.3 

-6.5 
-86.1 

11.7 

6/15/98 

VALLEY  NATIONAL  BANCORP 

29% 

6.5 

-2.0 

-12.0 

-12.0 

8/3 

up 

-88.3 
-30.0 

6/15/98 
6/22/98 

QWEST  COMMUN.  INTL. 

20 

0.9 

-25.5 

-2.2 

49.8 

8/1 

AIM 

SANGSAT  MEDICAL 

30 

2.3 

3.2 

1.5 

12.5 

4.6 

-36.7 

KROGER 

475/a 

-0.7 

4.1 

16.5 

'33.3 

8/1 

VIATEL 

TELESPECTRUM  WORLDWIDE 

CRW  FINANCIAL 

IPX 
8'/ 
5 

38.3 
-1.8 

15.0 

-6.4 
-31.6 
-27.5 

61.2 

6/22/98 

BURLINGTON  COAT  FACTORY 

245/6 

0.8 

-9.0 

-38.3 

-41.1 

8/1 

IIMIP 

8.8 
27.5 

6/22/98 
6/22/98 
6/29/98 

CBS 

31'%. 

0.4 

-18.4 

-6.5 

13.1 

8/1  Me 

CHARMING  SHOPPES 

4/ 

1.4 

-5.6 

-12.5 

-18.1 

8/1  tiKl 

CIRCUS  CIRCUS  ENTERPRISES' 

16'/ 

10.0 

9.5 

13.1 

-3.1 
7.1 

-38.5 

-31.9 

GLENAYRE  TECHNOLOGIES 

7% 

5.7 

-13.8 

-17.9 

-45.5 

8/1  IHES 

PROJECT  SOFTWARE  &  DEV. 
TERA  COMPUTER 
ELECTRO  SCIENTIFIC  INDS. 

21 

10% 

-35.1 

43.2 

6/29/98 
6/29/98 

INTEGRATED  DEVICE  TECH. 

6 

12.5 

-17.7 

22.9 

22.9 

8/1  DMUGT 

-4.0 

-37.7 

-28.0 

SONIC  FOUNDRY 
J.P.  MORGAN 

8% 
117/ 

10.0 
8.2 

-20.0 
-19.5 

-9.2 

-13.1 

9.2 
-7.6 

8/1 

8/3 

HIS 

31% 

-1.8 

-23.6 

-48.6 

33.9 
25.2 

7/13/98 
7/13/98 

■«B  SI 

EXCEL  TECHNOLOGY 

VETERINARY  CTRS.  OF  AMER 

WIZTEC  SOLUTIONS 

KELLSTR0M  INDUSTRIES 

GILLETTE 

TYCO  INTERNATIONAL 

WAVEPHORE10 

CHINA  TELECOM 

NIPPON  T&T 

PHILIPPINE  LONG  DIST.  TEL. 

SK  TELECOM 

HOUSTON  INDUSTRIES11 

NETOPIA 

83/e 

6.1 

-3.8 

-14.5 

MICROAGE 

14'/ 

5.2 

-15.1 

-3.4 

-10.3 

8/2 

m 

19% 
11 

29Me 

59% 

64/6 

10% 

33% 

43% 

24% 

7'/* 

29'/, 
89/6 

5.1 

-3.8 

-16.6 

-2.9 

22.2 

-8.8 
-23.1 

18.7 
-22.9 

12.2 

-13.4 

6.0 

56.4 
5.3 

10.2 

gy,  Inc. 
orp. 

enz  AG  for 

7/13/98 
7/13/98 
7/13/98 
7/20/98 
7/20/98 
7/20/98 
7/27/98 
7/27/98 
7/27/98 
7/27/98 
7/27/98 
7/27/98 

0.6235  shares, 

ENZO  BIOCHEM 

\VA 

6.7 

-33.7 

2.2 

-5.6 

8/2 

lifflBS 

11.4 
6.7 

11.4 
1.5 

-18.2 
-52.3 
-35.1 
-24.7 
-67.4 
4.4 

-9.7 
-13.0 

15.6 

7.8 

-51.8 

ieliant  Ene 
iancWest  C 
yDaimler-E 

INHALE  THERAPEUTIC  SYST. 

249/6 

-6.9 

6.4 

32.6 

12.0 

9/7 

ft! 

LONGS  DRUG  STORES 

35'/e 

1.1 

16.9 

-0.4 

3.2 

9/7 

iiis 

4.9 
0.3 

35.4 
0.2 
2.7 

-5.2 
4.4 
0.4 

18.2 

-15.0 

-4.7 

-10.3 

-20.6 

-16.8 

-25.4 

-7.6 

-4.4 

-2.9 

FIRST  HAWAIIAN12 

28 

7.1 

22.3 

55.1 

40.0 

9/7 

■lUKl 

AMR 

503/6 

-0.4 

7.0 

39.4 

15.7 

9/] 

*RIS  STORF 

COMSAT 

ITk 

5.8 

25.8 

29.4 

5.8 

9/] 

1 

GANNETT 

58^ 

-1.1 

-8.7 

8.5 

7.5 

9/] 

^atu 

MERCURY  GENERAL 

39 

-0.6 

-8.2 

8.3 

-15.1 

9/: 

a 

MERRILL  LYNCH 

63% 

-3.4 

-28.0 

14.7 

21.6 

9/: 

Nifif 

CHRYSLER13 

48% 

0.0 

-11.1 

13.2 

12.8 

9/: 

i 

LENNAR 

18% 

3.0 

3.0 

25.5 

21.8 

9/ 

tin 

EAGLE  HARDWARE  &  GARDEN14 

20/6 

13.1 

-8.1 

45.2 

103.7 

9/; 

8.  Renamed  AHT  Corp 

9.  Renamed  Mandalay  Resort  Group 
10.  Renamed  WAVO  Corp. 

11 
12 

13 

Renamed 
Renamed 
Acquired  b 

14.  Acquired  by  Lowe's  Co.  for  0.64  shares,  April  2 
Nov.  9,  1998. 

1999. 

"■* — - 

I  ale      recommendal  Ion 
ft  [ike  Murphy,  editor  of 
i  erpriced  Slock  Strvici 

ndamental  advice  may 
mind,  liui  the  timing 

>t  An  [nfoseek  short 
J  have  produced  a  10.6'  i 
Y  n  three  months,  but  six 
it    after  the  first  mention, 


...And  The  Worst 


FOR  ONE  DAY 


FOR  ONE  MONTH 


CO  WAREHOUSE 
QWEST  COMMUN  INTL  ' 
INHALE  THERAPEUTIC  SYS 

FOR  THREE  MONTHS 


though)  it  would  >><•  resusd- 

tsted  by  a   tronger  part 

The  stock  rii  ie  299  aft 

month,    bul    no    acquirer 

-16.9%    ADVANCED  HEALTH  t  71.3%       tepped  in  and  the  company 

8.0       CD  warehouse  38  6        went  into  bankruptcy.  The 

6.9        ENZO  BIOCHEM  33  7  K»k   was  down  96.395    six 

monthe  later. 


FOR  SIX  MONTHS 


HIRSCH  INTERNATIONAL         -68.0 
WAVEPHORE**  -67.4 


ADVANCED  HEALTH  t 
COVENTRY  INDUSTRIES 


-88.3 
-84.9 


"Reported  as  short  sale,  issue  date  Feb.  23, 1998 
t  Renamed  AHT  Corp 


**  Renamed  Wavo  Corp 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Bui  the  Becond  item  in 

Btocks  were  higher.     ADVANCED  HEALTH  t  -86.1%     FPA  MEDICAL  MGMT.  -95.2%      that  Inside  Wall  Street  col- 

umn was  a  hearty  recom- 
mendation of  pharmaceuti- 
cal giant  Pfizer  Inc.  by  Lew 
Kabinowitz  of*  R.  Lewis  Se- 
curities. He  bet  that  the 
Food  &  Drug  Administration  would  ap- 
prove the  impotence  drug  Viagra  in  the 
spring,  and  the  stock,  at  77,  would  be 
above  100  in  a  year.  He  was  right  on 
the  FDA  and  wrong  about  the  stock, 
which  was  over  100  within  three  months 
and  has  split  3-for-l  since. 

Preliminary  indications  for  1999  so 

far  are  that  the  column  is  beating  the 

averages.  We  plan  to  report  on  this 

year's  performance  this  time  next  year. 

By  Jeffrey  M.  Laderman,  with 

B.  Kite,  in  New  York 


OUld  have  produced  loss- 

sellers. 
I  before  investors  ever 
t  the  Internet,  they  were 
about  takeovers — and  In- 
all  Street  has  always  tuned  its 
in  to  that  chatter.  Some  of  the 
with   the   biggest   gains   were 
SB.  Fingerhut  Cos.,  a  direct-mail 
er  with  a  growing  Internet  pres- 
'as  bought  out  for  $25  a  share  by 
ted  Department  Stores  Inc.  about 
nonths  after  it  was  highlighted  in 
igazine  as  a  Net  play,  not  as  a 
ir.  In  the  Sept.  21  issue,  retailing 
Alan  M.  Rifldn  of  U.  S.  Bancorp. 
affray  also  predicted  that  Lowe's 
he  nation's  No.  2  home-improve- 


ment chain,  would  acquire  Eagle  Hard- 
ware &  Garden.  That  very  deal  was  an- 
nounced on  Nov.  22.  And  a  column  that 
closed  Feb.  25,  1998,  reported  takeover 
whispers  about  Intelligent  Electronics 
and  its  80%-owned  subsidiary,  xi. connect 
Solutions.  Eight  days  later,  Xerox  Corp. 
agreed  to  acquire  them. 

But  alas,  FPA  Medical  Management 
Inc.,  a  would-be  takeover  featured  in  the 
Jan.  26,  1998,  issue,  never  happened.  In 
fact,  the  company,  which  managed  physi- 
cian groups,  was  already  ailing,  and  many 


THURS.    PERCENT  CHANGE  ISSUE 

CLOSE     1  DAY      1  MO.      3  M0S.  6  M0S.         DATE 


OY 

■  HERX  BIOPHARMA' 

!  GROUP 

1  ATIONAL  GAMING 


11/4 

183/e 


2.8 

6.1 


8.9     16.7      55.6    9/21/98 
-10.3     -7.9        3.8 


9%   15.2 

15'/      4.8 

6"/*  18.7 

30'/«     5.3 

'.:  SURGICAL  PRODUCTS    25%  -2.5 


20.9     40.5      35.4 

6.3     -7.1    -31.3 

19.6     10.3      13.1 


9/21/98 
9/28/98 
9/28/98 
9/28/98 
10/5/98 


7.8     52.0    -19.7 

6.2       2.4      54.9    10/5/98 


CKMATE 

4%      1  3 

-5.1 

11.5 

-37.8 

10/5/98 

ASSOCIATES15 

34% -0.9 

12.8 

9.2 

11.7 

10/12/98 

.  ' GAMES 

11'/.      5.0 

-12.8 

-2.8 

-22.8 

10/12/98 

CHNOLOGY  GENERAL       6/..  14.4 


.    MORRIS 
,'i  L-  MYERS  SQUIBB 
i\  "LANTIC 
HE  SYSTEMS 


-0.7 
46'/  3.1 
51**   -3.6 

6'/»  14.6 


10.7     14.1    -28.3 
21.9     42.3      39.0 


10/12/98 
10/19/98 
10/19/98 
10/19/98 


7.7       9.7        6.9 
31.1     53.4    164.1    10/19/98 


YCLE 

151* 

-3.2 

27.4 

15.7 

-31.9 

10/19/98 

IDUSTRIES 

714 

3.3 

12.5 

14.2 

27.5 

10/26/98 

3N  HOLDINGS1' 

15% 

-2.0 

9.1 

20.2 

18.2 

10/26/98 

ARRIS  STORES 

7% 

0.0 

30.2 

-9.5 

-6.3 

10/26/98 

Y 

23'/, 

4.0 

14.6 

18.8 

6.9 

11/2/98 

S.  STEEL  GROUP 

0.5 

6.4 

11.4 

26.6 

1 1/2/98 

:h 

7.3 

26.1 

30.9 

-35.2 

1 1/2/98 

IRO  PACIFIC 

9 

6.2 

53.4 

61.6 

11/9/98 

! 

BB 

3.6 

14.6 

3.0 

>/98 

] GROUP 

25/4 

-1.5 

2.7 

1 1/9/98 

STOCK 

THURS. 
CLOSE 

1DAY 

PERCENT  CHANGE 
1  MO.      3  MOS 

6  MOS. 

ISSUE 
DATE 

ROCK  OF  AGES 

lP/e 

9.2 

10.3 

8.1 

-8.1 

1 1/9/98 

AEROQUIP-VICKERS17 

38'i 

1.0 

-12.8 

46.9 

52.1 

11/16/98 

MODINE  MANUFACTURING 

367/6 

2.9 

-1.5- 

-18.4 

-10.3 

11/16/98 

RED  ROOF  INNS 

1713/. 

14.7 

-9.5 

-17.2 

-8.4 

11/16/98 

WILD  OATS  MARKETS 

26-% 

1.4 

9.0 

-3.3 

6.2 

11/16/98 

LYNX  THERAPEUTICS 

9 

12.6 

13.2 

12.6 

8.2 

1 1/23/98 

HEALTHSOUTH 

ll'M* 

2.1 

18.3 

13.1 

19.4 

1 1/23/98 

ORGANOGENESIS 

14 

-2.2 

-14.7 

4.5 

-16.5 

11/23/98 

HEMISPHERX  BIOPHARMA 

8/0 

-6.1 

-26.7 

-29.0 

-6.9 

11/23/98 

NEWMONT  MINING 

22M« 

-1.1 

-19.7 

-20.3 

-11.0 

1 1/30/98 

CUMMINS  ENGINE 

395/6 

1.9 

-13.4 

4.3 

28.3 

1 1/30/98 

MIAMI  COMPUTER  SUPPLY 

20M 

22.4 

30.7 

6.7 

-3.1 

1 1/30/98 

EARTHLINK  NETWORK 

52% 

37.2 

29.0 

14.9 

-4.5 

12/7/98 

TEREX 

27'Yie 

0.4 

-5.4 

-8.3 

14.8 

12/7/98 

BIOMIRA 

2 

140.6 

54.7 

87.5 

81.3 

12/7/98 

FINGERHUT18 

12% 

3.9 

21.1 

92.2 

NA 

12/14/98 

TELE-COMMUNICATIONS19 

41'/ 

2.6 

33.3 

54.2 

49.7 

12/14/98 

AT&T 

41 

2.0 

21.8 

34.1 

28.8 

12/14/98 

INHALE  THERAPEUTIC  SYST.  32 'A 

1.9 

3.8 

-20.0 

-22.1 

12/14/98 

CD  WAREHOUSE 

23% 

-16.9 

-38.6-47.1 

-67.7 

12/21/98 

SECURITY  DYNAMICS  TECH 

17'/ 

4.6 

55.0 

-4.3 

0.4 

12/21/98 

NETWORK  EVENT  THEATER 

10'/ 

2.4 

77.4 

50.0 

27.4 

12/21/98 

ST  PAUL  BANCORP 

22/. 

5.5 

4.9 

-6.0 

13.2 

12/28/98 

BROOKSTONE 

12% 

0.5 

11.9 

-1.0 

16.8 

12/28/98 

CHS  ELECTRONICS 

14J/ 

0.0 

11.9 

-52.1 

-73.3 

12/28/98 

ENERAL 


4.7       14.4     21.8    -27.2    11/9/98 


aany  split  into  three  units  and  stocks.  Mar.  24,  1999  Now  named  Vanan  Inc 
in  Medical  Systems,  and  Varian  Semiconductor  Equipment  Associates  Inc. 
ired  by  Market  Corp  tor  $19  a  share.  Feb.  9.  1999 


17.  Acquired  by  Eaton  Corp.  for  $58  a  share.  Apr.  12. 1999. 

18  Acquired  by  Federated  Dept  Stores  lor  $25  a  share.  Mar.  19.  1999 

19.  Acquired  by  AT&T  for  0.7757  shares.  Mar.  10. 1999. 

•Short  sale  data  bloomserc  financial  markets  bw 
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COMMENTARY 

By  Mike  McNamee 


FASTER,  CHEAPER  TRADING- 
CAN  THE  REGULATORS  KEEP  UP? 


Don't  mention  Microsoft  Corp.  to 
an  official  at  the  New  York 
Stock  Exchange.  Nothing  galls 
the  Big  Board  more  than  the  stead- 
fast refusal  of  top  technology  firms — 
Microsoft,  Intel,  Oracle,  and  a  host  of 
others — to  bring  their  stocks  to 
Broad  and  Wall  streets  to  trade.  The 
chips-and-code  crowd  has  kept  its 
shares,  and  their  huge  trading  vol- 
umes, on  the  Nasdaq  market,  an  af- 
front that  leaves  the  207-year-old 
nyse  fuming. 

By  this  time  next  year,  however, 
New  York  may  have  its  revenge.  In- 
vestors buying  msft  or  into  probably 
will  be  able  to  send  orders  to  an  ecn, 
or  electronic  broker,  operating  under 
the  Big  Board's  name.  If  two  NYSE 
brokers  can  match  buy  and  sell  or- 
ders inside  the  nyse  computer,  the 
trade  will  close  there — with  no  rev- 
enue for  Nasdaq.  But  don't  cry  for 
the  junior  market:  Nasdaq  will  be 
pairing  up  with  new  ecns  to  raid 
New  York's  trading  floor  for  high-vol- 
ume issues  such  as  General  Electric, 
at&t,  and  IBM. 

Poaching  on  each  other's  stocks  will 
be  just  one  outgrowth  of  the  acceler- 
ated drive  by  the  nyse  and  Nasdaq's 
parent,  the  National  Association  of 
Securities  Dealers  Inc.,  to  convert 
their  markets  from  member-owned 
clubs  to  stockholder-owned,  profit-dri- 
ven bourses.  That  conversion,  and  the 
competition  it  spawns,  will  benefit  in- 
vestors and  brokers  alike.  Tomorrow's 
markets  will  feature  faster  trades, 
lower  costs,  and  fewer  niches  where 
brokers  can  exploit  customers.  Equity 
investing,  the  middle-class  mania  of 
the  '90s,  could  roll  into  the  21st  cen- 
tury on  a  tidal  wave  of  falling  com- 
missions and  rising  volume. 

But  to  ensure  that  this  happens, 
the  Securities  &  Exchange  Commis- 
sion will  have  to  be  very  vigilant  in- 
deed. For  the  outlook  in  the  near 
term  is  for  a  fair  amount  of  turmoil. 
There  may  be  a  sharp  rise  in  market 
fragmentation — a  proliferal  ion  of  trad- 
ing sites  that  lowers  the  odds  that 
every  seller  of  a  stock  is  exposed  to 


every  buyer.  While  invading 
each  other's  trading,  markets 
are  maintaining  old  franchises 
to  protect  their  members. 

The  SEC's  main  job  is  level- 
ling the  playing  field.  It  trig- 
gered the  NYSE's  and  Nas- 
daq's radical  reforms  with 
farsighted  1997  rules  that  un- 
leashed new  competitors — 
nine  electronic  communica- 
tions networks,  or  ECNs — that 
have  taken  over  30%  of  Nas- 
daq's trading  volume  by  offer- 
ing faster  electronic  order- 
matching,  ecns  can  even 
become  exchanges  in  their 
own  right — a  route  that  Arch- 
ipelago Holdings  LLC,  the 
fourth-largest  ecn,  announced 
that  it  would  take  on  July  27. 
Now,  the  sec  must  make  cer- 
tain that  new  and  old  markets 
still  provide  investor  protec- 
tions, including  links  needed 
to  ensure  that  investors'  or- 
ders get  the  broadest  possible   | 
exposure. 

Is  the  sec  up  to  the  task? 
Chairman  Arthur  Levitt  Jr. 
struck  the  right  note  on  July 
26,  when  he  warned  Nasdaq 
and  the  NYSE  that  "any  proposed 
structure"  must  be  "consistent  with 
the  protection  of  investors  and  the 
maintenance  of  fair  and  orderly  mar- 
kets." But  the  sec  still  must  break 
down  Wall  Street's  cozy  clubs,  shed 
its  own  micromanagement  of  the  ex- 
changes, and  streamline  regulation. 

Nasdaq  was  the  first  market  to 
consider  public  ownership.  But  NYSE 
Chairman  Richard  A.  Grasso  up- 
staged the  junior  market  with  a 
bold — and  probably  overblown — 
pledge  that  the  Big  Board  would  is- 
sue stock  to  the  public  before  Thanks- 
giving. Grasso's  plan  would  give  each 
of  the  exchange's  1,366  members  NYSE 
stock  and  a  perpetual  right  to  trade 
on  the  exchange.  While  wiping  out 
the  broker  control  that's  stymied 
many  attempts  to  streamline  the 
NYSE,  the  plan  could  pit  traders 


against  owners:  "What  if  the  shai  has  mai 
holders  decide  the  exchange  wou  if  floor, 
more  profitable  with  5,000  seats?'  fegelei 
asks  Junius  W.  Peake,  finance  pre  LyncS  v 
sor  at  the  University  of  Northen  fcCo.  are 
Colorado.  hi  ftm- 

REAL  RISK.  At  Nasdaq,  Chai  ay  an 
Frank  G.  Zarb  now  is  moving  Bet  these 
cautiously.  His  plan,  which  nasd's  i\^\d 
was  expected  to  endorse  on  Jul  iEal.  Givj 
would  sell  a  minority  stake  in  N:  nld  keep 
to  the  group's  members,  listed  cc  S. Stock  c 
nies,  and  technology  suppliers.  N  %mi 
won't  consider  an  initial  public  rjoirit-ve 
ing  until  next  year.  Zarb's  challei  ftyg 
to  convince  the  small  brokers  who 
mate  nasd's  5,530  member  firms.  ! 
message  is  blunt:  "If  we  don't  dc  \ 


whatever  value  the  members  ha 


Nasdaq  will  dissipate." 

For  Nasdaq,  that's  a  real  dang  - 
Its  biggest  members  have  invest  f  that  th 


si 


ethe 
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iii  i  cNs,  betl  ing  I  hat  electron 
ng  will  dominate  the  future. 
•  21,  three  big  online  brokers — 

Schwab,  Fidelity  Invest- 
and  DLidirecl    joined  foi 
iDlBook,  mi  ecn  owned  by 
-maker  Spear,  Leeds  &  Kel- 
n  July  27,  Instinct  Corp.,  the 

and  oldest  ECN,  took  a  16.  V  ■ 
\  Archipelago,  hacking  that 
lans  to  launch  a  new  exchange. 


J    ^-a 


has  managed  to  keep  ecns  off 
ing  floor.  But  its  big  players 
king  electronic  competitors: 
Lynch  &  Co.  and  Goldman, 
:  Co.  are  creating  a  new  sys- 
led  l'rimex,  that  could  offer  a 
Sized  auction  for  NYSE  stocks. 
eet  these  challenges,  both 
id  Nasdaq  need  more  agility 
ital.  (Jiving  stock  to  big  mem- 
mid  keep  trading  on  the  major 

;.  Stock  can  also  serve  as  cur- 
'We  can  use  that  scrip  to  ac- 
•  joint-venture  with  other  mar- 
kcns,"  Grasso  explains, 
ng  the  NYSE's  brand  "to  an 
unlisted  I  i.e.,  Nasdaq]  stocks." 
t  will  take  more  than  capital* 
Bake  the  new  markets  work. 
there  the  SEC  comes  in.  The 
siim's  first  priority  must  be 
g  that  the  exchanges'  regula- 


ble    market  surveillance  and 

oversight  of  members — isn't  swept 

away  in  the  rush  to  compete.  But 

for-profll   market-  can't   lie  good  regu- 
laturs:  "It  will  be  absolutely  cleat 
that  these  market.-  compete  with  the 
very  members  that  they  regulate," 
says  former  sec  Commissioner 
Steven  M.  H.  Wallman. 
FAIR  SPLIT.  Nasdaq  recognizes  that:  It 
plans  to  spin  off  \  \so  Regulation  with 
an  $800  million  endowment.  Grasso 
thinks  that  NYSE  can  keep  regulation 
within  the   for-profit   exchange,   ski 
Chairman  Levitt  should  quickly  dis- 
abuse the  nyse  of  that  notion.  Once 
they're  independent,  the  regulators 
could   be  merged   or  divide   up   the 
industry. 

Nasdaq  market-makers  and  NYSE 


built  to  route  trad--  between  N< 

York  and  regional  exchanges.  Bui  'he 

nyse  has  been  slow  to  open  n    to 

Competitors,  and  the  -v  • 

old  technology  "is  like  two  tin  < 

and  a  string.    Bays  Archipelago  (  to 

Gerald  Putnam.  The  sec  may  ha 

force  markets  to  cooperate  on  a  new 
backbone  with  more  equal  access. 

Equal  access,  of  course,  will  make 
it  easier  for  markets  to  poach  on  each 
other.  That  will  create  opportunities 
for  new  entrants  to  pile  in — for  a 
while.  But  a  shakeout  will  come  swift- 
ly, because  trading  in  a  given  stock 
tends  to  concentrate  at  the  site  where 
sellers  can  find  the  most  buyers. 

Within  a  few  years,  proliferating 
trading  sites  could  boil  down  to  three 
or  four  major  markets — but  they 


WHERE  STOCK  MARKETS  ARE  HEADED 

CAPITALISM,  NOT  COLLECTIVISM  The  New  York  Stock  Exchange  and 
the  National  Association  of  Securities  Dealers  plan  to  convert  their  mar- 
kets to  for-profit,  stockholder-owned  companies.  Eventually,  both  are  likely 
to  issue  shares  to  the  public  in  IPOs. 

MARKETS  IN  A  BOX  Two  alternative  systems-the  Island  ECN  and  Archi- 
pelago-soon will  apply  to  become  exchanges. 

CONSOLIDATING  THE  COPS   NASD  Regulation  and  the  NYSE  are  in 
talks  to  merge  or  divide  up  market  supervision. 

TURF  RAIDS  NYSE  wants  to  put  its  name  on  systems  to  trade  Nasdaq 
and  foreign  stocks.  Nasdaq  will  try  to  swipe  NYSE  volume,  too.  New  ex- 
changes will  poach  on  both  with  cheaper  trading. 

THE  BIG  SHAKEOUT   In  a  few  years,  three  or  four  major  markets  will 
emerge.  Tighter  links  between  markets  will  let  upstarts  constantly 
challenge  the  major  markets. 

DATA:  NYSE,  NASD,  BW 


specialists  and  floor  brokers  also  de- 
serve a  hard  look.  When  stock  infor- 
mation was  tightly  held  and  trading 
was  slow,  these  players  were  neces- 
sary. But  their  privileged  access  to  in- 
formation about  a  stock's  supply  and 
demand  gives  them  such  a  favored 
position  that  the  sec  has  piled  rule 
upon  nitpicking  rule  to  prevent  abus- 
es. Often — as  in  the  criminal  investi- 
gation of  floor-broker  trading  at  the 
NYSE — the  rules  don't  work.  Electron- 
ic markets  won't  have  such  special 
players,  counting  on  the  free  flow  of 
information  to  keep  stocks  moving. 
The  SBC  should  help  clear  away  those 
antiquated  roles. 

The  SEC  will  also  have  to  push  tra- 
ditional markets  to  share  their  infra- 
structure. To  become  exchanges, 
Archipelago  and  the  island  ECN  must 
join  the  Intel-market  Trading  System, 


wron't  look  like  today's.  The  popular 
blue  chips  that  now7  cluster  at  the 
NYSE  might  trade  more  cheaply  on  a 
purely  electronic  exchange,  while  New 
York's  floor  may  be  the  best  home  for 
lower-volume,  mid-cap  stocks.  A  new 
auction  market  could  spring  up  to 
nurture  microcap  issues — threatening 
Nasdaq's  traditional  position  with 
high-tech  issuers. 

Who  will  come  out  on  top?  Ulti- 
mately, investors  and  issuers — the 
providers  and  users  of  capital — should 
benefit  from  cheaper,  quicker,  and  eas- 
ier trading.  But  that  outcome  is  not 
guaranteed.  The  sec  forced  markets 
to  compete — now  it  has  to  follow 
through  to  make  sure  the  competi- 
tion's fair. 

McNamee  covers  finance  from 
Washington. 
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THIS  TOY  WAR 
IS  NO  GAME 

Big  retailers  are  invading 
eToys'  tempting  online  turf 

This  year,  toy  retailers  are  rolling 
out  the  big  guns.  We're  not  talking 
Super  Soakers  here — those  Day-Glo 
water  cannons  that  kids  everywhere 
consider  must-haves  for  dousing  unsus- 
pecting friends  and  parents.  No,  we're 
talking  about  the  ammunition  that  the 
country's  biggest  toy  sellers  and  leading 
online  giants  are  stockpiling  to  snare 
a  share  of  the  Internet  toy  business 
this  Christmas. 

There's  a  single  target  in  their 
crosshairs:  eToys  Inc.  Last  year, 
rivals  took  a  beating  from  the 
Santa  Monica  (Calif.)  upstart,  and 
they  don't  intend  to  let  it  hap- 
pen again.  The  company  has  paved  the 
way  for  selling  toys  online  and  has  be- 
come the  brand  to  beat.  In  December, 
eToys  was  the  fifth-most-visited  online 
shopping  destination,  according  to  re- 
searcher Media  Metrix  Inc.  In  the  cru- 
cial fourth  quarter,  which  accounts  for 
two-thirds  of  all  toy  sales,  the  company's 
revenues  soared  to  $22.9  million,  up 
from  $530,000  a  year  earlier.  While 
that's  barely  a  ripple  in  today's  $23  bil- 
lion U.  S.  toy  market,  Forrester  Re- 
search Inc.  estimates  online  toy  sales 
will  hit  $1.5  billion  by  2003.  That  success 
has  prompted  the  company's  $3.7  bil- 
lion valuation — even  though  the  shares, 
which  hit  76%;  when  first  sold  to  the 


eToys  ™ 

-   Amazon.com  and  Wal-Mart  are  gean 
up  their  Web  sites  to  meet  the  eToy  challenge 


PERSONALIZED  SERVICE  WILL  KEEP  CUSTOMERS  LOYAL,  SAYS  CEO  LENK 


public  in  May,  have  been  cut  in  half 
along  with  other  Net  stocks. 

Now,  the  competition  is  fighting  back. 
Toys  'R'  Us  Inc.  spun  off  its  Web  site  as 
a  separate  company  in  April  and,  in  an- 
ticipation of  the  holidays,  plans  to  invest 
$80  million  in  it.  In  May,  Consolidated 
Stores  Corp.'s  KB  Toys  snapped  up 
BrainPlay.com,  an  Internet  specialty  toy 
retailer.  And  Wal-Mart  Stores  Inc.,  the 
country's  largest  toy  merchant,  promis- 
es a  total  overhaul  of  its  Web  site  in 
time  for  Christmas. 


PRODUCT 

Cyt 

LAUNCHED  ONLINE 

>er  Toy  Battle 

PLUS                                         !    MINUS 

ETOYS 

October,  1997 

Internet  first  mover,         Tiny  $30  million  sales 
broad  selection  of         |  for  year  ended  Mar.  31; 
15,000  playthings        j  unknown  to  mass  market 

WAL-MART 

June,  1996; 
relaunch 
later  this  year 

Largest  U.S.  toy           j  Sparse  200-item 
retailer,  buying            |  selection,  limited  Web 
clout,  in-store  returns   |  experience 

TOYS  'R'  US 

June,  1998; 
relaunched 
April,  1999 

Brand  name,  buying      j  Fumbled  1998  holiday; 
leverage,  in-store         j  Web  unit  looking  for 
returns                      j  CEO 

AMAZON.COM 

July,  1999 

Stellar  Internet  brand,   j  Late  entry 
10.7  million  customers  1 

DATA:  BUSINESS  WEEK 
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The  real  firepower,  though,  em 
on  July  13.  That's  when  E-comi 
giant  Amazon.com  Inc.  charged  in'  lis.  Ler 
category  with  a  toy  section  whose 
page  looks  as  if  it  were  taken  di 
from  eToys'  book.  A  week  after  la 
ing  its  toy  business,  Amazoi 
snatched  the  top  spot:  "I  believe 
already  the  largest  seller  of  chili 
products  online,"  said  ceo  Jeffrey 
zos,  a  claim  based  on  sales  of 
books,  videos,  and  music.  Amazo 
quickly  come  to  dominate  every 
ket  it  has  entered,  using  its  hug  re 
tomer  base — which  now  tops  10  r 
people — to  surge  into  the  lead  in  laiyst  La 
net  music  sales  in  four  months  a  « 
videos,  in  just  45  days. 
NEWMARKETS.  While  eToys  is  ur  taj 
to  hold  on  to  its  spot  as  the  top  t  Int., 
tailer  on  the  Net  in  a  battle  witl  , 
heavyweights,  the  company  loolsiv 
pable  of  remaining  a  strong  playe  icorr 
company's  strategy  is  to  stoc  <^ 
deepest  selection  anywhere,  r« 
15,000  playthings — not  incl  it>, 
books — from  mass-market  hits  t  j., 
cialty  products.  Toys  'R'  Us,  mea 
carries  10,000  items  in  each  store,  » 
KB  has  around  10,000  online.  A  x^L 
same  time,  eToys  is  branching  int  j,'^, 
er  children's  categories  with  th  uj 
of  becoming  the  dominant  Net  r<  [, 
of  merchandise  for  children  up  1  i,  i 
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it  has  added  mu  ic,  videos, 

!•(•,  video  panics,  and,  on  July  \'Z, 

looks.  In  April,  it   agreed  to  ac- 

I  *ahy(  'enter    Inc.,  an   edueat  Ion 

nrnunity  site  that  also  sells  such 

-  maternity  wear  and  strollers. 
■Toys  won't  talk  about  markets 

tn  enter  in  the  future,  analysts 
i  Bporting  goods  and  party  sup- 
I  natural  fits. 

challengers  are  already  claim- 

eToys  mantle  tor  their  own.  (Ji- 
uler  Toys  'R'  U*,  another  laggm-d 

will  be  the  clear  leader  in  on- 

sales  in  the  fourth  quarter,  vows 
tbert  C.  Nakasone.  "[eToysl  did 
lion  last  year,"  he  says.  "That's 
he  same  as  one  or  one-and-a-half 
stores." 

s  is  betting  that  building  from 
lund  up  with  an  eye  toward  the 
of  children  and  parents  will  give 
g-term  edge.  That  means  a  kid- 
te,  where  children  browsing 
i  videos  won't  run  across  R-rated 
or  example,  and  where  parents 
k  to  experts  over  the  phone  or 
1  E-mail  about  baby  seats.  "We 

the  Web,  and  we  just  do  kids' 
ays  eToys  ceo  Edward  C.  Lenk. 
3f  our  competitors  can  say  that." 
a  37-year-old  former  strategic 
g  vice-president  at  Walt  Disney 
fieme  parks,  founded  eToys  at 
!,  a  Pasadena  (Calif.)  incubator 

startups  that  still  owns  about 

1  eToys. 
JES.  Lenk  says  that  eToys  will 
Decause  the  company's  hard- won 
nee  has  taught  it  that  small 
[count.  One  such  example  is  the 
to  put  personalized  "to-from" 
i  each  gift.  That  way,  multiple 
different  recipients  can  be  sent 
;ame  address,  instead  of  in  sepa- 
\es.  Coming  soon:  a  parent-pass- 
trotected  gift  registry,  and  spare 
Old    repair   services    for   toys. 
|-e  all  simple  things,  but  no  one 
s  figured  out  how  to  do  them," 
lalyst  Lauren  Cooks  Levitan  of 
>ston  Robertson  Stephens  Inc. 
s  is  gambling  that  its  approach 
it  apart  from  companies  such  as 
Inc.,  an  online  music  seller  that 
early  market  dominance  over- 
«  -d  by  a  host  of  rivals — especially 
,1  l.com.  By  catering  to  a  demo- 
group,  rather  than  just  building 
ie  mall  tilled  with  specific  product 
ies,  such  as  cds,  eToys  is  aiming 
customers  more  loyal.  "We're 
that  this  kid-space  means  some- 
iore  t"  the  consumer,"  Lenk  says. 
ins  we  have  to  get  it  right  all 
|e."  And  do  a  better  job  than  the 
repetition     Santa  Clans. 
Larry    Armstrong    in    Santa 
.  i  'alif. 


Science  &  Technology 


ENERGY 


BATTLE  OF 
THE  BATTERIES 

Whose  smaller,  cheaper  version  will  land  under  the  hood? 


Car  batteries  have  no  sex  appeal. 
Dainty  lithium  batteries  in  cell 
phones  and  notebook  computers 
may  keep  getting  tinier,  lighter, 
and  more  powerful.  But  that  hefty  lead- 
acid  clunker  under  the  hood  hasn't 
evolved  radically  since  the  1940s. 

But  in  coming  months,  a  battery  rev- 
olution is  going  to  sweep  through  the 
transportation  sector.  Dramatic  advances 
in  nickel-zinc  batteries  could  lead  to  new 
types  of  electric  bikes  and  scooters  and 
may  eventually  change  the  shape  and 
performance  of  car  batteries.  Even  be- 
fore that  happens,  auto  makers  are  get- 
ting a  peek  at  lead-acid  car  batteries 
that  pack  the  power  of  a  standard  40- 
pound  box  into  a  product  that  weighs  no 
more  than  a  laptop. 

Although  brand-new,  these  develop- 


ments are  already  shaking  up  the  bat- 
tery establishment.  In  April,  tiny  Ever- 
cel  Inc.  in  Danbury,  Conn.,  snared 
Robert  L.  Kanode  as  chief  executive. 
Kanode,  one  of  the  five  original  devel- 
opers of  IBM's  ThinkPad  computers, 
hopes  to  take  Evercel  into  the  major 
leagues  with  a  special  class  of  nickel- 
zinc  batteries  that  can  be  recharged  500 
times.  That's  five  times  as  often  as  such 
batteries  today.  A  few  years  before 
Kanode  plotted  his  move,  Daniel  S. 
Lankford  stepped  down  as  ceo  of  Lu- 
cent Microelectronics  Europe,  one  of 
Lucent's  high-flying  chip  divisions,  to 
chair  Bolder  Technologies  Corp  in  Gold- 
en, Colo. — the  company  that's  develop- 
ing the  incredible  shrinking  lead-acid 
batteries.  "I  had  no  interest  in  the  bat- 
tery business  or  Denver,  but  this  tech- 


LIGHTENING  UP  CAR  BATTERIES 

f 

Most  car  batteries  consist  of  six  cells,  each  with  positively  and  negatively 

charged  electrodes  that  react  with  a  chemical  known  as  an  electrolyte  to 

create  an  electric  current.  Bolders  mission:  Shrink  cells,  and  shed  weight. 


SEPARATOR 


In  normal  car-battery  cells,  the 
negative  and  positive  electrodes  are 
heavy  lead  plates  divided  by  plastic 
separators.  But  this  approach  requires 
a  lot  of  space  and  results  in  batteries 
that  weigh  about  40  pounds. 


Bolder's  breakthrough  was  to  flatten 
the  lead  plates  and  coil  them  tightly 
together  into  new  cells  that  start  the 
car.  A  smaller,  separate  battery  powers 
lights,  wipers,  air  conditioning,  and 
other  gizmos.  The  two  new  batteries 
combined  are  half  the  weight  of  an  or- 
dinary car  battery. 
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"Nobody  has  seriously  come  to  market  with  an  exceller 
replacement  for  lead-acid-until  now,"  boasts  Kanode 


"it 


nology  is  unique,"  says  Lankford 
seemed  too  exciting  to  pass  up." 

Of  the  two,  Kanode  may  be  taking 
the  bigger  gamble.  The  industry  has 
toyed  with  nickel-zinc  for  half  a  century. 
But  high  material  costs  and  poor  per- 
formance have  kept  such  batteries  out 
of  the  mainstream.  The  chemical  com- 
pound is  more  energy-dense  and  is  less 
toxic  than  lead-acid.  But  the  batteries 
tend  to  drain  quickly  and  expire  after 
being  recharged  just  50  to  100  times. 

Evercel's  patented  solution  involves 
adding  calcium  to  the  zinc  electrodes  to 
thwart  chemical  degradation.  That 
boosts  the  number  of  charges  and  lets 
Evercel  pack  more  power  into  a  smaller 
battery.  Kanode  says  the  new  batter- 
ies weigh  half  as  much  as  lead-acid  and 
run  up  to  three  times  as 
long  on  each  charge.  "No- 
body has  seriously  come  to 
market  with  an  excellent  re- 
placement for  lead-acid — un- 
til now,"  boasts  Kanode. 

This  one  innovation  could 
open  up  a  whole  new  catego- 
ry that  includes  electric  bikes 
and  scooters.  Such  vehicles 
have  bombed  in  the  past, 
mainly  because  a  typical  mod- 
el must  be  recharged  every 
25  miles.  Gasoline-powered 
equivalents  can  travel  eight 
times  as  far  on  just  a  five- 
gallon  tank.  Evercel  can't  match  that. 
But  Kanode  says  the  new  batteries  will 
do  50  miles  per  charge — and  last  five 
times  as  long  as  the  lead-acid  variety. 
SKEPTICISM.  Such  projections  have  at- 
tracted attention  in  academic  circles. 
"At  the  moment,  this  is  the  best  chance 
we  have  at  getting  an  improved  electric 
bike,"  says  Alvin  J.  Salkind,  director  of 
the  Battery  Materials  Laboratory  at 
Rutgers  School  of  Engineering,  who  has 
examined  the  batteries.  Such  vehicles 
would  be  especially  appealing  in  those 
parts  of  Asia  and  Europe  where  auto- 
mobiles don't  rule  all  the  roads.  In  the 
U.  S.  "we're  not  going  to  have  100  mil- 
lion bikes,"  says  Salkind.  "But  you 
might  see  that  in  a  place  like  China."  In 
preparation,  Evercel  has  purchased  a 
51%  stake  in  Xiamen  Three  Circles  Bat- 
tery Co.  in  Xiamen,  China,  and  it  ex- 
pects to  announce  orders  for  its  nickel- 
zinc  batteries  by  the  end  of  the  summer. 

Skeptics  say  nickel-zinc  is  too  expen- 
sive to  justify  most  of  the  product  ap- 


plications Evercel  has  in  mind.  And 
there  are  other  problems:  The  batteries 
tend  to  spawn  chemical  growths  called 
dendrites,  which  cause  them  to  short. 
"If  they've  solved  that  problem,  they've 
made  great  progress,"  says  Joel  P.  Tax, 
an  analyst  at  Santa  Clara  Consulting- 
Group  in  Santa  Clara,  Calif. 

Kanode  says  the  problem  is 
ameliorated  by  adding  calcium, 
and  by  the  sealed  construction 
of  the  batteiy.  He's  already  look- 
ing beyond  scooters  and  bikes, 
to  next-generation  lawn  mow- 
ers, wheelchairs,  and  power 
tools.  Kanode  is  also  eyeing  a 
hybrid  product  that  could  work 
in  conjunction  with  traditional 
car  engines.  "For  years,  no  one 


The  Promise  of  Evercel 


Scooters  could  run  a  long  way — 
at  low  cost — on  nickel-zinc  batteries 


PROPULSION  SOURCE 

INITIAL  COST 

RANGE  (MILES) 

NUMBER  OF  CYCLES 

LIFETIME  COST* 

NICKEL-ZINC 

$450 

50 

50 

$525 

LEAD-ACID 

150 

25 

100 

1,575 

GASOLINE 

20** 

195 

n/a 

2,500 

*25,000  miles 

** 
3ATA:  EVERCEL INC 

Cost 

per  5-gallon  tank 

it  European  prices 

could  take  this  technology  beyond  100 
cycles,  but  now  we  can,"  says  Kanode, 
49,  who  gave  up  a  job  as  president  of 
North  American  operations  at  Varta 
Batteries  Inc.  to  join  Evercel. 

Lankford,  53,  sounds  just  as  bullish 
as  Kanode.  Instead  of  replacing  lead- 
acid,  he  plans  to  increase  its  power  den- 
sity by  coiling  thin  sheets  of  metal  into 
compact  cylinders  (figure,  page  87).  The 
result:  about  five  times  the  power  den- 
sity of  other  rechargeable  batteries. 
(Carmakers  are  looking  at  a  number  of 
ways  to  boost  battery  power  but  say 
it's  too  early  to  endorse  any  of  the  new 
technologies.) 

Bolder's  first  foray  into  the  market 
this  fall  will  be  compact  jump-starters 
for  cars  that  cost  about  $130.  Last  year, 
at  the  annual  Oshkosh  (Wis.)  air  show 
for  small-plane  enthusiasts,  a  Bolder  bat- 
tery was  used  to  start  several  of  the 
planes.  The  device  was  just  13  inches 
long  and  weighed  less  than  6  lb.  Yet  it 
managed  to  replace  a  heavy  battery 


pack  that's  normally  hauled  to  p! 
on  a  small  truck.  In  the  next 
months,  the  company  will  come  out 
a  lighter  10-in.  unit  for  jump-sta 
cars  that  can  sit  in  a  trunk  for  a 
without  losing  all  its  juice. 
CRANKING  POWER.  Car  batteries  i 
logical  next  step  for  Bolder.  Lanl 
says  a  5-lb.  Bolder  batteiy  coul 
place  the  stalling  function  of  a 
car  battery.  But  Bolder  is 
bled  by  an  exclusive  lice 
contract  with  Johnson 
trols  Inc.  that  prevents  it 
selling  car  batteries.  Unti 
expires  in  mid 
Lankford 
to  concen 
on  such  sr 
markets  as 
rine  bath 
Like  Kanode, 
also  lookin 
cordless  p 
tools.  "Our  aut 
ed  production  line  is  rea 
produce  4  million  batte: 
year,"  he  says.  "Thing 
starting  to  happen." 

Bolder  isn't  >  alone  in 
to  advance  lead-acid  te< 
ogy.  Exide  Corp.  in  Re; 
Pa.,  the  world's  larges 
ducer  of  such  batteries 
it  has  found  a  way  to 
battery  plates  together,  thus  incre 
the  cranking  power  and  shelf  lif 
product,  which  hit  the  market  in 
also  has  new  safety  features  that 
it  to  be  placed  anywhere  in  thi 
"The  architecture  of  the  car  is  ch 
and  batteries  have  to  change,  too,1 
Michael  E.  Greenlee,  Exide's  vice 
ident  for  engineering  quality. 

Not  surprisingly,  Greenlee  is  sk 
that  Bolder's  approach  will  lead  to 
scale  car  batteries.  Bolder  engine' 
tort  that  Exide  can't  match  their 
nology.  And  neither  company  j 
endorse  Evercel's  nickel-zinc  app 
In  fact,  all  three  approaches  have 
comings.  For  example,  none  is  u 
enough  right  now  to  serve  as  a  pr 
battery  for  an  electric  vehicle.  B 
won't  stall  the  momentum  that's  b 
in  this  long-neglected  arena.  In 
short  months,   consumers  will 
chance  to  road-test  some  of  th 
technologies  themselves. 

By  Diane  Brady  in  Greenwich, 
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\biir  taste  buds 
will  be  happy: 

\our  heart 
will  rejoice. 


Eat  lean  meats,  fruits,  and  vegetables, 
switch  to  1%  milk,  and  bake  instead  of 
fry.  The  recipe  for  good  health  is 
simple  and  tasty.  For  healthy 
eating  tips,  call  1-800-422-6237. 

^Tlutrition 

"^  JL  .1.ET  WORK 

^.FOR  MEALTMY  ACTIVE  FAMILIES 


Health  Services  funded  by  i 


l  ASF  FT 


Minor,  i 

'term 


r*% 


Francisco  yg 


ICe.  Internet  Commerce  Expo 
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ize  your  eBusiness  success  at  the  Internet  Commerce  Expo®,  at  San  Francisco's  Moscone  Convention  Center.  The 
inference  and  3-day  expo  features  over  200  exhibitors,  in-depth  tutorials  and  an  extensive  conference  program 
d  on  the  latest  technological  advances  and  eBusiness  solutions.  Featuring  keynote  speakers  Lou  Dobbs,  Former 
>nt,  CNNfn,  &  Chairman,  Space.com;  Paul  Otellini,  Executive  VP/GM,  Intel  Architecture  Group,  Intel  Corp.;  and 

s|  Minor,  CEO  &  Chairman,  CNET.  Plus  numerous  special  events.  Join  the  eGeneration  at  ICe  '99  in  San  Francisco! 

c  ;ter  now  at  www.iceexpo.com  or  800.667.4423. 
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onference:  October  18-21    /  &xpo:  October  19-21 
ie  Moscone  Center  /  San  Francisco  CA  /  www.iceexpo.com 
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A  BusinessWeek  Book 


A  BusinessWeek  Book 


sPulbe 


What  is  a  "market  maker"  and  why 
should  companies  strive  to  become 
one?  Find  out  in  award-winning 
economist  Daniel  Spulber's  new  book. 
This  innovative  work  shows  today's 
business  people  how  to  create  and 
dominate  "markets"  and  achieve 
unrivaled  growth. 


MAKING  SENSE  OF  THE 
SSIAN  CRISiS  AND  ITS  AFTERMATH 
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Written  by  one  of  today's  leading  Fortune  500  consultant  Richard  W 

authorities  on  the  Asian  currency  delivers  seven  strategic  imperativ 

crisis,  Asia  Falling  is  the  first  in-depth      succeed  in  today's  turbulent  bush 
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analysis  of  the  financial  calamity. 
This  revealing  guide  offers  fact-filled 
case  studies  and  ground-level 
insights  into  the  current  financial 
opportunities  in  Asia. 


years, 


climate.  Discover  why  businesses 
should  "personalize  everything"  arlroiein 
how  managers  can  harness  today' 

D.S,  k 

H  a  i 


overwhelming  economic  forces. 


Available  at  the  following  Stacey's  Professional  Bookstores: 


STACEY'S 

\        BOOKSELLERS 
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BusinessWeek  Hooks 


•  581  Market  Street,  San  Francisco,  CA  94105,  Tel:  (800)  926-6511 

•  219  University  Avenue,  Palo  Alto,  CA  94301,  Tel:  (650)  326-0681 

•  19625  Stevens  Creek  Blvd.,  Cupertino,  CA  95014,  Tel:  (408)  253-7521 
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elopments  to  Watch 


i  •  BY  CATHERINE  ARNST 


SMART  BOTS  GO 
WHERE  NO  MAN 
HAS  GONE  BEFORE 


t  HEP  B, 
IAT0 


ABOUT  son;  CRE  \\l 
ves — how  about  using 
id  for  disease  preven- 
tesearchers  at  the 
Park  Cancer  Institute 
alo  and  the  Boyce 
on  Institute  for  Plant 
h  at  Cornell  Univer- 
started  clinical  trials 
netically  engineered 
ontaining  an  oral  vac- 
dnst  hepatitis  B. 
•  2  billion  people 
de  are  infected  by  the 
i.vhich  can  cause  ex- 
fatigue,  nausea,  and 
ml  pain.  Most  victims 

after  several  weeks, 
ie  adults  and  most  in- 
evelop  chronic  infec- 
ir\  injectable  vaccine 
•n  available  for  more 
i  years,  made  from  a 
Totein  produced  in 
1  yeast  cells.  But  the 
ostly— up  to  $300 
U.S.  for  a  series  of 
and  it  must  be  kept 
ated,  a  serious  limita- 
leveloping  countries, 
rioengineered  potatoes 

the  same  vaccine  at  a 

of  the  cost.  But  they 

B  eaten   raw   hecause 

destroys  the  vaccine, 
•hers  are  working  on 
talatable  raw  foods, 
y,  says  the  Thompson 

e's   president    Charles 

l,  kids  may  be  lining 

banana  chips  instead 

Evelyn  L.  Wright 
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NASA's  DEEP  SPACE  1  MISSION 

was  launched  Oct.  24,  hound 
for  a  July  29  rendezvous 
with  Asteroid  1992  Ki>.  The 
spacecraft  was  put  on  a  tra- 
jectory to  take  it  within  6 
miles  of  the  2-mile-wide 
body,  the  closest  approach 
ever  to  an  asteroid.  But  the 
mission's  main  purpose 
was  to  test  a  potful  of 
new  technologies.  One, 
Remote  Agent,  is  an  arti- 
ficial-intelligence program 
that  can  solve  problems  on 
its  own.  It  can  even  re- 
vise the  mission  plan 
when  it  spots  unexpected 
opportunities  for  new  sci- 
entific discoveries. 

Remote  Agent  has  al- 
ready passed  its  tests  with 
flying  colors — so  much  so  that 
nasa  wants  to  send  an  arma- 
da of  small,  autonomous  ro- 
bots to  explore  other  planets. 
Because  they'll  be  on  their 
own,  these  robots  must  be 
smart  enough  to  cope  with 
the  unexpected,  says  Kenneth 
M.  Ford,  head  of  information 


technology  at   n  \   >'-  Ajnei 

arch   (  'i  liter  at    Moffetl 

Field,  Calif.  Remote  Agent 

proved  its  mettle  when  N 
tried  to  fool  it  by  telling  a 
sensor  to  relay  spurious  data. 
The  ai  program  realized 
something  was  amiss  and  ig- 
nored the  sensor. 

While  investigating  other 
planets.  NASA's  smart  robots 
would  also  locate  sites  suit- 
able for  human  colonies.  And 
if  an  asteroid  is  spotted  on  a 


collision  course  with  Earth, 
NASA  would  dispatch  smart 
spacecraft  to  blow  up  the  as- 
teroid— or  nudge  it  off 
course.  If  Earth  is  threatened 
by  a  catastrophe  from  space, 
"it  will  be  our  machines  that 
will  save  us  humans,"  says 
Ford.  Dennis  M.  Blank 
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WILL  NET  PRICING  GO  A  LA  CARTE? 

INTERNET  ACCESS  NOW  IS  MOSTLY  ALL-YOU-CAN-EAT.  FOR 

a  flat  monthly  fee,  typically  $20,  users  can  send  or  re- 
ceive any  amount  of  data.  Flat-rate  pricing  isn't  the 
norm  just  because  consumers  like  it:  Until  now7,  there 
haven't  been  effective  ways  to  tally  up  what  people  do 
online.  Without  such  tools,  Net  service  providers  are  re- 
luctant to  roll  out  advanced  services,  such  as  Net  phon- 
ing, that  customers  would  pay  extra  for. 

Now,  there's  technology  that  could  make  tiered  Net- 
pricing  possible.  Semantic  Traffic  Analysis  software,  de- 
veloped by  Narus  Inc.  in  Redwood  City,  Calif.,  monitors 
t  raffle  by  type  and  tracks  who  sent  it.  That  way,  a  sim- 
ple E-mail,  say,  can  be  distinguished  from  a  high-priority 
video  stream.  And  it  means  you  could  be  charged  more 
for  a  crisper  Net  phone  call  or  an  encrypted  message. 

But  to  make  this  work,  it  has  to  be  standardized.  On 
July  28,  two  dozen  companies,  including  AT&T,  Hewlett- 
Packard,  Oracle,  and  Sun  Microsystems,  have  formed 
a  standards  group,  and  they're  aiming  for  rules  by 
yearend.  That  could  lead  to  low  prices  for  basic  Net 
access,  but  higher  \\'c<.  for  video  and  other  fancy 
features.  Li  dy  Reinhardi 


WHY  A  MAN-MADE 
CANCER  CELL  IS 
GOOD  NEWS         

IN  A  MAJOR  STEP  FORWARD  IN 

understanding  cancer,  scien- 
tists have  for  the  first  time 
been  able  to  transform  nor- 
mal human  cells  into  cancer 
cells.  In  the  July  29  issue  of 
Nature,  researchers  at  the 
Whitehead  Institute  for  Bio- 
medical Research  in  Cam- 
bridge, Mass.,  report  that 
they  were  able  to  pinpoint 
the  genetic  switches  that  can 
transform  a  healthy  cell  into 
a  killer.  Them  discovery  pro- 
vides an  important  new  tar- 
get for  future  therapies. 

Scientists  have  long  been 
able  to  turn  mouse  cells  into 
tumor-forming  cells  by  intro- 
ducing several  cancer-causing 
genes.  Human  cells,  on  the 
other  hand,  have  always  re- 
sisted such  transformation. 
The  Whitehead  team,  head- 
ed by  pioneering  cancer  re- 
searcher Robert  A.  Weinberg, 
determined  that  the  key  dif- 
ference between  a  mouse  and 
a  rodent  was  the  gene  that 
codes  for  telomerase,  an  en- 
zyme that  prevents  cells  from 
growing  and  dividing  indefi- 
nitely. In  mice,  this  gene  is 
always  on,  while  in  humans 
it  is  switched  off  in  most  nor- 
mal cells  but  switched  on  in 
most  cancer  cells.  The  scien- 
tists discovered  that  cells  con- 
taining two  cancer-causing 
genes  did  not  transform  into 
tumor  cells.  However,  when 
the  telomerase  gene  was 
added  as  well,  the  cells  be- 
came cancerous. 

The  discovery,  says  Wein- 
berg, will  be  useful  for  study- 
ing the  process  by  which  can- 
cer spreads.  It  also  could  help 
scientists  develop  cancer 
models  that  will  help  deter- 
mine why  certain  cancer 
treatments  work  on  some 
mutated  cells  but  not  on  oth- 
er-. "Right  now  it's  all  black 
magic."  Weinberg  says.  "Over 
the  next  decade,  we  have  tin- 
prospect  of  much  more  pre- 
cise therapies." 
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EDUCATION 


WIRING  THE 
IVORY  TOWER 


But  will  online  courses  lower  standards? 


There  was  no  applause  or  windy 
speeches  at  this  graduation  cere- 
mony. No  one  walked  across  a 
stage  in  a  cap  and  gown.  For  the 
five  members  of  three-year-old  Jones 
International  University's  graduating 
class,  the  big  day  was  a  click-through 
affair.  As  they  sat  in  front  of  computers 
in  their  homes  on  May  17,  cable  en- 
trepreneur and  university  founder 
Glenn  R.  Jones  gave  the  keynote 
speech — video-streamed  across  the  Net. 
The  university's  president  then  solemn- 
ly read  out  the  names  of  those  receiv- 
ing master's  degrees  in  business  com- 
munications. After  the  ceremony, 
graduates — scattered  from  Colorado  to 
Maryland — repaired  to  a  chat  room  for 
a  short  reception. 

Welcome  to  the  latest  E-revolution. 
Like  shopping  and  trading  stocks,  taking 

college  courses,  or  even  

getting  an  entire  uni- 
versity degree,  is  some- 
thing you  can  do  from 
the  comfort  of  your 
home.  Some  1  million 
students  will  take 
courses  at  a  distance, 
most  of  them  online,  in 
1999,  estimates  International  Data  Corp. 
in  Framingham,  Mass. — a  number  ex- 
pected to  more  than  double  by  2002. 
All  those  eyeballs  have  entrepreneurs 
such  as  Jones  and  former  junk-bond 
king  Michael  Milken  jostling  for  posi- 
tion alongside  much  of  the  traditional 
higher-education  Establishment.  "Every- 
one sees  the  train  leaving  the  station 
and  wants  to  be  on  it,"  says  Columbia 
Business  School  Dean  Meyer  Feldberg. 
The  new  cybereducators  envision  a 
world  of  opportunity  as  higher  education 
is  freed  from  the  physical  confines  of 
the  classroom.  For-profils  such  as  Jones 
are  targeting  workers  who  need  re- 
training for  the  New  Economy.  They 
are  banking  on  a  vast  market  paid  for 


No  dorms,  no 
sports  fields,  no 
costly  professors 


in  part  by  employers,  who  hope  "dis- 
tance learning"  will  help  employees  to 
squeeze  in  more  schooling  around  their 
jobs.  Elite  universities  are  hopping  on- 
line to  extend  their  franchises  or  even 
make  money  with  new  for-profit  units  to 
deliver  courses  over  the  Web. 

Public  colleges,  meanwhile,  see  the 
Web  as  a  way  to  serve  working  adults 
and  to  accommodate  millions  of  Gen 
Y-ers  expected  to  hit  campuses  over 
the  next  10  years.  "There's  no  way  we 
can  build  enough  facilities  to  meet  the 
tidal  wave  of  new  students,"  says 
Charles  B.  Reed,  chancellor  of  the  Cali- 
fornia State  University  system.  "If  I 
can  meet  10%  of  our  students  with  tech- 
nology, maybe  we  have  a  chance." 
WHAT  HAPPENED?  Traditionalists  wor- 
ry that  armies  of  students  clicking  their 
way  through  Shakespeare  at  home  will 
degrade  learning  tradi- 
tions dating  back  to 
Socrates,  in  which  lec- 
turers and  students  en- 
gage in  face-to-face  dia- 
logue. "Ten  years  from 
now  we  will  look  at  the 
wired  remains  of  our 
system  and  wonder 
how  we  let  it  happen,"  warns  David  F. 
Noble,  a  history  professor  at  York  Uni- 
versity in  Toronto. 

But  such  concerns  are  rapidly  being 
overwhelmed  by  the  lure  of  the  Web. 
Jones  University  (www.jonesinterna- 
tional.edu),  which  became  the  first  on- 
line-only university  to  gain  accredita- 
tion this  spring,  already  has  600  adult 
students  who  pay  $4,000  a  year,  vs. 
$3,200  at  the  average  state  college. 
Jones  has  no  overhead  for  dorms  or 
sports  fields.  And  each  course  is  a  stan- 
dard product  taught  by  adjunct  in- 
structors instead  of  costly  tenured  pro- 
fessors. Still,  Jones  won't  be  profitable 
unless  enrollment  hits  a  projected  3,000 
in  two  years — a  tall  order  for  a  col- 


Colleges 
Are  Moving 
Into  Cyberspa* 

THE  TOP  TIER  Stanfprd,  Colu  ™ 
bia,  NYU,  Wharton,  and  others 
linking  with  for-profit  startups  < 


starting  their  own  units  to  deliv  ophx. 
courses  online.  The  goal:  Hike 
enue  by  reaching  a  broader  ba: 
students.  The  risk:  Diluted 
product — and  reputation. 

MASS-MARKET  STATE 
SCHOOLS  Public  schools  in  C 
fornia,  Florida,  Maryland,  and  I 
where  are  using  the  Web  to  tar, 
working  adults.  The  Internet  wi: 
also  help  accommodate  the  mi 
lions  of  new  students  that  will 
campuses  over  the  next  decad( 
without  massive  new  building 
downside:  Quality  could  slip. 

THE  ENTREPRENEURS  For-pi 
upstarts,  such  as  the  Universi 
of  Phoenix  Online  and  Jones 
International,  are  targeting  adu 
students.  UNext,  University  Ac 
cess,  eCollege,  and  other  start 
hope  to  strike  it  big  by  repack 
ing  courses  taught  at  establis 
universities. 

DATA:  BUSINESS  WEEK 
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elite   uni- 

are    also 

their  own 


br-profit  University  of  Phoenix 

>phx.edu)  has  already  met  that 

re.  Its  online  arm  teaches  more 

000  students  everything  from 
to  computer  science.  The  move 
latural  one  for  a  company  that 
e  country's  largest  private  uni- 
with  65,000  students  on  81  cam- 
oy  offering  older  students  the 
,y  of  year-round  enrollment  and 

campuses  near  freeway  exits, 
's  $l,460-per-course  online  tu- 
slightly  more  than  most  state 
and  like  Jones,  it  has  low  over- 
ts  parent,  Apollo  Group  Inc., 
break  out  online  profits,  but  the 
ty  as  a  whole  earned  $46  million 
million  m  revenues  in  1998. 
'aimer,  36,  of  Riverside,  Calif., 
ical  U.  of  P.  cyberstudent.  A  fa- 
four  who  dropped  out  of  college, 
works  as  a  Lucent  Technologies 
J?s  rep  during  the  day.  At  night, 
if  lloads  course  work  on  his  home 
?r  to  complete  his  ha.  Palmer 
mail  to  do  joint  projects  with 
udents  and  to  ask  questions  of 
lessor,  railed  a  "facilitator."  'Tor 

1  was  the  only  way,  since  I  can't 


afford  the  time  to  go 
to  class,"  says  Palmer, 
whose  tuition  is  paid  by  Lucent. 

A  slew  of  other  players  have  sprung 
up  to  emulate  the  U.  of  P.  Several,  like 
textbook  publisher  Harcourt  Brace,  are 
trying  to  create  entirely  new  universi- 
ties online.  More  than  a  dozen  other 
startups,  including  Milken-funded 
UNext.com,  eCollege.com,  and  Univer- 
sity Access,  are  partnering  with  tra- 
ditional institutions  to  create  cyber- 
courses  aimed  at  working  adults. 

Two-year-old  UNext  is  one  of  the  most 
ambitious.  It  has  assembled  a  roster  of 
Nobel  laureates  as  board  members  and 
has  given  financial  stakes  to  five  uni- 
versities so  far,  including  Stanford  and 
the  University  of  Chicago.  In  exchange, 
the  universities'  leading  professors  are 
working  with  UNext  staff  to  adapt  their 
courses  into  slick  multimedia  packages. 
The  courses,  such  as  accounting  and  fi- 
nance, will  have  video-streamed  lectures 
from  the  star  professors,  but  part-time 
instructors  will  answer  E-mails  and 
grade,  assignments. 

UNext  is  shelling  out  more  than  a 
million  to  create  each  course.  It  hopes 
to  recoup  the  cost  by  getting  companies 
to  pay  for  thousands  or  even  hundreds 


of  thousands  of  c<i\u- 

at    roughly  $2,000 
each- for     their     em 
plo'.  I 

accredited     hut     I 

signed    up    IBM    a>    itfl 

first  client.  "Students 
around  the  world  are 
starved  for  1'.  S.  edu- 
cation," says  Donald 
A.  Norman,  head  of 
txext's      busii 
school. 

Some 

versities 

launching 

cybercolleges.  Most 
are  aiming  at  profes- 
sionals who  wTant  to 
leam  engineering  or  busi- 
ness. The  goal:  to  tap  new 
sources  of  revenue  and  en- 
hance the  school's  prestige. 
Last  year,  for  example, 
Stanford,  which  has  long  of- 
fered televised  engineering 
courses  to  300  technology 
companies,  launched  a  Web- 
based  master's  degree  as 
well.  Duke  University  is  mar- 
keting an  $89,000,  19-month 
Internet-based  executive  MBA 
program,  including  11  wTeeks  of 
residential  stays  at  four  campuses 
around  the  globe.  And  NYU  and  Co- 
lumbia have  set  up  for-profit  divisions 
to  offer  noncredit  courses  on  the  Net. 
Large  public  college  systems  see  the 
Web  more  as  a  low-cost  expansion  tool 
than  a  profit  center.  Cyber-ed  provides  a 
new  solution  for  already  overcrowded 
state  colleges,  which  expect  applications 
to  jump  by  up  to  209c  by  2008  as  Gen  Y 
graduates  from  high  school.  Public  col- 
leges also  hope  that  the  Web  will  help 
them  serve  adults,  who  comprise  45*^  of 
college  students  today. 
BEST  MINDS.  Already,  cyberleaming  is 
up  and  limning  in  a  big  way  at  state 
college  systems  in  New  York  (www. 
suny.edu),  Maryland,  and  Pennsylvania, 
all  at  the  same  price  as  on-campus 
courses.  New  York's  five-year-old  pro- 
gram will  offer  1,000  online  courses  this 
year.  The  University  of  Maryland 
(www.umd.edu)  has  some  10,000  stu- 
dents taking  online  courses  in  every- 
thing from  English  to  engineering.  The 
University  of  Maine  even  offers  online 
biology:  Students  are  overnighted  fetal 
pigs  to  dissect. 

How  the  Web  will  affect  educational 
quality  is  the  big  question.  Some  advo- 
cates believe  it  will  allow  millions  of 
students  to  tap  into  courses  designed 
by  the  world's  best  minds.  True,  online 
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nw 


interaction  can  never  compete  with  a 
charismatic  professor  teaching  a  class 
of  15.  But  that's  not  what  most  stu- 
dents get  in  many  night  colleges  or  500- 
student  undergraduate  classes.  For  ma- 
ture students  who  know  what  they 
want  to  learn,  Web  courses  can  be  ef- 
fective if  done  well. 

Cybereducation  also  raises  questions 
about  academic  standards.  Traditionally, 
professors  create  courses  and  own  the 
rights  to  textbooks  they  write.  Now, 
they  are  being  asked  to  help  design  on- 


line courses  that  universities  want  to 
co-own  or  even  own  completely.  This 
could  undermine  academic  freedom  if 
administrators  or  private  companies  con- 
trol what's  taught  and  how.  Recently, 
the  University  of  Washington  scaled 
back  its  online  effort  after  faculty  mem- 
bers protested,  citing  fears  of  loss  of 
independence.  "Online  courses  require 
new  policies,  and  there  is  real  poten- 
tial for  conflict  if  not  handled  well,"  says 
Pennsylvania  State  University  Presi- 
dent Graham  B.  Spanier. 


Initially,  online  courses  may  be 
consistent  quality  as  colleges  fee 
way  into  a  new  world.  But  in 
too  distant  future,  many  student 
find  that  the  hallowed  halls  of  a< 
look  a  lot  like  their  own  living  n 

By  Kathleen  Morris  in  Los  A 


BusmesMeek/OMLINt1 


For  more,  see  our  Special  Report:  Busii 

Education:  Learning  to  Work  Togethd 

www.businessweek.com./today.hti 


CYBERSPACE  LEARNING:  I  GIVE  IT  AN  A 


How  do  you  study  with  Holly- 
wood's screenwriting  greats 
when  you  live  in  Chicago? 

After  an  abysmal  stint  with  a  local 
screenwriting  teacher,  I  stumbled 
onto  the  Profes- 
sional Program 
in  Screenwrit- 
ing Online  at 
the  University 
of  California  at 
Los  Angeles — 
the  electronic 
alternative  to 
the  renowned 
bricks-and-mor- 
tar  version.  As- 
sured by  administrators  that  the  vir- 
tual seminar  would  have  all  the  heft 
of  the  real  thing,  I  plunged  in,  pay- 
ing my  $3,000  (same  price  as  offline). 

Then,  last  September,  an  E-mail 
alerted  me  about  our  first  class.  Fir- 
ing up  my  56K  modem,  I  dialed  into 
the  ucla  server  at  3  p.m.  Pacific 
Time  and  clicked  on  the  button  for 
my  chat-room-cum-lecture-hall.  In- 
side, my  classmates  bobbed  on  the 
screen  in  an  Orwellian  sea  of  flicker- 
ing black  type.  I  wondered  how  we 
were  going  to  have  any  Dead  Poets 
Society  moments  like  that.  But  Judy 
Burns,  our  teacher  and  a  seasoned 
Hollywood  story  editor,  had  a  talent 
for  using  her  keyboard  to  generate 
that  captain-oh-captain  encourage- 
ment: "I'm  just  an  old  lady  now,"  she 
told  us,  "dedicated  to  making  great 
screenwriters  out  of  all  of  you."  I 
could  just  picture  her  in  the  class- 
room, arms  flailing  at  I  he  podium. 

In  our  virtual  schooihouse,  proto- 
col was  paramount.  Instead  of  raising 
our  hands,  we  typed  !.  When  we 
were  finished  commenting,  we  indi- 
cated so  with  a  /.  We  could  be  hap- 


py— :).  We  could  be  sad — :(.  We  could 
pass  notes  (by  clicking  on  the  name 
of  the  person  we  wanted  to  whisper 
to).  But  we  rarely  flirted — ;).  Some- 
times, with  the  other  faculty  who  oc- 
casionally taught 
us,  we  could  even 
get  in  trouble: 
"MICHELLE  I 
TOLD  YOU  TO 
USE  PROTOCOL 
NEVER  INTER- 
RUPT AGAIN 
EVER 

PLEASE/,"  :(,  I 
whispered. 
At  first.  I 


ONLINE  ADVANTAGES 

One  teacher  thinks  online 
students  may  be  more 
dedicated:  UCLA 
attendance  in  cyberspace 

is  95%,  vs.  80%  on  campus 


thought  the  online  medium 
would  bleach  the  class  of 
personality.  I  found  the  op- 
posite was  true:  All  that 
white  space  gave  us  great 
practice  for  writing  snappy 
one-liners.  One  night,  when 
an  Internet  service 
provider1  kept  kicking  my 
classmate  Lynda  out  of  the 
room,  another  student,  Anjum, 
quipped:  "She's  going  through  her  ex- 
istential phase." 

Online  had  other  advantages  over 
the  offline  world.  On  campus,  stu- 


dents usually  read  each  others'  ^ 
in  a  mad  rush  when  they  arrive 
class.  Online,  we  had  our  own  m 
boxes  where  we  posted  scenes  I 
days  before  class.  This  meant  th; 
we  had  all  considered  each  otherj 
scripts  before  we  convened  and 
our  critiques  ready.  Jim  Schmen 
another  ucla  teacher,  has  even 
come  to  think  that  online  studen 
are  more  dedicated  than  those  o: 
campus.  He  says  ucla  attendancj 
cyberspace  is  95%,  vs.  80%  at  th 
real-life  school. 

NOTHING  MISSED.  I'm  also  a  big 
of  the  school's  logging  feature,  w. 
allowed  me  to  save  the  class  on 
hard  drive.  No  fears  about  missi 
that  single  brilliant  note  that  wo 
turn  a  limp  scene  into  a  zinger. 

I'm  still  a  staunch  advocate  of 
the-flesh  teaching  for  those  who 
swing  it.  After  all,  I  never  got  t 
swap  stories  with  my  cyberpals 
some  smoky  watering  hole.  But 
did  get  my  first  feature-length 
screenplay  doctored  by  the  finest 
Hollywood's  old  hands.  And  I  did 
need  to  suffer  another  dud  instn 
tor  in  Chicago.  (I  have  since  mo\ 
to  New  York.)  Plus,  I  experience 
certain  fin-de-siecle 
isfaction.  Plugging  ii 
class  from  motel  roo 
and  cybercafes  acros 
the  country,  I  felt  a 
though  I  was  a  part 
some  educational  cal 
complete  with  my  oi 
password  for  admiss 
It  wasn't  Dead  Poet 
Society.  But  it  was  a  new  kind  o 
society — just  one  that  hadn't  yet 
had  its  day  in  celluloid. 

By  Michelle  Co 
in  New 
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PEOPLESOFT   HAS 
eBUSINESS  APPLICATIONS. 


Just  so  you  know. 


100%  Internet.  PeopleSoft  applications  are  built  for  the  Internet.  We 
specialize  in  cutting  edge  eBusiness  applications-like  PeopleSoft 
eProcurement  and  PeopleSoft  eStore,  which  enable  your  employees 
and  customers  to  buy  and  sell  online,  easily  and  efficiently.  PeopleSoft 
builds  the  applications  that  help  your  company  work  on  the  Internet. 


Applications  for  eBusiness' 


Datamation 


Product 
Year 

IT  MANAGERS'  CHOICE 


Datamation  Product  of  the  year, 
1998  and  1999. 


www.peoplesoft.com 


888.773.8277 


FOR  AD  RATES  AND  INFORMATION 

PHONE:  (312)  464-0500 
FAX:  (312)  464-0512  OR  WRITE: 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 

500  NORTH  MICHIGAN  AVENUE,  SUITE  2D  i 

CHICAGO,  IL  60611 


Men's  Footwear 


MEN'S  WIDE  SHOES 

EEE-EEEEEE,  SIZES  5-13 

FREE  catalog-High  quality  160  styles 


HITCHCOCK  SHOES,  INC. 

Dept.  55H  Hingham,  MA  02043 

1-800-992-wide   www.wideshoes.com 


Golf 


G0LIT6  TRAVEL  BAG 

Bring  your  favorite  Clubs  on  Your  Next  Trip! 


Golf's  Premier  Airline  Carry-on  Travel  Bag 

Can  Handle  up  'o  6-7  C/tibs  Safety  and  AJso  48"  Drivers 
Very  Durable  and  Lightweight  fJust  2  lbs.)  Color:  Bloc  l< 

Only  $24.95  eo.  1-888-839-5678 

Go  online  fo  wvAw.gobog.com  fo  see  our  new  catalog 


Corporate  Gifts 


MAKE  A  BIG  HIT 

Logo  &  Personalized  Golf  Balls 


TOfrJWT 
U)i£»on. 
PRECEPT 
Pinnacle 

MAXFLL 


*»i»Z*m***t 


To 
Order 
Call: 


I.D.  GOLF  BALLS 

1-888-ID  BALLS 

(1-888-432-2557) 


Logo  Tattoos! 


JSL^/^ 


i 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $18 

plus  $10.00  S&H(CA  add 
Customized!  Full  Colo 

Calica 

3000  Alamo  Drive,  Sle  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Financial  Services 


Stock  Market 

PREDICTION 


Only  10  signals 
since  1982 

'  Back  tesied  accurately  100  yrv  Predicted 
S7  crash  -  made  many  clients  millionaires 
Learn  about  two  surprises  yet  in  '99. 

y{(_   Listen  FREE  in  August 
{jxf  Call  509-344-5080 
1^^^    Call  Fnday  after  6pm  EST 

James  A.  Shepherd 

The  Premier  Market  I  unci 

Call  for  our  FREE  12-page  Special  Report 

Ph  509-483-8000  fax  509487-1550  or  sec  al 

www.jasmts.com/marketreport 


London  Apartments 


J/       LUXURY 
APARTMENTS 
IN  LONDON 

In  the  heart  of  London  spacious 

and  elegant  apartments  available. 

No  minimum  stay  and  far  less 

expensive  than  top  class  hotels. 

Business  facilities,  airport 
transfers,  cable  television  and 
theatre  tickets  are  a  few  of  the 

options  available. 

http://www.Manors.Co.OK  or 

contact  us  for  a  free  colour  brochure 

MANORS  &  CO 
^  Tel:  1  800  454  4385 

\\Fax:  Oil  44  171  486  6770 


Franchising 


ARE  YOU  SITTING  ON  A  GOLD  MINE? 


^Franchise  it.  | 

CALL   1-800-37  2-6  244 

Talk  to  us  first.  Because  nobody  has  franchisee! 


more  businesses  than  Francorp. 

The  leader  in  franchise  development 
and  consulting.  Worldwide. 

Francorp  bw 


Capital  Available 


f     Financial  Professionals   ^ 

HARD  TO  BORROW? 

Use  Collateralized  Loans 
Training  Program  Available 

We  Locate  Funders 

for  Business  &  Real  Estate 

Tony  Abraham,  Esq.  -  Real  Estate 

Eric  A.  Klein,  Esq.  -Atty/Fiduciary 

International  Developing 

Enterprises  Agency  (IDEA) 

Free  Information  Available 

Tel  +1-212-246-7600 

Fax  +1-212-262-0966 

i        E-mail:  panglob@aol.com        i 

\^     Website:  panglobal.net  ^S 


Business  Software 


MAIL  ORDERS    WEB  ORDERS 
|RD 


Order  entry,  credit  card  pimessing,  shipping,  AIR,  A/R 
contact  management  with  integrated  internet  e-mail  options. 

inventory  management,  reporting,  list  management  and 

mailing— everything  vou  need  tor  order  taking  by  phone,  mail 

even  the  World  Wide  Web  in  one  simple  easy-to-use  and 

affordable  Windows  program  hum  Dyda^omp. 
Call  1  -800-858-3666  or  visit  www.dvdacomp.com/bwk 

MailOrderManager 


Publishing  Services 


Publish  Your  Book 

75-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  write  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  1-800-695-9599 


Patent  Business 


yourpatent  .NET 

ARE  YOU  MAKING  MONEY 

WITH  YOUR  PATENT? 

Mindtek  IP,  LTD.  Where  business 
meets  technology  (we  speak  both). 
1-504-734-0688  oryourpatent.NET 


Bar  Code  Equipment 


Bar  Code  Readers,  Printers, 
Software,  Labels,  Ribbons, 

Cash  Drawers,  Point  of-Sale 
Products,  Magnetic  Stripe 

Readers,  Pole  Displays  and 
much  more.  Visit  us  at 

www.barcode.com 


Financial  Services 


$30,000 ,.  $500,000 

Start  or  expand  your  business 
with  a  business  loan  that  is 

Guaranteed  by  the  Govt. 
www.business-capital.org 

I-888-74S-67S6  Ext  8006 


www.mstant-approval.com 


No  Credit  Check  -  72  hr  Svce.  -  EZ  approval 

100K  to  5  mil.  5.5%  •  Borrowing  Made  Easier 

with  compensating  balance  deposits. 
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II  you  have  a  passion  to  make  money 
excellence  we  may  have  the  perfect  opportun 

This  is  the  best  "NO  NONSENSE"  opportunity 
take  advantage  of.  Call  today.  Small  investme 
1-800-675-6 
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IEVADAS 


i 
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Corporations  •  Private  mailbo 
Offshore  Stock  Brokerage  A  flurr;  Fl 
Asset  Protection  •  Gold  Mas  lit 
www.asapbahamas.  Unc 

877-771-272/ fife 

A.S.A.P.  SERVICES 

Nassau,  Bahamas 


OFF&HO 


Companies  from  !  £ 


•  Ready  made  compani 

•  Lowest  first  year  and  ann 

•  Banking  and  investmen 

•  Mail  and  Fax  forwarding 

•  Offshore  credit  cards 

•  Asset  protection  Trust: 

•  Nominee  service 


Tel 


: +353-1 -679-0600  Fax.:+353 
E-mail:  offshore@fmcgat< 


Funds  It  Expn 

Ridge  House,  1  Conyngham  Road,  D< 


Established  since    '"ifm 


r 


FOR  AO  RATES  AND  INFORMATION 

PHONE: (312) 464  0500 
FAX:  (312)  464  0512  OR  WRITE: 


I  ess  Opportunities 


EST  IN 
WSUITS 


venture  capital  firm  with 

system  for  investing  in 

lawsuits  Recruiting  part- 

lonally  to  offer  our  ser- 

|  ucrattve,   part-time  and 

the   serious.    $12,400 

Call  for  FREE  Video 

rmation  Kit 


0-951-9620 

utureSettlement.com 


MONEY  AS  A 
ESS  FINANCE 
NSULTANT 


tfnett   I  oanfl  and   Equipment 
I    $1,000  to  $10  million.    No  co- 
Work  directly  with  National 
ilimiu*J  earnings  potential  and 


-800-336-3933 

bJan  Consultants,  Inc. 


iiness  Services 


0RP0RHTE 


Information 
5.  States  and  Offshore 
ey  owned  and  operated 


corpcreattons.com 


)0-672-9110 


RDEMRRK 


INCORPORATE 


EVADA  &  WYOMING 

Corporations 
united  Liability  Companies 
■mgs  *  Privacy  •  Asset  Protection 
ORATE     Free  Info  Packet 
1CF  1475  Terminal  Way,  Ste  E 

ER,  INC.         Reno,  NV  89502 
*».Coriw>riiieS»-ruii*Cenler.t;om 


(0-63S-2320 


LL  NOW 

T  30%  to  50% 


SINESS  AND 
UTER  CHECKS 


Ordering  is  easy! 
up  the  phone  and  CALL 
Designer  Checks 

•  239.4087cxt.29 

1*800*774-1  I  18 
.deslftnerchecks.com 
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Marketplace 


BUSINESS  WEEK  MARKETPLACE 

500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 

CHICAGO,  IL  60611 


Education/Instruction 


MONTICELLO 
UNIVERSITY 


The  Practitioner's  MBA  &  .JI) 

F'rograms.  Accredited 

Doctor,  Master,  Bachelor. 

www.monticello.edu 

Fax  605-988-0701 

800-405-7935 


Education/Instruction 


MBA 


Rushmore 
University 

International  MBA  by  Distance 

Learning.  Flexible  curriculum 

Bachelors  not  always  required. 

370  Anchor  Drive  Ste  250.  Dakota  Dunes 

SD  57049  US.  Phone:  605-232-6039 
Fax  605-232-6011  b*@distancemba  com 

www.distancemba.com 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  --  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  --  Student 

Loans,  www.arrc.org 

800-951-1203 


The  Leader  in  Distance 
Learning  for  20  Years 


•Associate-Bachelor-Master-Doctor 

Business  (Mgmt,  HRM,  Health  Care) 

Management  of  Technology. 

Pschology.  Law 

Southern  California  University 
for  Professional  Studies 

1840  E  17th  St  BW.  Santa  Ana.  CA  92705 
800-477-2254       www.scups.edu 


Get  Your  MBA 
Through  Distance  Learning 


•  Prestigious  British  University 

•  World  Leader  in  Distance  Learrmit|  j£j*  |  eicester 

^•university 

•  No  GNAT  required 

•  Local  support  center 

•  Flexible  Education  Financing  available 

•  Work  experience  £c  qualifications  c  onsidered 

•  Member  of  the  Association  of  Business  Schools 

•  Accredited  by  the  Association  of  MBAs 

•  Offered  under  Royal  Charter 


«*; 


Management 
Centre 
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800-874-5844  •  email:  rdiusa@erols.com  •  WlWV.rdi.CO.uk 
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FREE  LOGO! 
FREE  EMBROIDERY! 


^  Golf  Shirrs  As  Low  As  $  1 1  -9S 
M^.     *W  Denim  Shirts 

As  Low  As  $16.95 
Call  For  FREE  Catalog 
800-670-3050 


www.sierramills.com 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 


•  Buy»Sell«Trade  ■ 


Et  "  ColorPro  •  DraftMaster  •  DeskJet 

DraftPro  •  DesignJet  •  Ruggedwnter 

Electrostatic  Plotters 

HP  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

Ittxxa  Email,  sales8dasher.com 


Aviation/Fractional  Ownership 


WHICH  IS  FASTER,  YOUR  ASAP 
OR  YOUR  COMPETITION'S? 

As  a  fractional  owner  of  a  Learjet*  or  Challenger*  business  jet, 

modern  CEOs  are  able  to  respond  with  speed  and  spontaneity  due 

to  less  congested  airfields  and  personalized  scheduling  built 

around  their  specific  business  needs.  For  more  information  regarding 

the  many  affordable  benefits  of  being  a  Flexjet  fractional  owner, 

call  1-800-FLEXJET. 

FLEXJET 


we  build  the  aircraft 


BUYING  A  USED 
CAR-OR 

STOCK  IN  A  GAR 
DEALER 


The  Bissest  Used- 
Lot  of 

The  Net  offers  tire-kickers 
plenty  of  help 


BY  EDWARD  C.  BAIG 

B 


heart  set  on  a  specific  automobile 
Problem  was,  Ford  no  longer  pro- 
duced a  Lincoln  Continental  in  the 
pearl   color  she   craved.   So  the 
Framingham  (Mass.)  lawyer  went 
online,  to  the  Ford  Pre-Owned 
Showroom  Web  site.  "Guess  what  was 
sitting  on  the  Net?"  Queen  says — a 
low-mileage,  fully  loaded  1998  model  in 
just  the  shade   he  was  looking  for. 
Queen  examined  color  photos  of  the  car's 
interior  and  exterior  and  clicked  on  a 
"sticker"  listing  its  options  and  no-haggle 
price.  He  then  keyed  in  his  credit  card  and 
chose  a  nearby  dealer  where  he  wanted  the 
car  delivered.  "Do  I  think  I  got  the  best 
deal  I  could  have?  Absolutely  not,"  says 
Queen,   who   admits   to   paying   close   to 
$30,000.  "But  the  money  I  may  have  saved 
negotiating  with  the  dealer  wasn't  worth  the 
aggravation." 

Car  shoppers  who  rely  on  the  Web  have  tra- 
ditionally bought  models  fresh  from  the  factory. 
But  Internet  sales  of  used  cars  are  on  the  rise. 
The  Net  can  help  you  choose  a  model,  search 
available  inventory,  and  evaluate  specific  cars, 
says  James  McQuivey,  a  senior  analyst  at  For- 
rester Research.  What's  more,  you  can  find 
low-mileage  luxury  cars  that  have  just  come 
off  lease — with  time  remaining  on  their  war- 
ranties. And  once  you've  settled  on  your  pick, 
you  can  apply  for  financing  online. 

Consumers  have  lots  of  places  to  shop 
for  used  car's  on  the  Net,  from  sites  such 
as  Cars.com,  which  posts  newspaper  ads, 
to  eBay,  the  Internet  auctioneer  (table). 
Two  of  the  largest  sites,  AutoConnect 
and  Trader  Online  (www.traderonline. 
com),  recently  announced  plans  to  merge 
in  the  fall,  creating  a  mega  virtual  used- 
car  lot  to  be  known  as  AutoTrader.com.  And 
Ford  Pre-Owned  Showroom,  which  has  been  sell- 
ing used  Fords,  Lincolns,  and  Mercurys  for  about 
a  year,  is  expanding  its  reach.  It  recently  added 
New  York  to  the  four  cities  where  it  offers  the 
service.  General  Motors  had  planned  to  start 
testing  cybersales  in  Houston.  But  the  project 
has  hit  a  snag  because  Texas  is  withholding  a 
license. 
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,  Forrester  estimates  thai  the  number 
rs  researched  or  boughl  via  the  [nter 
each  it  million  in  2110::,  up  from  1.2 
1998.  A  recenl  J.  D.  Power  &  A. 
y  found  thai  269E  of  all  buyers  of  late- 
il  vehicles  ( 1994  model  year 
went  online  for  help  with 
)inji  process.  By  contrast, 
u  car  buyers  used  the  Nel 

B  way. 

numbers  suggest  that  many  used-car 
Still  haven't  realized  how  powerful  a 
rh  tool  the  Internet  can  be.  In  fact, 
the  Web  has  more  to  offer 
the  used-car  buyer  than  the 
new-car  buyer,  says  Chris 
Denove,  director  of  con- 
sulting operations  at  J.D. 

Power. 

Your  first  step  is  narrow- 
ing the  field  of  autos  you 
would  consider.  Many  sites 
let  you  read  reviews  of  old- 
er models  and  can  help  you 
determine  if  a  car  of  a  par- 
ticular vintage  is  mechani- 
cally sound.  For  instance, 
Microsoft's  CarPoint  site 
gave    the    1995    Cadillac 
DeVille  generally  good  re- 
liability grades.  But  it  indi- 
cated that  failure  of  the 
•son  Strut,  a  pail  of  the  car's  suspension 
18  a  periodic  problem.  Even  better,  Car- 
imated  how  much  it  would  cost  to  fix  it: 
>7">  for  each  of  four  stmts,  plus  $84.50 
ich  for  labor. 

hunching  THE  numbers.  Once  you've 
)t  a  particular  car  in  mind,  lots  of 
assistance  is  available  to  figure 
out  how  much  it's  worth. 
Check  out  Kelley  Blue  Book 
(www.kelleybluebook.com)  or 
Edmilnd's  (www.edmunds. 
com)  to  estimate  a  car's  re- 
sale value,  including  all  of  its 
options.  Edmund's  also  offers 
ratings  on  a  10-point  scale  of  a 
car's  comfort,  safety,  and  other 
criteria. 

With  a  model  in  hand,  pore 
•oiigh  the  online  classifieds  to  find  a  deal- 
r  private  seller  who  is  within  a  reason- 
distance  of  your  house.  You  might  lo- 
e  Mercedes-Benz  or  Ford  Explorer  you 
one  of  the  major  car  sites,  such  as  Car- 
Point,  AutoWeb,  or  Autoby- 
tel.  They  post  ads  from  a 
f^  network  of  dealers.  Visitors 

_\  to  the  Autobytel  site  will 

^k  find  exterior  pictures  of  each 

specific  car  for  sale,  not  just 
stock  photos.  If  you're  not 
sure  what  you  can  afford,  you  can 
type  in  the  amount  of  cash  you 
bave  to  put  down  and  your  desired 
monthly   payment.  Then  call  up  a 

li.-t  of  vehicles  that  tit  the  bill. 

Autobvtel's  "Certified  Pre-owned 


CyberStore"  car    mu  I  be  no  older  than    even 

years  and  mUStn'1    have  more  than  75,000  null- 

on  them.  Vehicles  are  also  pul  through  a  135 

point  mechanical  and  operational  inspection,  that, 
among  other  things,  checks  for  evidence  of  frame 
damage  or  odometer  rollback.  Aiitoliytel 
says  it  reserves  the  right  to  audit  deal- 
ers. When  you  get  the  car,  you  have 
three  days  to  return  it,  after  which  you 
get  a  three-month,  3,000-mile  warranty. 

You  might  be  put  off  at  the  AutoWeb  site  by 

having  to  provide  your  name,  phone  number, 
and  other  contact  information  before  learning 
details  about  any  cars  up  for  sale,  including  their 
colors.  The  good  news  is,  the  site  tells  you  if  a 
car  has  been  recalled  or  is  the  subject  of  a  Tech- 
nical Service  Bulletin,  so  you  can  alert  mechanics 
about  difficult-to-diagnose  problems. 

If  you're  not  sure  of  a  particular  car's  pedi- 
gree, check  out  Carfax  (www.carfax.com).  Type 
in  the  17-character  vehicle  identification  number 
(VIN)  and  order  a  free  "lemon"  report.  It  will 
tell  you  if  the  car  had  major  problems  that 
caused  the  manufacturer  to  buy  it  back.  You  can 
purchase  more  detailed  Carfax  re- 
ports, for  $20,  that  might  reveal  if  a 
car  has  been  damaged  by  flood  or  if 
its  odometer  has  been  fraudulently 
rolled  back. 

If  you  live  in  or  near  Tampa,  you 
can  chat  online  in  real  time  with  an  In- 
ternet-only sales  representative  at 
AutoNationDh-ect.com.  For  now,  that's 
available  only  in  Tampa.  But  in  Octo- 
ber, the  company  plans  to  roll  out  the 
service  to  customers  in  the  20  states 
where  it  owns  dealerships. 

For  buyers  looking  for  financing,  AutoNation 
has  links  to  Giggo.com.  Through  this  unit  of 
DaimlerChrysler,  approved  customers  are  mailed 
a  check  voucher  to  present  to  the  dealer  the 


You  can  type 
in  a  car's 
vehicle  ID 
number  and 
get  detailed 
info  on  past 
damage 


Where  to  Find  That  Gar 


SITE 

AUT0BYTEL.COM 

www.autobytel.com 

AUT0C0NNECT.COM 

www.autoconnect.com 

AUT0NATI0NDIRECT.COM 

www.autonationdirect.com 

AUT0WEB.COM 

www.autoweb.com 

CARS.COM 

www.cars.com 

FORD  PRE-OWNED  SHOWROOM 

www.fordpreowned.com 

MSN  CARPOINT 

carpoint.msn.com 

PRICE  AUTO  OUTLET 

www.priceautooutlet.com 


COMMENTS 

Features  photos  of  actual  cars;  used  vehicles 
must  pass  a  135-point  inspection 

More  than  900,000  listings;  compares  cars 
on  safety,  reliability,  price,  and  gas  mileage 

Lets  you  chat  with  live  Internet  salesperson 
in  Tampa;  20-state  rollout  planned  in  October 

Offers  info  on  recalls  and  technical-service 
bulletins  for  23,000  vehicles 

Classifieds  from  more  than  130  local 
newspapers 

Fixed-price,  certified  cars  under  warranty  in 
Atlanta,  Boston,  Houston,  NYC.  San  Francisco 

Reliability  rating  section  offers  estimates  on 
how  much  parts  and  labor  will  cost 

BankAmerica  arm  sells  or  leases  recondi- 
tioned off-lease  vehicles  in  four  locations 
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BusinessWeek /0M//*£ 


Listen  to  the  latest  market 
news  and  analysis  at  Busi- 
ness Week  Online 
(www.businessweek.com/ 
investor/).  MORNING  CALL 
Standard  &  Poor's  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  ET.  An  audio  tran- 
script is  available  shortly 
afterward.  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hoffman  delivers  mar- 
ket news  and  insights 
throughout  the  day. 


next  business  day.  Giggo  is  offering  used-car 
rates  of  8.15%,  roughly  V/>  points  better,  it  claims, 
than  the  national  average. 

BankAmerica's  Price  Auto  Outlet  lets  you  fi- 
nance the  off-lease  Jaguars,  Mercedes,  Hondas, 
and  Toyotas  it  sells  or  leases  through  links  to  the 
bank's  CarFinance.com  site.  Price  Auto  Outlet 
has  dealers  in  Linden,  N.  J.;  Bethpage,  N.  Y.; 
Fort  Lauderdale;  and  Anaheim,  Calif. 
HAGGLE  AMMO.  But  what  about  price?  How  can 
you  get  a  fair  deal  online?  The  no-dicker  price 
promised  at  sites  such  as  Ford  Pre-Owned 
Showroom  and  Price  Auto  Outlet  may  be  high- 
er than  one  you  would  negotiate  yourself — as 
Queen  discovered  when  he  bought  his  wife's 
Lincoln  Continental.  Yet  one  of  AutoConnect's 
sales  pitches  is  that  with  more  than  900,000 
classifieds  (mostly  from  dealers),  you'll  be  armed 
with  the  best  pricing  information  on  any  given 
car — and  that  should  give  you  a  competitive 


edge.  If  a  dealer  doesn't  arrive  at  a  fig 
can  live  with,  you  can  always  point  ol 
through  the  Internet  you  know  exactly! 
you  can  find  a  similarly  equipped  set  of  | 
for  a  lower  price. 

Still,  prices  posted  on  the  Web  are  no 
anteed,  as  Charles  Whitson  of  LeandeJ 
learned.  Late  last  year,  he  almost  bought] 
Chrysler  New  Yorker  from  a  Dallas-area 
he  found  through  AutoConnect.  Whitsd 
he  was  ready  to  pay  the  $12,900  price  qu| 
the  Internet,  but  the  dealer  jacked 
amount  by  $1,000  when  he  showed  up  in  I 
"The  dealer  was  shocked  at  the  price  \i 
AutoConnect  and  showed  me  a  newsp^ 
with  a  higher  price,"  he  says.  Whitson 
disgusted  he  bolted  the  lot. 

The  Internet  can  be  extremely  helpful  | 
lecting  information.  But  in  the  end,  it's 
handshake  that  counts. 


WANNA  TEST-DRIVE  A  DEALERSHIP  STOCK? 


Even  if  you're  not  in  the  market 
for  a  new  or  used  car,  the  auto  in- 
dustry has  something  else  you 
might  like  to  buy:  stock  in  an 
auto  dealership.  A  growing  num- 
ber of  publicly  traded  dealership  com- 
panies are  snatching  up  mom-and-pop 
outfits,  creating  greater  efficiency  and 
placing  more  emphasis  on  higher-mar- 
gin servicing  and  auto-parts  business- 
es. The  trend's  boosters  say  the  con- 
solidation will  help  big  dealerships 
weather  future  downturns. 
Meanwhile,  they  have  hit  some 
bumps  in  the  road  recently,  so 
their  stocks  are  a  bargain. 
ECONOMIES  OF  SCALE.  The  new- 
style  dealership  companies  typi- 
cally acquire  a  leading  dealer  in  a 
market  and  leave  its  manage- 
ment intact.  Then  they  buy  other 
local  auto-sales  operations,  hand- 
ing management  over  to  the  first 

Lots  on  the  Block 


team  and  consolidating  overhead,  sup- 
ply, and  advertising  expenses.  These 
companies  have  "recognized  the  oppor- 
tunities to  make  economies  of  scale 
and  generate  strong  returns  for  their 
shareholders,"  says  Tom  Thomson,  an 
auto-retailing  analyst  at  First  Union 
Capital  Markets  in  Richmond,  Va. 

The  largest  company  in  this  mold  is 
New  York-based  United  Auto  Group, 
with  $3.3  billion  in  sales  (table).  While 
uag's  stock  tumbled  75%,  to  5%,  early 


COMPANY  (SYMBOL) 

STOCK 
PRICE* 

52-WK. 
HIGH 

P-E" 

COMMENT 

AUTONATION  (AN) 

15M 

24K« 

13.7 

New-  and  used-car  superstores,  rentals 

GROUP  1  AUTOMOTIVE  (GPI) 

23% 

29 

15.7 

More  than  80  dealers  in  six  states 

SONIC  AUTOMOTIVE  (SAH) 

14% 

18% 

13 

45  dealerships,  60  buyouts  pending 

UNITED  AUTO  GROUP  (UAG) 

12K 

23% 

12.63 

More  than  60  dealers  in  16  states 

*  July  26  **  Based  on  1999  estimated  <■_ 

rnings 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 

this  year  on  management  woes  a 
has  yet  to  recover  all  the  lost  gri 
analysts  are  upbeat.  The  compan; 
a  new  team  in  place  in  May,  nam| 
former  race-car  driver  and  indus' 
insider  Roger  Penske  chairman,  l 
recently  posted  a  7.5%  gain  in  its 
ond-quarter  net  profit,  to  $8.6  mi 
and  earnings  are  expected  to  gro 
from  98(2  a  share  this  year  to  $1 
next  year. 

ON  THE  REBOUND.  Group  1  Auto) 
tive  in  Houston  and  Sonic  Autor 
tive  in  Charlotte,  N.  C,  are  also 
showing  strong  earnings  growth 
operating  margins  improve.  Groi 
margins  have  risen  to  3.1%  this 
from  2.5%  the  year  before,  accor 
to  Jordan  Hymowitz  of  BancBos 
Robertson  Stephens.  The  compai 
getting  more  of  its  profits  from 
servicing  business  as  well  as  pre 
ucts  such  as  auto  insurance  and 
nancing.  Group  l's  second 
quarter  profits  rose  neariy 
two-thirds,  to  $9.2  million, 
while  Sonic's  more  than  d( 
bled,  to  $10.1  million.  For 
year,  Group  l's  earnings  p 
share  are  expected  to  hit 
and  then  rise  to  $1.73  nex 
year.  Sonic's  earnings,  fore 
at  $1.10  per  share  this  ye 
should  hit  $1.39  in  2000. 

If  this  trend  continues,  t 

companies  should  provide  < 

gines  of  growth  for  investc 

David 


Forp 
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Little  League  Baseball9  and  CN A 
help  kids  live  out  their  dreams. 

When  it  comes  to  insurance.  CNA  is  a  first-round  choice  with  the  bench  strength  of  $62  billion  in  assets  and 
over  100  years  of  experience.  For  Little  League  Baseball,  the  expertise  of  CNA  Risk  Management  helps  keep 
the  game  safe,  while  CNA  Group  Benefits  covers  the  players,  coaches  and  volunteers  should  they  be  added 
i  to  the  injured  list.  You'll  find  we  understand  all  kinds  of  dreams  and  offer  all  kinds  of  ways  to  protect  them. 
For  your  business  -  and  your  life,  visit  us  at  www.cna.com 


For  All  the  Commitments  You  Make 


CNA  is  a  registered  service  mark  and  trade  name  of  CNA  Financial  Corporation 
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Time  to  Swap  n'  Save? 

Exchange  funds  can  postpone  your  tax  bill 


BY  TODDI 
GUTNER 


I 


How  It  Works 

Say  you  bought  6,300  Microsoft 
shares  in  December,  1994,  at  $7 
each.  If  the  stock  were  at  $100,  your 
holdings  would  be  worth  $5  mil- 
lion. If  you  sold  20%,  or  $1  million 
worth,  you'd  pay  $200,000  in  feder- 
al capital-gains  taxes,  plus  any 
state  levies.  Here's  how  to  diversify 
and  avoid  the  immediate  gains: 

►  Take  the  20%  of  your  shares 
and  contribute  them  to  an  ex- 
change fund.  In  return,  you  get 
an  interest  in  a  diversified  stock 
portfolio  and  pay  no  capital- 


f  your  wealth  is  concentrated  in  a 
few  stocks  you  bought  before  the 
equity  market  took  off  long  ago, 
you  may  want  to  diversify.  But 
doing  so  would  mean  selling  some 
of  those  low-cost  holdings  and  facing  huge 
capital-gains  taxes. 

You  can  broaden  your  portfolio  and 
temporarily   avoid   this   tax   hit 
through    an    exchange    fund. 
These  increasingly  popular  pri- 
vate placements  have  recently 
attracted  some  $5  billion.  In- 
vestors with  large  holdings  in 
a  highly  appreciated  stock  can 
swap  a  portion,  typically  20%,  for  shares  in  a 
diversified  pool.  Since  this  is  a  trade,  investors 
entering  a  fund  don't  owe  capital-gains  taxes 
until  they  sell  the  holdings. 

Anyone  who  wants  to  invest  must  have  liquid 
assets  of  at  least  $1  million — and,  in  some  cases, 
$5  million — above  the  contributed  shares'  value. 
Money  managers  and  banks  such  as  Bessemer 
Trust,  J.P.  Morgan,  Eaton  Vance  Management, 
Salomon  Smith  Barney,  and  Donaldson  Lufkin  & 
Jenrette  offer  the  funds. 

Exchange  funds  have  some  lim- 
itations. The  Internal  Revenue 
Service  says  20%  of  an  exchange 
fund's  holdings  must  be  illiquid. 
To  meet  the  requirement,  most 
funds  buy  special  securities  called 
partnership  preference  units,  or 
upreits,  issued  by  real  estate  in- 
vestment trusts.  Shares  in  the  di- 
versified portfolio  are  locked  up 
for  seven  years,  unless  you  die  or 
the  company  whose  stock  you  con- 
tributed merges  with  another.  You 
can  get  your  original  contribution 
back  before  seven  years,  but  then 
you'd  be  back  where  you  started. 
At  the  end  of  the  seven  years, 
you  can  receive  a  diversified  bas- 
ket of  stocks.  You  will  pay  capital- 
gains  taxes  if  you  choose  to  sell 


gains  taxes.  some  of  those  shares,  assuming 


►  Your  fund  ownership  equals  the 
amount  you  contributed.  So  if  the 
fund  has  $100  million  in  assets, 
your  $1  million  in  Microsoft 


you  have  gains.  For  example,  say 
you  own  10,000  Microsoft  shares 
that  cost  you  $7  apiece,  or  $70,000, 
that  are  now  worth  $100  apiece,,  or 
$1  million.  You  hand  them  over  to 


shares.§ives  y0U.a..1%.interesL.  the  fund  and  get  an  interest  in  a 
^  After  seven  years,  you  can  with-  diversified  portfolio  that  could  in- 
draw  your  portion  of  the  fund.  elude  stocks  such  as  Coca-Cola, 

""Dam:'bEssemeRVru"st"co.'""'  ibm'  a"d  General  M.ot°rs-  Sevuen 

years  later,  you  withdraw  this 


stock  portfolio,  sell  the  ibm  shares,  and  pi 
ital-gains  taxes.  Your  cost  basis  on  those 
remains  $7  apiece. 

If  you  want  to  invest  in  an  exchange  fu 
minimum  is  typically  $1  million  in  stock, 
can  be  as  little  as  $500,000  or  as  much 
million.  Large-capitalization,  househok 
stocks  are  the  focus  of  most  funds,  but  a  f 
mid-caps.  Some  managers  will  only  accept 
of  a  company  with  three  years*  of  profit; 
funds  close  their  doors  after  they  reach  a 
size  and  asset  mix.  Look  for  a  manager  v 
well-defined  goals  and  is  clear  about  whicl 
will  achieve  them.  "You  want  to  know  wh 
of  fund  you're  investing  in  because  it 
your  asset  allocation  for  seven  years,"  sa; 
Rodriguez,  an  attorney  for  J.P.  Morgan. 
LIMIT  DILUTION.  Look  for  managers  wh 
delivered  good  returns.  After  fees,  Be 
Trust's  Meadowbrook  Equity  Fund,  for 
pie,  has  had  an  annualized  return  of  34.6 
its  inception  in  November,  1995,  throug 
1999,  vs.  28.1%  for  the  Standard  &  Poo 
stock  index.  "The  secret  is  to  balance  coi 
performance  over  time,"  says  Bessemei 
dent  Donald  Herrema. 

If  you're  considering  an  exchange  fun 
about  your  stock's  future  before  you 
contribution.  "Make  sure  you're  not  dill! 
upside  potential  that  is  left  in  your  stoc 
throw  it  into  the  mix,"  says  Rodriguez, 
you  live  off  dividends,  exchange  funds  ai 
you  because  they  reinvest  their  dividen 
exchange  funds  aren't  cheap.  Investor: 
onetime  fee  of  up  to  2%  of  the  value  oi 
contributed,  plus  an  annual  manageme 
0.65%  to  0.80%  of  total  assets.  But  if  a  di 
portfolio  is  what  you're  looking  for,  t 
might  be  right. 
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By  extending 
the  Net  to  devices,  we're  enabling  com- 
panies to  reach  people  in  new  ways.  You  did  want  to  be 
reached  now,  didn't  you?  Sorry  to  bother  you.  But  the  power 
of.com  is  about  to  shoot  out  beyond  where  the  desktop  is— to  wherever 
the  customer  is.  Thanks  to  some  very  cool  technologies  from  Sun.  Whether 
it's  connecting  a  laptop  to  a  cell  phone  or  a  dishwasher  to  a  service  center,  our 
^mbeddedlava."  |ini"  technologies,  and  chip  architecture  are  enabling  companies  to 
mess  the  Net  for  a  whole  new  generation  of  products.  Not  to  mention  a  whole  new  era  of 
/ices.  Fact  is,  as  hot  new  devices  and  appliances  link  to  the  Net,  manufacturers  will  find 
itivf  new  ways  to  stay  linked  to  their  customers.  From  direction-tracking  for  motorists  to 
ity-monitoring  for  homeowners,  there's  no  telling  how  we'll  change  the  way  a  business  inter- 
vii  h  its  (  ustomers  next.  You  do  want  to  stay  connected,  right?  THE  NETWORK  IS  THE  COMPUTER: 


We're  the  dot  in  .com. 


+Sun 

microsystems 
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Economic  Indicators 


A  Market-Rocking  Day 

The  employment  report  can  unleash  a  frenzy 


BY  KATHLEEN 
MADIGAN 


F 


lor  Wall  Street,  labor  day  comes  the  first 
Friday  of  every  month,  when  the  Labor 
1  Dept.  releases  a  treasure  trove  of  job-relat- 
ed data  called  the  employment  report.  Unlike 
the  lazy  national  holiday  in  early  September, 
though,  Wall  Street's  labor  days  are  marked  by  a 
frenzy  of  buying  and  selling.  With  rare  excep- 
tions, stocks  are  most  volatile  immediately  after 
the  job  numbers  are  released.  Goldman  Sachs 
Senior  Economist  Edward  McKelvey  calls  the 
monthly  statistics  "the  undisputed  champions  of 
price  movements"  in  the  equity  markets.  And 
the  employment  report's  effect  on  the  bond  mar- 
ket is  equally  great. 


Employment  Measures 


EMPLOYMENT  REPORT 


MONTHLY  Compiled  from  two  surveys 
taken  by  the  Labor  Dept.  The  Cur- 
rent Population  Survey  (also  called 
the  household  survey)  asks  about 
the  working  status  and  jobs  of  every 
adult.  The  data  are  used  to  calcu- 
late the  unemployment  rate.  The 
Current  Employment  Statistics  (or 
payroll  survey)  ct  mes  from  infor- 
mation nonfarm  businesses  supply 
on  their  total  number  of  jobs,  hour- 
ly wages,  and  average  workweek. 


INITIAL  UNEMPLOYMENT  CLAIMS 


WEEKLY  (on  Thursdays)  Counts  the 
newly  unemployed  who  file  to  receive 
state  unemployment  benefits.  A  rise 
in  claims  is  viewed  as  an  early  sign  of 
trouble  in  the  labor  market. 


HELP-WANTED  ADVERTISING 


MONTHLY  The  Conference  Board  totes 
up  the  volume  of  help-wanted  ads  in 
newspapers  in  51  major  cities.  The 
index  is  considered  a  measure  of  the 
demand  for  labor. 


If  you  want  a  sense  of  what's  going  on 
economy  and  the  labor  markets,  ignore  1 
port's  most  widely  reported  stat — the 
ployment  rate.  It's  a  lagging  indicator  th; 
tells  us  where  the  economy  has  been.  Insti 
cus  on  the  change  in  nonfarm  payrolls, 
worked,  and  hourly  pay.  These  numbers  \ 
if  the  economy  is  speeding  up  or  slowing 
and  whether  wage  pressures  may  be  a  cos 
lem  for  companies  whose  stock  you  own. 
The  employment  report  is  composed 
Current  Population  Survey  and  Currer 
ployment  Statistics — commonly  referrec 
the  household  and  payroll  surveys.  The  ho 
survey,  based  on  interviews  at  60,000  resi 
figures  the  unemployment  rate,  or  the  per 
of  jobless  people  in  the  labor  force. 
PAYROLL  POWER.  But  while  that  rat* 
makes  headlines,  stocks  are  more  vulnei 
news  from  the  payroll  survey.  It  collects 
jobs,  hourly  wages,  and  the  number  of  h 
the  workweek  from  about  400,000  con 
covering  nearly  500  industries.  The  total 
in  payrolls  reflect  shifts  in  economic  act 
big  gain  means  companies  are  hiring  in  r 
to  rising  sales.  A  job  decline  hints  that  coi 
have  so  little  business  they  must  let  pei 
Wall  Street  also  examines  separate  indust 
to  see  what  is  happening  in  different 
For  instance,  a  drop  in  hours  worked  in 
suggests  that  consumers  weren't  shop 
that  much.  Retail  stocks  could  then  take 
The  employment  report  also  affects 
rates  because  excessive  economic  growth 
spawns  inflation  fears.  Using  data  from 
1996,  Alan  Rrueger,  an  economics  prof* 
Princeton  University,  found  that  if  payrolls 
200,000  more  than  expected,  the  yield  on 
year  Treasury  bond  rose  7.6  basis  points  t 
the  one-year  rate  rose  14  points,  and  th 
month  rate  edged  up  9.4  points.  Higher 
rates  often  have  a  negative  impact  on  sh 
Because  the  employment  report  can  n 
markets  sharply,  the  Labor  Dept.  gives 
the  head  of  the  Council  of  Economic  Ad\ 
the  afternoon  before  the  Friday 
Federal  Reserve  Chairman  Alan 
span  receives  it  that  evening.  Bu 
Secretary  Alexis  Herman  doesn't 
report  until  Friday's  "lockup"  pel 
half  hour  before  the  official  relea 
when  financial  journalists  huddle  ii 
at  the  Labor  Dept.  in  Washingtor 
over  the  numbers  and  prepare  tjl 
ries.  At  8:30  a.m.  promptly,  tl| 
reaches  the  public,  usually  toucl 
fury  of  stock-market  activity, 
prefer  to  trade  on  days  when 
kets  are  quiet,  better  treat  the  hi 
Friday  of  the  month  like  Labor 
take  the  day  off. 


This  is  the  second  in  an  occas 
ries  of  stories  explaining  how  maj 
of  economic  data  can  affect  the  s 
bond  markets. 


~ 
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logged  on  to  RealEstate.com:  27  seconds 


:  searched  for  the  perfect  home:  12  minutes 


:  applied  for  the  lowest  rate  mortgage:  7  minutes         | 


waiting  for  movers  to  arrive:  5  hours,  17  minutes  and  counting  | 


RealEstate*com 


The  easiest  part  of  getting  a  home. 
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The  Barker  Portfolio 


YOUR  OPTIONS 
ON  OPTIONS 


BY  ROBERT  BARKER 


Employee  stock  options.  Everybody  without 
them  wants  some,  and  anyone  with  them 
wants  more — at  least  until  some  bear  market 
slouches  our  way.  Yet  if  you're  an  optionnaire,  I'll 
bet  you've  cursed  those  babies,  because  knowing 
when  to  turn  them  into  something  bankable  is 
becoming  a  national  annoyance. 

That's  why  fresh  research  on  how  to  exercise 
employee  options  caught  my  eye.  Western  Ken- 
tucky University  in  Bowling  Green  may  not  be 
the  first  place  you'd  look  for  help  in  this  area. 
Turns  out,  though,  that  two  clever  accounting 
professors  there,  Joel  Philhours  and  Charles 
Hays,  are  carving  a  niche  on  just  such  puzzles. 
Now,  in  June's  Journal  of  Financial  Planning, 
they  offer  a  guide  through  the  tax  thicket  of 
"nonqualified"  options,  the  most  common  type, 
which  grant  employees  the  right  to  buy  stock  at 
a  fixed  price  over  a  fixed  term,  often  five  to  ten 
years.  With  the  professors'  aid,  I've  come  up 
with  a  six-step  worksheet  to  help  you  with  the 
big  question:  Exercise  your  options  now,  or  wait? 
Before  you  dig  in,  you  should  know  what 
Harold  Evensky,  a  financial  planner  in  Coral 
Gables,  Fla.,  told  me  about  the  professors'  re- 
search. "They  did  a  very  good  job  on  it,"  he 
said.  "What's  missing  is  it 


Vse  this  ^^Z  slock  option 
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doesn't  take  into  consideration  overconcent?' 
a  portfolio."  In  other  words,  if  you're  d 
when  to  use  your  stock  options,  take  a 
view  of  your  portfolio.  See  if  your  decisior 
leave  you  too  vulnerable  to  risks  in  just 
vestment,  your  company's  stock  or  any  ot 
That  said,  how  can  you  use  what  Ph 
and  Hays  have  learned?  Suppose  you're  ve 
nonqualified  options  on  1,000  shares  ai 
share.  With  the  stock  now  at  $50  a  share, 
got  a  paper  gain  of  150% — congratulation 
it  gets  sticky.  Suppose  you  expect  the  S| 
continue  rising.  Do  you  exercise  the  opti 
hold  the  stock?  Lots  of  people — the  pi 
eluded — have  assumed  this  is  the  bes'  oi 
That's  because  Uncle  Sam  taxes  your  imi 
gain  on  exercising  at  high,  ordinary-incom 
while  if  you  hold  the  stock  a  year  or  mo 
later  gains  enjoy  the  lower  capital-gains 
usually  20%.  So  by  exercising  your  option 
you  get  a  lower  tax  rate  on  future  gains 
THE  FORMULA.  Yet  after  doing  the  ma  I 
profs  found  the  capital  lost  by  exercising 
never  recouped  by  later  tax  savings.  If  yc 
borrow  the  cash  to  exercise  your  optior 
cost  only  makes  matters  worse.  Exercise  < 
escape  a  higher  tax  rate,  Plfilhours  told  ni 
you're  going  to  come  out  behind." 

That  leaves  two  choices:  Cash  out  to  r 
elsewhere?  Or  hold  your  options  until 
tion.  Which  will  leave  you  richer  dep 
two  numbers.  You  already  know  the 
percentage  paper  gain  on  your  option  s 
our  hypothetical  example,  it  was  150%. 
up  with  the  second  number  is  trickier, 
ratio  of  how  much  you  expect  your  opti 
to  go  up,  vs.  how  much  you  think  an  alt 
investment  will  rise. 

Forecasting  investment  gains  is  alw; 
ardous,  but  if  you're  managing  money, 
escapable.  So  suppose  you  think  your) 
stock  will  go  up  50%  and  an  alternate 
rise  75%.  That's  a  ratio  of  50  to  75, 
Plug  that  into  Step  4  of  the  workshee 
see  that  cashing  out  option  stock  with 
paper  gain  and  reinvesting  doesn'1 
sense.  Why?  The  higher  gain  you  ex 
the  alternative  investment  isn't  en 
make  up  for  an  early  tax  bill  that  cu 
capital  and  saps  its  power  to  con 
The  worksheet  shows  break-even  ra 
a  range  of  paper  gains. 

Confused?  The  profs  offer  this 
thumb:  If  you  expect  your  optio: 
to  rise  at  least  80%  as  much  as  a  | 
native,  it's  better  to  hold  than 
matter  how  high  your  paper  gar 
this  stuff  impossible  to  keep  in 
I  love  rules  like  that.  And  that's 
you  take  my  advice,  you'll  rip 
page  and  stash  it  with  your  op 
For  barker.online,  go  to  wvh 
nessweek.com/investor/  or  AO\ 

word  BW  Daily. 

Hit  St 
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QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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SMART  LINKS 


•illli  ,tll'  'I  l&tC't  I) ip  >l<  ><>\ 


Tenth  Annual  Business  Week  Awards 
for  Instructional  Innovation 


aushuss  Week  and  the 
McGraw-Hill  Educational 
and  Professional  Publish- 
ing Group  in  collabora- 
jvith  the  Council  of  Chief  State 
)1  Officers  selected  10  winners 
schools  that  have  contributed 
:ly  to  resolving  the  problem  of 
rachievement  in  American 
Is.  These  schools  are: 
uring  technology  literacy  for  all; 
ting  national  demands  for 
fh-tech  workers; 
;ing  the  gap  between  "haves" 
"have  nuts"; 
iking  of  technology  as  an 
KStment  rather  than  a  cost; 

king  sure  that  efforts 
nonstrate  results. 


Je  Grade  School;  Cafterville,  IL 


The  winning  schools  have  each 
received  a  $1,500  grant,  of  which 
$750  is  an  honorarium  to  the 
institution  for  its  dedication 
to  technology  education.  The 
remaining  half  will  cover  expenses, 
as  each  school  shares  its  winning 
approach  with  other  educators 
at  workshops  and  conferences. 
The  awards  were  presented  at  the 
annual  Conference  Board  meeting 
in  San  Francisco. 

For  more  information  on  these 
schools'  methods,  you  can  request 
a  copy  of  Smart  Links:  Schools  That  Use 
Technology  for  Learning  published  by 
the  McGraw-Hill  Educational  and 
Professional  Publishing  Group. 


Jefferson  Elementory  School;  Jefferson,  LA 


Maria  De Rostos IS. 318;  Brooklyn,  NY        John  Dewey  High  School;  Brooklyn,  NY 


Lemon  Grove  School  District:  Lemon  Grove,  CA 


Please  contact: 

Charlotte  K.  Frank,  Vice-President 

The  McGraw-Hill  Companies 

1221  Avenue  of  the  Americas 

New  York,  NY  10020 

Phone:  212  512-6512 

Fax:  212  512-4769 

e-mail:  cfrank(«  mcgraw-hill.com 


Oak  View  Elementary:  High  Point,  NC 


Perry  Harrison  Elementary  School;  Pittsboro,  NC 


Rogers  High  School;  Rogers.  TX 


Sprayberry  High  School:  Marietta.  GA 


Read  aboat  the  wiaaiaq  programs  at  http://adsectioBs.bisiiessveek.coai/edicatioa/sclioolsiidex.htB 
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Special  Advertising  Feature 


Mixing  Business  with  Pleasure  by  Lincoli 


Puzzle  #15 
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ACROSS 

L  Cable  network  part-owned 
by  Disney 

5.  Fencing  sword 

9.  Hard  to  see 

14.  Mediocre 

15.  Presidential  prerogative 

16.  Borden's  Mascot 

17.  Ivy  League  school  celebrating 
its  253rd  anniversary 

19.  "The  Tyger"  poet 

20.  "Go  ahead!" 

21.  Part  of  an  interest-calculation 
equation:  Abbr. 

22.  They  may  be  electric 


23.  Leave  the  company 

24.  Bar-code  readers  do  it 
27.  Cad 

30.  Rose 

32.  Urban  thoroughfares:  Abbr. 

35. Signal 

38.  Santa (Luther  Burbank's 

home) 

39.  _polloi 

40.  Important  employee  benefits 

43.  Musical  discernment 

44.  Where  6i  Across  is 

45.  Wilshire  5000  components 

46.  Single-stranded  molecule 

47.  Warehouse  platforms 


49.  Sign  off  on 

50.  '50s  Hollywood  studio  co-owner 

51.  Iowa  commodity 

54.  Technical-analysis  term 

57.  Chicago  exchange,  familiarly 

58.  Alphabetic  trio 

61.  Did  some  plant  maintenance 

63.  Nation  that's  easing 
foreign-bank  restrictions 

65.  More  than  like 

66.  Volatility  measure 

67.  Free  advertising  of  a  sort 

68.  Do  an  office-party  job 

69.  Trade  group:  Abbr. 

70.  One-liners 


DOWN 

1.  Notice 

2.  Peeved 

3.  Greek  letters 

4.  Smoking  alternative 

5.  "If  _  Would  Leave  Yo| 
6. fours  (fancy  cookies 

7.  Prince  William's  school 

8.  Very  long  time 

9.  Presidents'  Day  Sale  tin 

10.  Microsoft  co-founderl 

11.  Brit's  exclamation    I 

12.  World's  biggest  shoe  c| 

13.  Golf-shop  buy 
18.  Computer's  "brain":  | 

23.  Cunard's  pride 

24.  Any  day  now 

25.  Comptroller's  concerl 

26.  Retool,  as  machinery| 

27.  Not  as  common 

28.  Olestra  brand 

29.  Prefix  for  conservativl 
31 " luxuriously"  (see  adl 

32.  Radio (Tandy  chail 

33.  Big  name  in  the  truck  1 

34.  Actress  Spacek 

36.  Remove  data  from  a  i 

37.  Office  furniture 

41.  1003,  in  old  Rome 

42.  Bird  on  Canada's  $1 
48.  Perfumer's  expertise 
50.  Tractor  giant 

52.  Employee  newsletter  | 

53.  Onetime  owner  of  Ra 
House 

54.  British  Airways'  form^ 

55.  Alvarez  of  63  Down 

56.  Job  opening 

57.  Architect van  der  I 

58.  What  Seven  Up  isn't 

59.  Prozac  or  Norvasc 

60.  Brain  scans:  Abbr. 

62.  German  article 

63.  Government  agency 
for  entrepreneurs:  Abl 

64.  Lucite  Paint  manufacd 


For  answers  to  this  puzzle: 

Turn  to  page  111  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 


LINCOLN 


www.lincolnvehicles.com 


luxuriously  in  Lincoln  Navigator,  the  world's  most  powerful  luxury  SUV  Tread  spaciously,  too.  Navigator  has  room  for  seven 
/s  of  leatnei  trimmed  seats.  Call  800  688-8898,  visit  www.lmcolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 


Lincoln  Navigator.  American  Luxury. 


^T 


Euer  been  on  a  train  or  walked  into  an  air-conditioned  building?  Ever  made  a  telephone 
call  or  switched  on  a  light?  Or  eaten  a  meal?  Then  you'll  already  have  come  across 
Invensys.  True,  we're  not  exactly  a  household  name.  But  there's  hardly  a  household, 
an  industry,  an  office  or  a  business  that  doesn't  rely  on  us  already.  As  advances  in 
technology  make  possible  more  comfortable  homes  and  working  environments,  and 
hold  out  the  promise  of  even  more  efficient  manufacturing  processes,  so  the  effective 
control  of  such  automation  systems  becomes  even  more  critical.  At  Invensys,  with  a 
current  market  value  of  over  $19  billion,  we're  already  a  world  leader  in  intelligent 
automation  and  controls.  You  could  say  we're  the  brains  behind  the  muscle  that 
powers  the  world.  And  you  know  who's  going  to  reap  the  benefit  of  that?  You  are. 


I 


invens 


INTELLIGENT     AUTOMATION     ■      DRIVE     SYSTEMS     •      POWER     SYSTEMS     -     CONTR 


Invensys  pic,  Carlisle  Place,  London  SVU1P  IBM,  United  Kingdom.  Telephone:  +  44  (0)  171  834  3848.  www.invensys.com    Market  value  at  close  of  trading  on  2 
US$  are  quoted  at  US$1.57:£1. 
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FIGHTING  BACK 
FROM  A  PLUNGE 


ASPECT 
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▲  DOLLARS 
DATA  BLOOMBERG  FINANCIAL  MARKETS 


One  date  investors  in  Aspect  Development 
(asdv)  won't  forget  is  Apr.  5:  The  Btock 
plunged  65%— from  22      to  7    .  Aspect, 

which  provides  manufacturers  with  a  virtual  cat- 
alog of  millions  of  components  from  suppliers 
worldwide,  had  warned  that  first-quarter  earn- 
ings would  be  lower  than  expected.  The  stock 
has  since  bounced  back,  and  there's  evidence  of  a 
turnaround  in  Aspect's  business.  The  stock  reached 
23  on  July  7;  it  closed  at  188  on  July  27. 

Some  pros  believe  Aspect  will  catch  fire  in  the 
next  few  days:  It  is  expected  to  announce  a  re- 
make of  itself  into  a  Web-based  operator.  Specifi- 
cally, Aspect  will  unveil  a 
series  of  online  initiatives 
to  give  customers  Internet 
access  to  its  database  of  in- 
fomnation  about  parts  and 
where  to  get  them,  and  to 
its  proprietaiy  software  that 
helps  manufacturers  search 
the  database  and  also  helps 
manage  then-  inventories. 

One  additional  service: 
Aspect  will  facilitate — 
through  a  new  Internet  portal,  AspectOnline — 
customer  purchase  of  a  wide  range  of  products. 
Already,  engineers  at  Motorola's  computer  group 
rely  on  AspectOnline,  says  Aspect  Chairman  and 
CEO  Romesh  Wadhwani.  "We  can  put  all  the  in- 
foi-mation  on  our  database  up  on  the  Web  where 
our  customers  can  access  it  and  get  the  very  lat- 
est on  upgrades  and  changes,"  he  adds.  The  goal, 
he  says,  is  to  bring  even  greater  savings  to  As- 
pect's customers  in  obtaining  parts,  which  repre- 
1  sent  some  70%  of  the  overall  cost  of  a  product. 

AspectOnline  will  more  than  quadraple  the  size 
of  the  potential  market  Aspect  can  service,  figures 
Wadhwani.  Lisa  Williams,  senior  analyst  at  tech- 
nology researcher  Yankee  Group,  says  she  is  "im- 
pressed and  optimistic"  about  Aspect's  foray  into 
business-to-business  E-commerce.  "It's  the  right 
move  for  Aspect,  which  is  helping  solve  the  diffi- 
cult problem  of  directly  sourcing  goods,"  says 
Williams.  Andrew  Lanyi  of  Lanyi  Research  at  CTJBC 
World  Markets,  who  increased  liis  stake  in  Aspect 
to  one  million  shares  during  the  April  slump,  is 
convinced  the  stock  will  hit  100  in  three  years. 

On  Aug.  2,  Wadhwani  is  scheduled  to  reveal  to 
analysts  details  of  Aspect's  new  Inter- 
net business  strategies. 
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hen    •  Diametrics      Medical 
(dmed)  announced  a  deal  on 

June   7    for   Hewlett-Packard 
sell    its    blood-testing    systems 


worldwide.   Diametrics  stock   leaped 


from  6  to  a  high  of  7-.  Bui  it  ha  lumped, 

closing  at  6  on  July  27.  Nol  to  worry, 
some  big  investors.  "A  lot  of  folks  jusl  don't  gel 
it  yet,"  .-ays  one  money  manager,  referring 
the  deal  with  Hewlett-Packard,  which  on  July 
15  acquired  ■">'/  of  Diametric-  Btock,  with  an 
option  to  buy  as  much  as  19.99!  on  the  open 
market  within  L8  month.-. 

"I  wotdd  be  surprised  if  Hewlett-Packard 
didn't  end  up  acquiring  Diametrics,"  Bays  Jim 
Tilton,  managing  director  at  Trust  Co.  of  the 
West,  a  California  investment  firm  that  manages 
some  $50  billion  and  owns  some  5%  of  the  stock. 
He  believes  Diametrics  is  important  to  Hewlett- 
Packard's  game  plan  in  the  medical  diagnostic- 
monitoring  market,  of  which  it  controls  45%.  HP 
plans  to  spin  off  its  $7.8  billion  medical  prod- 
ucts unit  in  the  fall.  Speculation  is  that  the  HP 
medical  unit  will  spur  growth  by  tapping  into  the 
$2  billion  point-of-care  diagnostic  market.  Dia- 
metrics' irma  blood-testing  system  allows  health- 
care providers  to  evaluate  a  patient's  blood-gas 
chemistry  at  the  bedside.  And  its  Paratrend  and 
Neotrend  systems  allow  continuous  monitoring  of 
blood  gas. 

Diametrics  also  has  alliances  with  Johnson  & 
Johnson,  which  also  owns  5%,  and  ge  Marquette 
Medical  Systems.  Tilton  figures  that,  with  the  HP 
pact,  Diametrics  sales  could  jump  from  $12  million 
in  1998  to  $20  million  in  2000  and  to  $100  million 
in  2001.  Analyst  Justin  Vaicek  of  Cruttenden  Roth 
expects  Diametrics  will  be  in  the  black  by  2001. 

SET  TO  SPIN  OFF 

A  WEB  NEWBIE? 

Project  Software  &  Development  (psdi),  which 
makes  software  systems  that  help  businesses 
in  maintaining  their  capital  assets  such  as 
plants  and  production  equipment,  is  certainly  not 
an  Internet  stock.  But  of  late  it  has  been  acting 
like  one.  Project's  stock  has 
more  than  doubled  in  price, 
going  from  191/  on  May  6 
to  43%  on  July  27. 

Part  of  the  reason:  Proj- 
ect posted  better-than-ex- 
pected  earnings  for  its  third 
quarter  ended  June  30.  The 
other  driver:  Some  pros,  in 
fact,  consider  Project  an  In- 
ternet play  through  a  sub- 
sidiaiy  called  MRO.com.  This 
unit  complements  Project's  enterprise  asset  main- 
tenance software  with  a  Web  network  that  links 
buyers  and  suppliers. 

Catherine  Moore  of  FAC/Equities,  a  unit  of 
First  Albany,  thinks  Project  will  spin  off  to 
shareholders  its  MRo.com  operations.  She  fig- 
ures that  URO.COm,  which  she  expects  to  post 
revenues  of  more  than  $6  million  in  fiscal  2000, 
is  woi-th  $500  million,  or  about  30  a  share,  based 
on  the  market  value  of  its  peers.  Moore  has 
raised  her  rating  on  Project  to  a  buy.  with  a 
target  price  of  70  a  share. 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


July  28 


%  change 
Week         Year 


GLOBAL  MARKETS 


July  28 


%        if 

Week 


1440 


S&P  soo 

July   Jan.    July  July  22-28 


1310 Mm 

1180 —U 

1050  LU 
92o" 


1390 

•1375 
1365.40 

:  1345 

■1330 


Dow  Jones  Industrials  10,972.1 

Nasdaq  Composite  2705.8 

Nasdaq  100  2333.8 

S&P  MidCap  400  412.1 

S&P  SmallCap  600  183.6 

S&P  Super  Composite  1500  287.0 

SECTORS  July  28 


-0.3 
-2.0 
-1.3 
-2.1 
-1.1 
-1.1 


22.8 
42.7 
67.5 
18.7 
2.5 
20.0 


%  change 
Week         Year 


52-week  change    1  -week  change 
+21.3%  -1.0% 

COMMENTARY 

The  market  ended  the  week 
in  slightly  negative  territory 
as  investors  dismissed  strong 
earnings  reports  and  balked 
at  the  possibility  of  rising 
interest  rates.  Major  indexes 
regained  some  ground  on  July 
27  and  28.  The  Nasdaq,  in 
particular,  benefited  from 
money  flowing  into  tech 
stocks.  The  long-term  Trea- 
sury yield  rose  slightly. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Basic  Materials 
S&P  Capital  Goods 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
Morgan  Stanley  Cyclical 
PSE  Technology 


767.2 
619.2 
135.2 
1026.5 
848.8 
142.3 
82.0 
717.6 
256.3 
446.1 
596.5 
606.0 


-1.4 
-0.5 

0.1 
-1.4 
-1.3 

0.0 
-1.6 
-2.4 
-1.1 
-5.3 

0.2 
-0.9 


25.1 

15.8 

14.6 

22.9 

18.3 

4.2 

-15.1 

5.8 

7.9 

171.0 

20.8 

74.3 


S&P  Euro  Plus  1310.6  -2.8 

London  (FT-SE 100)  6297.2  -0.5 

Frankfurt  (DAX)  5229.6  -3.4 

Tokyo  (NIKKEI  225)  17,579.9  -3.7 

Hong  Kong  (Hang  Seng)  13,140.4  -2.1 

Toronto  (TSE  300)  7111.2  -0.4 

Mexico  City  (IPC)  5483.8  -6.4 

Week 

FUNDAMENTALS  July  27  ago 


S&P  500  Dividend  Yield  1.20% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  32.9 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  24.4 

First  Call  Earnings  Surprise*  4.06  % 

*First  Call  Corp. 


TECHNICAL  INDICATORS 


July  27 


1.19% 
34.0 
24.6 
4.28  % 

Week 
ago 


S&P  500  200-day  average  1257.6  1248.1 
Stocks  above  200-day  average             54.0%      57.0% 
Options:  Put/call  ratio                        0.56         0.45 
Insiders:  Vickers  Sell/buy  ratio             1 .49  1 .50 


H 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 
months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Health-Care  Services  18.1 

Semiconductors  16.6 

Computer  Systems  10.5 

Oil  &  Gas  Drilling  8.5 

Alcoholic  Beverages  8.4 


Semiconductors  90.9 

Computer  Systems  78.8 

Instrumentation  78.3 

Specialty  Appar.  Retailers  70.8 

Communicatons  Equip.  66.7 


Pollution  Control  -35.4 

Shoes  -15.5 

Transportation  Services  -13.7 

Manufactured  Housing  -10.5 

Leisure  Time  -8.7 


c 
Manufactured  Houisng    . 

Metal  &  Glass  Contain!  ■ 

Pollution  Control 

Toys 

Apparel  Manufacturing 


I  a 

In 


■  MUTUAL  FUNDS 

■■  S&P 500"  MM  US.  Diversified 
4-week  total  return 


I  All  Equity  Week  ending  July  27 

52-week  total  return 


%        1        2        3        4        5        6 
Data:  Morningstar,  Inc. 

EQUITY  FUND 


%       5       10       15      20      25      30 

"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return 


% 


Japan  4.4 

Health  3.0 

Small-cap  Growth  2.6 

Technology  2.1 

Communications  2.0 

Leaders 

52-week  total  return  % 


Technology 

Pacific/Asia  ex-Japan 

Japan 

Diversified  Pacific/Asia 

Communications 


67.6 
63.1 
53.2 
48.5 
42.8 


Laggards 

Four-week  total  return       % 

Precious  Metals  -6.1 

Latin  America  -5.7 

Pacific/Asia  ex-Japan  -4.9 

Real  Estate  -3.1 

Diversified  E  nerging  Mkts.  -2.1 

Laggards 

52-week  total  return  % 

-17.0 
-8.8 

-6.1 
-6.0 
-1.3 


Latin  America 
Precious  Metals 
Real  Estate 
Europe 
Small-cap  Value 


■  INTEREST  RATES 

Week      Year 
KEY  RATES  July  28      ago        ago 


JIV 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


4.61%   4.58%    5.10% 
4.69       4.59       5.07 


BLOOMBERG  MUNI  YIELD  EQUI' 

Taxable  equivalent  yields  on  AAA-rated.  taxi  s 
municipal  bonds,  assuming  a  31%  federal 
10-yr.  bond  3( 


1-YEAR  TREASURY  BILLS  5.02      4.92       5.37 

10-YEAR  TREASURY  NOTES       5.79      5.66       5.52 


GENERAL  OBLIGATIONS 


4.69% 


n 


TAXABLE  EQUIVALENT 


6.80 


30-YEAR  TREASURY  BONDS       6.01       5.91       5.77 
30-YEAR  FIXED  MORTGAGEt     7.78      7.62       7.03 


INSURED  REVENUE  BONDS    4.83 


TAXABLE  EQUIVALENT 

tBanxQuote,  Inc. 


7.00 


«/,« 
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BW  PRODUCTION  INDEX 


150  - 


Change  from  last  week;  0.5% 


Change  from  last  year:  7.2% 


INDUSTRIAL  OUTPUT 


,,,  July  17=145.0 

145  1992=100 


The  index  is  a  4-week 
—  moving  average  — 


130 


July 
1998 


Nov. 
1998 


Mar. 
1999 


July 
1999 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  was  up  i 

ended  July  17.  However,  the  i 
index  fell  1%,  to  145.4,  from  1 
seasonal  adjustment,  rail-frei 
rose  1.6%,  with  an  18%  increa 
traffic.  Truck  production  soared 
sales  gains  of  5.6%  each  in  hot 
up  and  sport-utility  segments 
second  quarter.  Production  of  co 
ber  also  posted  gains,  while  s  v 
electricity,  and  oil  were  down. 


15 

to 


I  THE  WEEK  AHEAD 


CONSTRUCTION  SPENDING  Monday,  Aug.  2, 
10  a.m.EDT  ►  Building  outlays  likely  rose 
0.5%  in  June,  after  falling  0.9%  in  May, 
says  the  median  forecast  of  economists 
polled  by  Standard  &  Poor's  mms,  a  unit  of 
The  McGraw-Hill  Companies. 

NAPM  SURVEY  Monday,  Aug.  2,  10  a.m.EDT  ► 
The  National  Association  of  Purchasing 
Management's  index  likely  slipped  to  56% 
in  July,  from  57%  in  June. 

LEADING  INDEX  Tuesday,  Aug.  3,  10  a.m.EDT 
►  The  Conference  Board's  leading-indicators 
index  likely  rose  0.2%  in  June,  after  May's 
0.3%  gain. 


FACTORY  INVENTORIES  Wednesday,  Aug.  4, 
10  a.m.EDT  ►  Factory  inventories  likely  grew 
0.3%  in  June,  on  top  of  a  0.2%  rise  in  May. 

PRODUCTIVITY  &  COSTS  Thursday,  Aug.  5, 
8:30  a.m.EDT  ►  The  s&p  mms  forecast 
expects  that  output  per  hour  worked  in  the 
nonfarm  business  sector  rose  at  a  2.6% 
annual  rate  in  the  second  quarter,  following 
a  stunning  3.5%  gain  in  ttie  first  quarter. 
Unit  labor  costs  likely  grew  at  a  0.5%  annu- 
al rate  last  quarter,  near  their  0.7%  advance 
in  the  first  quarter. 

EMPLOYMENT  Friday,  Aug.  6,  8:30  a.m.EDT*- 
Nonfarm  payrolls  probably  increased  by 


195,000  jobs  in  July  after  rising  26* 
in  June,  according  to  the  s&p  mms  m« 
forecast.  The  jobless  rate  likely  rema 
4.3%. 


*M 


INSTALLMENT  CREDIT  Friday,  Aug.  6,  { 
p.m.EDT*-  Consumers  probably  took 
$6.2  billion  in  new  debt  in  June  afte 
rowing  a  surprisingly  large  $12.1  bil; 
May. 
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For  more  investment  data  and 
components  of  the  production  inc 
visit  www.businessweek.com. 
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Cruttenden  Roth  109 


Daewoo  28,112 
Oaiei  (DAIEY)  50 
OaimlerChrysler  (DCX)  36, 37,  80, 
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Dayton  Hudson  (DH)  76 
Deutsche  Bank  28, 72 
Diametncs  Medical  (DMED)  109 
DUdirect  (DIR)  84 
Donaldson,  Lufkin  &  Jenrette 

(DU)  100 
Doubleclick  (DCLK)  34 


Eagle  Hardware  &  Garden 
(LOW)  80 
Earthlink  Network  (ELNK)  80 

Eaton  Vance (EV)  100 

eBay  (EBAY)  35, 96 

eCommercial.com  (ECRL)  45 

Edmund's  96 

Electronic  Data  Systems  (EDS)  75 
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Emerson  Electric  (RD)  34 

Estee  Lauder  (EL)  44 
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Excite  (ATHM)  80 

Exide  87 


FAC/Equities  109 
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Federated  Department  Stores 
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Fidelity  Investments  84 
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Kelley  Blue  Book  96 
Korea  First  Bank  28 
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Lowe's  (LOW)  80 
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Rabobank  International  28 
Replay  Networks  40 
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Scholastic  (SCHL)  54 
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SeaEscape  4 
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Security  Dynamics  Technology 
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Seoul  Bank  28 
Siemens  48 
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Societe  Generale  47 
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PREVENTING  FURTHER 

ASIAN  FLU 

Two  years  after  the  Asian  meltdown  began,  the  speed  and 
strength  of  the  recovery  has  surprised  and  delighted  not 
just  Asians  but  the  world.  A  stronger  Asia  is  good  news  for 
construction  workers  scrambling  for  jobs  in  Seoul  just  as  it  is 
for  U.  S.  exporters  of  everything  from  jet  planes  to  wheat. 
But  the  fast  snapback  brings  its  own  dangers. 

Much  more  must  be  done  if  Asia  wants  to  protect  itself 
from  future  crises.  Financial  institutions  in  most  Asian  coun- 
tries remain  a  wreck.  Although  South  Korea  has  spent  most 
of  the  $53  billion  it  budgeted  for  restructuring  the  banks,  the 
troubles  of  the  debt-ridden  Daewoo  Group  point  to  the  depth 
of  the  financial  sector's  problems.  Seoul  agreed  in  principle 
many  months  ago  to  sell  to  foreigners  two  insolvent  banks  it 
had  taken  over.  But  the  government  won't  finalize  the  deals, 
in  part  because  of  pressure  from  chaebol  like  Daewoo  that  are 
worried  about  having  their  access  to  credit  reduced. 

The  situation  is  equally  grim  in  the  other  crisis  countries: 
Thailand,  Malaysia,  Indonesia.  In  a  blunt  warning,  Thai  cen- 
tral bank  chief  Chatu  Mongol  Sonakul  recently  told  bankers  to 
stop  lending  money  to  their  pals  and  start  focusing  on  prof- 
itability. Otherwise,  Chatu  Mongol  warns,  they'll  perish  in  the 
face  of  foreign  competition. 

As  foreign  investors  return,  Asian  countries  need  to  care- 
fully consider  how  much  money  they  want  to  come  in  and  un- 
der what  terms.  Portfolio  investment  is  by  nature  fickle — and 
if  the  money  starts  to  pour  out  again,  another  bailout  by  the 
industrial  countries  is  unlikely.  While  there's  no  perfect  solu- 
tion, it's  crucial  to  lessen  the  reliance  on  short-term  investors. 

Asia  has  room  to  maneuver.  The  impressive  current-account 
suipluses  piled  up  since  the  crisis  began  reflect  the  region's 
export  prowess.  Moreover,  Asia  went  into  the  crisis  with 
low  public  debt,  which  means  that  its  taxpayers  can  help  foot 
the  bill  for  shuttering  bad  banks.  But  that's  not  enough.  In 
the  end,  if  Asia  doesn't  learn  from  its  mistakes,  hard-hearted 
investors  will  see  to  it  that  Asia  repeats  them. 

RIG  ROARD:  LOOK 
REFORE  YOU  LIST 

The  unprecedented  depth  and  flexibility  of  the  U.  S.  finan- 
cial markets  lie  at  the  heart  of  the  New  Economy.  Money 
is  directed  to  the  fastest-growing  sector  of  the  economy,  en- 
abling innovative  new  companies  to  raise  financing  far  more 
easily  than  businesses  arywhere  else  in  the  world.  Meanwhile, 
the  U.  S.  markets  are  able  to  attract  large  funds  from  over- 
seas, enabling  the  country  to  maintain  its  rapid  pace  of  in- 
vestment despite  a  low  savings  rate. 

Now  the  two  major  U.  S.  stock  equity  markets — the  New 
York  Stock  Exchange  and  NASDAQ — are  considering  turning 


themselves  from  self-regulating  private  bodies  to 
traded  coiporations.  Richard  A.  Grasso,  chairman  of  I 
erable  NYSE,  has  suggested  that  a  stock  offering  migf 
as  soon  as  Thanksgiving.  NASDAQ  is  not  far  behind,  j 
cases,  the  exchanges  are  being  driven  by  the  intense 
tition  from  electronic-trading  networks. 

In  principle,  nothing  is  wrong  with  this  plan.  Bil 
Wall  Street's  critical  role  in  the  economy,  it's  worti) 
more  time  to  get  it  right.  For  one,  the  exchanges 
up  with  a  way  of  addressing  some  key  regulator 
Right  now,  they  supervise  the  behavior  of  their  memc 
that  may  no  longer  work  when  the  exchanges  becq 
profit  companies.  Instead,  it  may  be  necessary  to  set 
arate  regulatory  body  able  to  monitor  and  discipline 

The  current  system  of  exchanges  has  proven  succJ 
balancing  the  oft-conflicting  interests  of  investors,  corpl 
and  Wall  Street  brokers.  Going  public  would  brinjf 
other  set  of  interests — the  shareholders — with  unceJ 
suits.  History  shows,  as  in  the  case  of  the  Asian  ecn 
that  there  are  many  ways  that  financial  markets| 
wrong.  The  exchanges  should  not  rush  to  market 
and  regulators,  have  thoroughly  considered  the  conse 
If  it  ain't  broke,  think  twice  before  fixing  it. 

THE  MAYTAG  MAN 
WHO  NEVER  RESTS 


It's  a  true  American  success  story:  from  growing 
by-20-foot  house  without  iTinning  water  inirural  Mi 
a  position  as  acclaimed  leader,  marketer,  and  soon-to 
executive  of  Maytag  Corp.  Certainly,  Lloyd  Ward  st; 
as  one  of  the  few  African  Americans  to  reach  the 
large  U.  S.  company.  But  more  important,  his  driv 
competitiveness,  and  reliance  on  family  are  powe 
in  how  to  succeed  without  losing  your  values. 

Ward  did  start  with  some  advantages — in  part: 
mother  and  father  who  passed  on  to  their  son  a 
books  and  education.  But  at  every  step  along  the  w: 
took  advantage  of  opportunities  as  they  came.  In  d 
an  athletic  scholarship,  he  made  sure  to  take  a  toug] 
load,  despite  pressure  from  coaches.  At  his  first  ei 
Procter  &  Gamble  Co.,  Ward  was  able  to  step  aroum 
and  patronizing  attitudes  to  show  his  talents  and 
Moreover,  at  both  p&g  and  PepsiCo,  he  set  high  goals 
self  and  the  businesses  he  helped  run.  It  was  at 
many  years  out  of  college,  that  he  first  expressed  his 
aim  to  be  the  ceo  of  a  major  U.  S.  corporation.  And 
that  goal,  Ward  was  willing  to  take  the  risk  of  ju: 
Maytag,  a  sleepy  appliance  company.  In  the  end,  he 
ed  by  being  an  exceptional  leader — listening,  coachi: 
vating,  and  competing  hard  with  new,  premium  prodi 
marketplace  defined  by  commodity  look-alikes. 

Not  everyone  can  strive  to  be  chief  executive  of 
company,  nor  should  everyone.  But  the  example  set  b 
Ward  is  inspirational  to  everyone — black,  white,  rich, 
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Sanchez  Computer  Associates  is  an  IMm  Business  Partner 


Industry:  Banking  and  Finance 

Company:  ING  FSI 

Partner:  Sanchez 

Tools:  RS/6000,  MQSeries, 
AIX,  Visual  Age  /Java 

Solution:  Virtual  Banking 

While  many  industries  are  offering 
products  on  the  Internet,  service  industries 
like  banking  and  finance  are  also  taking 
advantage  of  e-business.  Services  that  once 
took  banks  weeks  to  process  are  now  done 
instantly  online.  And  banks  are  drastically 
cutting  costs  as  a  result. 

Sanchez  Computer  Associates  and  IBM 
have  created  software  solutions  that  directly 
address  the  relationship  between  e-business 
and  financial  services.  Sanchez  has  been 
providing  integrated  production  software  to 
financial  institutions  for  20  years. 

ING  FSI  Commercial  Banking  saw  the 
marketplace  shifting  to  e-business.  It  quickly 
embraced  the  technology  and  opened  the 
first-ever  "virtual"  bank  in  Canada,  ING  Direct. 
Having  no  physical  branches,  agents  or 
brokers.  ING  Direct  was  able  to  translate 
its  low  overhead  into  highly  competitive 
products  and  services. 

"We've  had  so  much  success  with  the  direct  model  that  we  are  rolling  out  the 
system  worldwide."  says  Martin  Vonk,  CIO  at  ING  FSI.  "e-business  couldn't  be  a 
more  natural  fit  for  us."  Find  out  how  e-business  can  improve  your  business  at 
www.ibm.com/e-business/sanchez  or  call  1  800  IBM  7080,  ext.  BP04. 


ING  Direct  attracted  over  150,000 
new  customers  in  Canada  during 
a  24-month  period. 


Because  of  low  overhead, 
ING  Direct  can  offer  a  savings 
account  in  Canada  with  high 
interest  rates. 


ING  Direct  develops  and  sends 
customized  financial  products 
based  on  customer  profiles. 

ING  Directs  banking  presence 
was  established  from  scratch  in 
six  months  instead  of  more  than 
a  year  for  brick-and-mortar. 


ING  Directs  Toronto  branch 
5  )   garnered  over  $1  billion  in  new 
deposits  in  two  years. 
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ING  Financial  Services  International  is  an  I^ts, 
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Editor's  Memo 


BRINGING  YOU  MORE  VALUE 


As  chroniclers  of  the  Information  Age, 
we  write  a  lot  about  the  need  for 
businesses  to  innovate  at  Net  speed. 
We've  been  taking  our  own  advice  with  our 
Web  site,  Business  Week  Online  (www.busi- 
nessweek.com). 

We  are  joining  forces  with  the  Standard 
&  Poor's  Personal  Wealth  Web  site  (www.per- 
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analysis  and  worldwide  research  of  Standard 
&  Poor's,  long  available  to  institutional  in- 
vestors, at  the  fingertips  of  individuals.  I'm 
pleased  to  welcome  Personal  Wealth  as  an  of- 
ficial member  of  the  BUSINESS  WEEK  family. 
If  you're  a  regular  visitor  to  Business 
Week  Online,  either  on  the  Web  or  on  Amer- 
ica Online  (Keyword:  BW),  I'm  certain  you'll 
find  Personal  Wealth  a  wel- 
come addition  to  our  family 
of  services  that  appeal*  only 
online.  Those  also  include 
our  Daily  Briefing;  our 
guide  to  the  best  B-schools; 
our  popular  technology  buy- 
er's guide,  Maven;  our  Glob- 
al Business  channel;  and  a 
Career  Center,  where  you 
can  find  new  employees — 
or  a  new  job.  Oh,  yes — you 
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Stocks  Reverse  Course  to  Move 


EHJEZESD     i  Higher  on  Weaker  NAPM 

I  To  Past  Issue 

NEW  YORK,  Aug   02  (Standard  &  Poors)  - 

Stocks  have  bounced  back  from  a  veak  opemng  to  move 
solidly  higher  as  the  NAPM  index's  unexpected  fall  to 
53  4  in  July  from  57  0  in  June  eases  fears  that  the  Fed 
may  have  to  tighten  Today's  gains  are  broad  based, 
though  it  is  the  large  cap  stocks  vhich  are  leading  the 
vay 
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sonalwealth.com)  to  bring  the  deep  data  and 
analytical  expertise  of  our  corporate  sibling  to 
our  online  readers.  (Both  BUSINESS  WEEK  and 
Standard  &  Poor's  are  divisions  of  The  Mc- 
Graw-Hill  Companies.)  This  in  a  year  that 
has  already  seen  the  addition  of  daily  cover- 
age of  electronic  business  with  Business  Week 
e.biz  and  the  launch  of  our  new  small-business 
site  for  entrepreneurs,  Frontier  Online. 

Bringing  Personal  Wealth  under  business 
week's  online  umbrella  allows  us  to  offer  a 
compelling  mix  of  services  \\>v  the  online  in- 
vestor, combining  the  strengths  of  business 

WEEK   with    Persona]   Wealth   features   such 

as  financial-planning  tools,  fund 'rankings,  and 
objective  personalized  investment  recom- 
mendations—a unique  feature  on  the  Web. 

Personal   Wealth  puts  the  unbiased   market 


RICH  MIX  OF  SERVICES 

BW  Online  and  S&P's 
Personal  Wealth  Web  site 
are  pooling  their  resources 

can  also  read  every  story  we  print 
around  the  world,  online,  every 
Thursday  evening. 

You  can  register  for  free  access 
to  Business  Week  Online — includ- 
ing the  most  recent  five  years  of 
business  week  back  issues — if  you  are  a 
subscriber  to  the  magazine.  All  you  need  is 
the  account  number  that's  printed  on  your 
mailing  label. 

If  you  haven't  visited  us  on  the  Web  yet,  I 
hope  we've  just  made  it  that  much  harder  to 
stay  away.  But  we're  not  through  yet.  In 
the  weeks  ahead.  I'll  have  more  to  tell  you 
about  enhanced  features  and  content  offer- 
ings as  we  continue  to  build  BUSINESS  WEEK'S 
home  on  the  Web.  Watch  this  space. 

Editor-in-Chief 
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UNDER  FIRE 

It's  a  surprisingly  small  industry  with  a 
huge,  huge  headache.  With  each  new 
massacre,  U.S.  gunmakers  face 
heightened  calls  for  curbs  and  legal 
reckoning.  But  this  time,  they're  not 
closing  ranks.  As  old-line  manufacturers 
soften  their  stance,  a  group  of  upstarts 
holds  fast.  Here's  a  close-up  look  at  a 
secretive  industry 
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SLUGFESTS 

IS  eONE  CRUISING 
FOR  AN  iBRUISING? 

SINCE  NOVEMBER,  EMACHINES 

has  rocketed  to  No.  3  in  U.  S. 
home  personal-computer  sales 
by  launching  the  booming 
sub-$600  market 
Now,  the  compe- 
tition is  beginning 
to  counterattack. 
Compaq  Com- 
puter has  al- 
ready filed  a 
patent-infringe- 
ment suit.  Apple 
Computer  may  be  the 
next  rival  to  scream 
foul,  especially  after  the 
company  sees  emachines'  new 
eOne  PC,  to  be  unveiled  on 
Aug.  9. 

The  eOne  runs  Windows 
rather  than  Apple's  Macin- 
tosh software.  But  its  translu- 
cent-blue look  and  curvy  pc- 
plus-monitor     are     clearly 


designed  to  capitalize  on  the 
success  of  Apple's  iMac.  The 
eOne  could  sap  Apple's  re- 
cent success  at  winning  con- 
verts from  Windows-based 
pes.  For  one,  it  costs  $799, 
compared  with  $1,199  for  the 
iMac.  And  unlike  iMac,  eOne 
has  a  floppy  drive. 

If  Apple  sues,  as  it 
recently  did  when  Fu- 
ture Power  and  Dae- 
woo unveiled  an  iMac 
knock-off,        ema- 
chines might  be 
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FAMILIAR 
LOOK:  eOne 


forced  to  delay  filing  for 
its  initial  public  offering  in 
August.  Indeed,  hefty  lawyer 
bills  might  be  enough  to  sap 
emachines'  meager  profits. 
U.  S.  Bancorp  Piper  Jaffray 
analyst  Ashok  Kumar  says 
that  "emachines'  business 
model  doesn't  have  any  slack 
built  into  it."  Peter  Burrows 


TAXING  MATTERS 

GIVING  BIAS  VICTIMS 
THEIR  FAIR  SHARE 

WHEN  WORKERS  WIN  BIAS  Suits 

against  their  employers,  you'd 
think  they'd  be  rolling  in 
dough.  But  both  lawyers'  fees 
and  damages  for  emotional 
stress  are  taxable.  So  not  only 
can  big  settlements  shrink, 
winners  might  even  end  up 
owing  money.  But  that  situa- 
tion may  soon  change. 

Consider  one  recent  case: 
More  than  85%  of  Shannon 
Doyle's  pending  $1  million 
award  against  a  unit  of  West- 


inghouse  will  be  eaten  up 
by  lawyers'   fees   and 
taxes.  Westinghouse 
reneged  on  a  promise 
to  hire  him  after  he'd 
pointed  out  safety  vio- 
lations at  a  client  nu- 
clear plant.  And  when 
lawyer  fees   outpace 
awards,  the  winners 
may  end  up  in  the  red. 

To  prevent  such  anomalies, 
a  Washington  odd  couple — 
the  U.  S.  Chamber  of  Com- 
merce and  the   Leadership 
Conference  on  Civil  Rights — 
is  backing  the  Civil  Rights 
Tax  Fairness  Act  of  1999. 
The  bill,  which  has  biparti- 
san  congressional   support, 
would  end  taxes  on  attorney 
fees,  allow  income  averaging 
for  pay  awards,  and  restore 
the  tax  exemption  for  dam- 
ages for  emotional  distress. 
Employers  like  the  bill.  Since 
they  often  have  to   cover 
part  of  the  tax  bite,  reduc- 
ing it  makes   settlements 
cheaper.  Stan  Crock 


TALK  SHOW  ((There  has  been  enormous  pain,  eno 
anger,  but  I  have  been  with  him  half  my  life  and  he  jj 
very  good  man" 

— Hillary  Rodham  Clinton  to  Talk  magazine 


Old 


STARTUPS 


YOUR  GLITCH  IS 
THEIR  HEADACHE 

WHEN   THE   PCS   FREEZE,  THE 

printers  quit,  and  business 
owners  have  to  hire  a  mob 
of  highly  paid,  under- 
dressed  techies  to  fix  it 
all,     the     Net     hardly 
seems  the  coolest  thing 
around.  Not  to  fear,  says 
computer-industry  vet-  _ 
eran  Sheldon  Laube.  On  >  "tLf* 
Aug.  9,  he'll  unveil  Center- 
Beam,  a  company  that  vows 
to  end  technology  headaches 
for  small  businesses. 

For  a  monthly  fee  of  about 
$165  per  user,  CenterBeam 
will  provide  hardware  and  do 
everything  from  install  pro- 
grams to  check  for  hackers — 
all  via  the  Internet.  Says 
Laube,  formerly  in-house  tech 
guru  for  Pricewaterhouse- 
Coopers:  "My  goal  is  that  in 


five  years,  people 
'Remember  when  w| 
care  about  what  a 
was?'  There  is  no 
shouldn't  be  the  fund 
way  people  buy  tecl 
Thanks  to  falling  pi 
and  new  wireless  t| 


gies,  Laube,  who  has 
$20  million,  thinks 
profitably  run  a  cor 
computer  infrastructi 
A  possible  snag: 
wants  to  provide  equ 
through  local  retailei 
may  not  want  to  part 
And  he  is  basin 
company  entirely 
crosoft's  much-delaye 
dows  2000  due  out  lat 
year.  Peter  B 


THE  JOB  MARKET 


A  STRIP  SEARCH  WITH  A  TWIST 


WITH  MANY  ADULT  CLUBS  AND 

bars  in  the  area,  it's  not  un- 
usual for  the  Palm  Beach 
Post  to  run  classified  ads  for 
exotic  dancers.  But  this 
spring,  it  was  the  state  of 
Florida  running  the  ads. 
That's  right.  The  Sunshine 
State  was  looking  for  a  strip- 
per. And  now  it's  asking  for 
help  from  the  feds. 

Although  the  advertise- 
ments have  stopped,  the 
opening  is  still  listed  in  the 
Florida  Labor  Dept.'s  data 

1  ^^^SL. 

'amnctr  40  hrT, 
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bank.  In  seeking  an 

dancer    who    can    "pt 

modem  and  acrobatic  ( 

coordinating  body  mov 

to  musical  accompani 

the  state  says  it's  doinj 

it  would  for  any  bus 

When  a  company  can 

qualified  U.  S.  citizens 

job,  the  state  can  hel 

By  law,  Florida  doesn'1 

to  name  the  club,  thou] 

located  in  Stuart.  The 

needs  four  years'  expe: 

Pay  is  $11  an  hour. 

Since  there  have  be 

lakers,  the  busines 

hire  foreign  talent, 

is  where  the  federal 

ernment    comes    in. 

state  has  asked  the 

Labor  Dept.  for  perm 

to  look  overseas.  The 

say  they  may  decide 

this  month.  If  approve* 

stripper  would  get  the 

work  visa  awarded  to 

temporary  foreign  woj 

every  year.      Dennis 
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is  what  gives  us  the  strength  to  achieve ...  to  push  our  way  ; 
ir  example,  as  manufacturers  of  special  glass,  we  undoubtedly  took 
highly  competitive  market  of  supply  to  the  semiconductor  industry.  But  thi  an 

element  of  opportunity  in  every  risk.  We  seized  that  opportunity,  and  the  result  is  the 

*very  first  complete  range  of  high-tech  products  for  the  manufacture  of  computer  ch 
Schott  Corporation,  3  Odell  Plaza,  Yonkers,  NY  10701    e-mail:  stay@schottglass.com 
visit  us  at  www.schottglass.com 

Materials  and  components  for  microlithography  -  high-tech  solutions  from  SCHOTT. 


stay  brave 


glass  made  of  ideas 


Up  Front 


AFTERLIVES 

FROM  TECH  WHIZ  TO 
E-BOOK  EVANGELIST 

WHEN  JAMES  SACHS  WAS  A 

teenage  tech  savant  growing 
up  in  Hanover,  N.H.,  he 
sharpened  his 
skills  by  writ- 
ing computer 
programs  for 
Dartmouth  Col- 
lege officials. 
"For  $5  an 
hour,  I  would 
do  anything," 
says  Sachs.  "I 
just  wanted  to 
be  working  on 
the  computer." 
Sachs  is  44 
now,  and  com- 
puters still  fas- 
cinate him.  The 
man  who  helped  develop  the 
Apple  Macintosh  computer 
mouse  and  toys  such  as  laser 
tag  and  Teddy  Ruxpin  has 


SACHS: 

Smaller  is 
better 


left  the  toy  business  to  create 
SoftBook  Reader.  It's  a  three- 
pound  portable  device  that 
can  download  books,  maga- 
zines, newspapers,  and  Web 
documents.  Magazines  lime 
and  Fortune,  among  others, 
have  agreed  to  provide  E- 
copy.  With  his  track  record, 
Sachs  easily  found  investors 
to  put  $2  million  into  his  com- 
pany, SoftBook  Press. 

Sachs  concedes  that  the 
$599  gizmo  costs  too  much 
and  weighs  too  much.  And 
so  far,  neither  SoftBook  nor 
its  primary  rival,  NuVo- 
Media,  whose  Rocket  eBook 
goes  for  $349,  will  divulge 
sales.  Analysts  figure  the 
numbers  will  remain  low 
until  prices  drop.  But  Sachs 
is  optimistic  that  eventually, 
consumers  will  trade  their 
paperbacks  for  E-books: 
"I'm  sure  there  will  be  a  yel- 
low waterproof  version 
someday  for  taking  to  the 
beach."      Janet  Rae-Dupree 


l-WAY  PATROL 


ONLINE  BIDDERS,  BEWARE 


WHEN   IT  COMES  TO  ONLINE 

auctions,  the  convenience  of 
bidding  at  home  may  not 
outweigh  the  dangers  of 
fraud.  According  to  figures 
from  Internet  Fraud 
Watch,  sponsored  by 
the  National  Con- 
sumers League, 
87%  of  fraud 
complaints  it  re- 

FRAUD  WATCH: 

More  than  5,000 
complaints 


ceived  during  the 
first  five  months 
of  this  year 
were  related 
to  online  auc- 
tions. This 
year,  it  has  re- 
ceived more  than 
5,000  complaints,  surpassing 
lOWs  total  for  online  auc- 
tions. Cyveillance,  an  online 
monitoring  outfit,  estimates 
10%  to  20%  of  all  online 


items  may  be  bogus. 
Cyberspace  auctioneers  are 
responding.  Amazon.com's  Al- 
liance Program,  created  this 
spring,  finds  and  removes 
counterfeit  products  from 
its  Web  site.  Participat- 
ing companies,  such  as 
Rolex  Watch  and  Mi- 
crosoft, teach  the  Web 
sites  how  to  spot  bogus 
items.  eBay  has  a  sim- 
ilar program. 
Bricks-and-mortar 
auction  houses  are  a 
better  bet.  Most  offer 
guarantees  of  authentici- 
ty and  have  less  than 
1%  of  their  items  de- 
clared inauthentic  and 
returned.  "Experts 
around  the  world  see 
our  catalog,"  says  a 
Sotheby's  spokesman. 
"Selling  in  a  public  forum  is 
the  best  way  to  promote  au- 
thenticity." Online  merchants 
hope  to  change  the  odds 
soon.     Stacey  Higgi)tbotlia»i 


Y2K  CHAOS 

PLAYING  THE  NAME 
GAME-AND  LOSING 

YOU  PROBABLY  THINK  "Y2K" 

is  a  generic  reference  to  the 
millennium  or  its  potential 
for  computer  problems. 
Legally,  that's  proba 
bly  true.  But  Indi 
anapolis  marketing 
and  communica 
tions  firm  Look- 
ing Glass  Part- , 
ners  is  claiming 
the  Y2K  label  -" 
for  a  slew  of  items  it 
does  not  even  make. 

lgp  trademarked  a  Y2K 
Bug  stuffed  toy  and  now  aims 
to  slap  the  Y2K  label  on  550 
wildly  different  products.  The 
idea  is  that  even  if  it  doesn't 
make  Y2K  mopeds  or  Y2K  egg 
substitutes,  it  can  reap  licens- 
ing fees  from  those  who  do. 

So  far,  the  strategy  has 


been  a  dud.  "It's  nc 
mate.  They  have  toil 
bona   fide   intent   tj ' 
these  products,"  saj: 
more  intellectual-pro]," 
torney  Jim  Astrach;. 
though  lgp  has  confn 
dozen  companies  us! 
Y2K  label  on  pi 
the  federal  court 
southern  district 
ana  ruled  agj 

TRADEMARK? 

LGP's  Y2K 


when  it  su 
Senna  Pr 
Senna  mal 
stuffed  toys,  t( 
Crash,  Stash,  and  B 
Y2K  bears.  The  judge  i 
public  does  not  associ 
term  Y2K  with  lgp,  s 
na's  bears  do  not 
the  trademark.  Now, 
that  movie,  2001:  A 
Odyssey...       Roy  Fu 


THE  BIG  PICTURE 


PRESCRIPTION  FOR  DANGER 

Doctors  worry  that  managed  care 
hurts  patients:  87%  have  seen  a 
patient's  treatment  plan  overruled, 
while  61%  regularly  see  prescrip- 
tions denied. 

DENIALS  THAT  HAVE 
HAD  "VERY  SERIOUS" 

OR  "SOMEWHAT 
SERIOUS" RESULTS 


MENTAL  HEALTH 


0       15      30      45      60 
►  PERCENT 

DATA:  KAISER  FAMILY  F0UI 
HARVARD  SCHOOL  OF  PUBLIC  HI 


FOOTNOTES  Companies  that  have  an  Internet-usage  policy:  53%;  that  use  filtering  software  to  block  some  Web  sites:  25% 
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DATA:  MANAGEMENT  RECRUITERS  INTERN/ 


• 


Shareholders 
don't  blink. 


; 


NSULTING       TAX       ASSURANCE 


They're 
relentless.  And  want  results 
yesterday.  So  increase  shareholder 
value  with  the  help  of  a  global  net- 
work of  85,000  people  who  know 
the  value  of  speed.  Together  we 
can  raise  the  bar.  Let's  go. 
www.ey.com 


EH  Ernst  Young 


From  thought  to  finish. 


nsi  &  Young  up 
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BLOCKBUSTER:  VIACOM'S 
REDSTONE  BEGS  TO  DIFFER 

j ■ — . 

I  am  deeply  troubled — indeed  out- 
raged— by  "Why  it's  not  a  blockbuster 
ipo,"  (News:  Analysis  &  Commentary, 
Aug.  2).  Your  article  is  replete  with  er- 
rors of  fact  and  errors  of  judgment. 

Among  the  factual  errors  was  an 
egregious  misrepresentation  of  Block- 
buster's valuation — a  miscalculation 
without  which  one  of  the  article's  key 
negative  points  would  have  crumbled. 
This  is  particularly  galling  since  Block- 
buster Inc.'s  public-relations  staff  specif- 
ically asked  if  we  could  assist  in  fact- 
checking.  The  proper  valuation  of  the 
Blockbuster  ipo,  based  on  the  proposed 
pricing  range,  is  approximately  $4.4  bil- 
lion to  $4.8  billion,  not  $2.8  billion  to 
$3.2  billion.  You  simply  forgot  the  obvi- 
ous— namely,  to  add  in  the  debt  at- 
tached to  Blockbuster.  Compounding 
that  error  was  your  statement  compar- 
ing the  purported  $8.4  billion  acquisi- 
tion cost  of  Blockbuster  in  1994  to  the 
value  derived  from  the  estimated  price 
at  which  less  than  20%  of  the  shares 
of  Blockbuster  will  be  sold  in  the  ipo. 
For  one  thing,  when  Blockbuster  was 
acquired,  it  owned  $1.85  billion  in  Via- 
com Inc.  equity  securities,  which  were 
extinguished  by  the  acquisition.  For  an- 
other, the  purchase  included  numerous 
assets,  not  the  least  of  which  was 
Spelling  Entertainment  Group  Inc.,  that 
are  not  being  sold  to  the  public. 

Your  readers  get  only  a  one-sided 
view  of  the  video  industry.  You  chose 
not  to  include  our  responses  to  the  tech- 
nological issues  you  raise.  Also,  out  of 
the  four  major  research  firms  that  track 
video-rental  data,  only  the  one  you  cite 
is  projecting  a  contracting,  and  not  a 
growing,  market.  And  two  of  the  ana- 
lysts cited  in  the  piece  have  largely  pos- 
itive opinions  on  Blockbuster,  though 
only  negative  comments  were  used. 

You  dismiss  our  enormous  achieve- 
ment in  getting  Blockbuster  on  track 
(and  reinventing  an  entire  industry)  and 
substantially  growing  our  market  share 
with  the  absurd  suggestion  that  these 
were  "easy  fixes."  Maybe  it  would  have 


been  easy  for  the  experts  at 
week,  but  it  was  damn  tough 
turn  Blockbuster  around.  Yourl 
deserve  better  treatment.  So  d| 
Sumner  M. 

Viae) 
Nej 
Editor's  note:  A  correction  oi 
blister's  valuation  appeared  in  tii\ 
edition.  We  apologize  for  tfie 
the  correct  numbers,  business  w\ 
alyzes  tfie  ipo  as  follows:  Alio 
the  Viacom  securities  owned  by 
blister  and  other  adjustments 
the  199  k  acquisition  price  to  ab\ 
billion — still  more  than  the  $44 
$4.8  billion  value  of  Blockbust 
proposed  wo. 

RETIREES  ARE  A  BIG  0PP0R1 
FOR  CORPORATE  AMERICA 


I 


The  small  chart  in  "Work  ' 
drop"  (Up  Front,  July  26)  does 
provide  the  big  picture.  Over 
the  recent  retirees  in  your  samp   s« 
to  continue  working  part-time  o 
full-time  after  retirement,  and  or  \ 
are  woi-ried  about  outliving  thei 
cial  resources.  We  have  a  richi 
pool  of  more  than  41  million  Amj 
in  the  55  to  75  age  range,  over 
whom  are  retired — and  many  o 
are  interested  in  continued  empl 

These  are  people  with  prove 
and  abilities  who  provide  a  flexibll 
effective  resource  that  can  sust<  y»y-e 


productivity  gains  and  economic  { 
What  drives  many  of  them  is  the 
to  remain  productively  engaged 
Will  Corporate  America  wake  up 
ing  this  excellent  resource? 

William  K. 
Boulder 


trived!" 
July  26). 

Uvk 
it  bi 
U 
itioi 


AN  EARLY  OBSERVER 
RECALLS  BEN  ROSENS  EDGE 


Regarding  "The  lion  in  winter" 
Story,  July  26)  on  Benjamin  M. 
I'm  betting  on  Ben.  Our  paths 
the  early  70s  when  I  was  cfo  of 
Instruments    Inc.    and    Ben 


cros 


wara; 
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CTIONS&  CLARIFICATIONS 

i  advance  in  digital  photos"  (Tech- 
You,  July  26)  erred  in  saying  that 
i  lotoshop  software  is  provided  with 
ilm  MX-2700  digital  camera.  The 
includes  the  less  powerful  Adobe 
luxe  software. 

marred  a  photo  of  Benjamin  M 
i  lairman  of  Compaq  Computer  Corp., 
lion  in  winter"  (Information  Tech- 
;  jly  26).  What  appeared  to  be  a  met- 
the  picture  was  a  mark  made  in- 
itly  during  processing.  The  defect 
ave  been  cropped  out  of  the  photo. 

Ave:  A  star  is  reborn"  (Marketing, 
three  names  were  misspelled.  They 
ave  read  Kevin  Wassong,  Alan  Piatt, 
J  Jaques. 


Stanley  analyst  covering  ti. 

always  impressed  that  Ben,  in 

eas,  knew  more  about  our  fu- 

ortunities  and  competitive  sta- 

we  did.  Of  course,  this  resulted 

igent  discussion  with  our  cus- 

suppliers,  and  competitors  in 

sed  way  not  available  to  ti.  So 

dnced  he  has  a  solid  plan  for 

re  of  Compaq  Computer  Corp. 

Edward  0.  Vetter 

Dallas 


1ET  BANKS  ARE  SKIMPING 
I  TOMER  SERVICE 


i 


>yed  "Net  banking  is  here,  but 
.rrived?"  (Business  Week  In- 
fuly  26).  You  sum  it  up  when 
elude  that  Net 'banking  is  go- 
^  great  but  "not  yet."  Stanford 

Credit  Union  was  the  first  fi- 
institution  anywhere  to  do  fi- 
:ransactions  on  the  Net  (1994) 

also  the  first  with  a  Web  site 
b-based  home  banking.  U.  S. 
nions  have  been  leaders  in  E- 
:e,  strange  as  it  may  seem. 
V  novo  Net  banks,  such  as  the 
u  sampled,  have  skipped  the 
J-mortar  phase  of  their  full-ser- 
nterparts,  creating  new  systems 
■atch  to  get  online  as  quickly  as 

What  many  of  them  have  trou- 
t  is  what  most  existing  credit 
md  banks  do  so  well — provid- 
d  customer  service  up  front, 
ount  sign-up  to  order-fulfillment. 
ve  bill  payment  a  fair  trial,  I 
iihI  using  it  through  a  credit 
•  bank.  Quicken  and  Microsoft 
ilso  offer  bill  payment  through 
nions  and  banks,  as  well  as  di- 
ihrough  CheckFree  Holdings 

iv  chi lice  for  the  most  customer- 


Mendly  service).  I  have  been  u  big  'nil 

payment    service   for  the  pa   '      •     •  i:i I 

yean,  and  l\  ha-  become  a  "no  brainer" 

for  me.  This  is  I  he  wave  of  the  future. 

Warren  Marshall,  President 
Stanford  Federal  Credit  Union 

Palo  Alto,  Calif. 

the  new  economy's 
tornadoes; 

business  week  has  been  out  in  front 
on  New  Economy  thinking  ("The  New 


norny    finall  "t," 

Editorials,  July  26),  hut  you  don'1  go 
nearly  far  enough  Wh 

big  today  I    I  he  birth  of  a  i 
economic     y  tem    based    on    nearly 
telepathic  Internet  communication 
long,  Industrial  A#e;  hello,  Telepathic 
Arc 

The  Telepathic  Age  adds  a  new  fac- 
tor of  production — knowledge  work — 
and  a  new  form  of  monetary  compen- 
sation— gain-sharing — to  Adam  Smith'- 
familiar  Industrial  Age  factors  of  pro- 


^ 


"Nature  punishes  inadequacies,  Bob. 

And  so  does  business.  That's  why  we'll  avoid  extinction 

by  choosing  rock-solid  Williams  as  our  provider." 

Only  the  fit  survive.  It's  a  fact  of  life,  and  business.  Well,  Williams 
is  the  only  company  offering  leadership  in  two  basic-but-essential- 
to-your-business-survival  categories:  energy  and  communications. 
So  if  you  find  your  current  provider  constrictive,  give  us  a  call. 


Williams 


Energy  •  Communications  •  Leadership 

1-800-WILUAMS  •  WWW.WILLIAMS.COM  •  NYSE:  WMB 
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Buy  an  Aircraft 


Sell  an  Aircraft 


Buying  or  selling  an  aircraft    aircraftbuyer.com  is  the 


has  never  been  this 

Fast- 


Automated... 


newest  and  most  exciting  service 
on  the  web,  offering  a  wide  variety 
of  aircraft  for  sale.  It's  fast,  easy, 
comprehensive  —  it's  what 
aircraft  buyers  and  sellers  expect. 

Create  your  own  ad  using  our  automated,  online  system. 
Your  aircraft  gets  to  marketfast  so  you  sell  itfast. 

Gain  access  to  the  hundreds  of  thousands  of  aviation 
professionals  and  enthusiasts  who  visit  Aviation  Week 
and  The  McGraw-Hill  Companies  online  every  month. 

Search  for  your  next  aircraft  in  the  world's  most 
comprehensive  listing  of  aircraft  for  sale,  product  and  service 
providers  and  dealers/brokers. 


Win 

a  hand-held 

GPS! 

Goto 

aircraftbuyer.com 
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Find  an  Aircraft 

Place  an  Ad 

Aircraft  of  the  Week 

Aircraft  Seller's  Directory 

Aircraft  Performance  Charts 

Ownership  Articles 

News  and  Information 

Industry  Links 

AND  much  more 


Where  Buyers  and  Sellers  Connect 

For  more  information,  go  to  our  site  at  www.aircraftbuyer.com 

or  call  toll  free  1-877-ACBUYER  (1-877-222-8937)  or  Fax  914-939-8824 
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ders  Report 


k  of  land,  labor,  and  capital,  with 
I  lually  familiar  monetary  corn- 
el >ns  of  rent,  wages,  and  profit. 
'  telepathic  knowledge  workers 
•  1  the  information  required  to 
I  iecisions,  can  make  decisions 

0  consulting  a  hierarchy,  and  are 
p  sated  with  gain-sharing 
I)  'ments  such  as  stock  options. 

I   Greenspan,  America's  personal- 

1  rate  hasn't  ducked  below  zero; 
\  bsolete  Industrial  Age  econom- 
» sties  simply  fail  to  count  gain- 
income  as  personal  income.) 

i  ?ood  news  is  that  adding  a  new 
>f  production  inevitably  results 
?mendous  increase  in  the  stan- 
living.  The  bad  news  is  that  the 
nomy  must  be  destroyed.  The 
abrupt  transition  to  the  Tele- 
^.ge  will  spawn  creative-destruc- 
nadoes  of  unprecedented  feroci- 
ese  tornadoes  will  decimate 
middleman-laden  Industrial  Age 
roduction-and-distribution  sys- 
ad  the  tens  of  millions  of  jobs 
with  it. 

John  Frisch 
Wichita 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

MORE  PUNCH  IN 
APPLE  PORTABLES 


With  the  iBook  and 
PowerBook  G3,  Apple 
reclaims  its  lead  in 
notebook  technology 

Apple  Computer  more 
or  less  invented  the 
modern  notebook  with 
its  first  PowerBook  in  1991. 
Then,  as  has  so  often  been 
the  case  in  the  company's  tor- 
tured history,  it  sat  back  and 
watched  IBM,  Toshiba,  and 
others  make  a  huge  commer- 
cial success  of  its  innovation. 
With  the  debut  of  the  iBook, 
the  first  portable  designed 
from  the  ground  up  as  a  con- 
sumer product,  Apple  is  mak- 
ing a  bid  to  reclaim  techno- 
logical and  design  leadership. 
Unfortunately,  especially 
since  the  iBook  seems  ideal 
for  the  educational  market, 
it's  going  to  be  at  least  late 
September  before  anyone  can 
buy  one.  Worse,  advance 
orders  will  keep  supplies 
tight  until  well  into  the  fall. 
But  the  iBook  isn't  the  only 
portable  in  Apple's  arsenal. 
The  new  PowerBook  G3  is 
not  as  eye-catching  as  the 
iBook,  but  it's  a  winner 
for  Apple's  core  market  of 
graphics-arts  and  multime- 
dia professionals. 

POWERBOOK 
G3 


bought  for  such  demanding 
tasks  as  video-editing  and  an- 
imation, which  need  all  the 
power  they  can  get. 

Superficially,  the  Power- 
Book  looks  like  a  minor  revi- 
sion of  the  notebooks  intro- 
duced a  year  ago.  It  has  the 
same  striking  design,  with  a 
big  white  Apple  logo  on  top. 
But  a  closer  inspection  re- 
veals dramatic  engineering 
changes  that  the  rest  of  the 
industry  ought  to  study. 

The  most  important  is  bat- 
tery life.  The  PowerBook  G3 
is  a  true  desktop  substitute, 
with  a  big,  bright  14.1-inch 
display  and  PowerPC  G3 
processors  running  at  up  to 


the  sort  of  task  the  400-mhz 
model  I  used  is  ideally  suited 
for,  but  one  that  really  sucks 
power.  This  improved  battery 
life  is  due  mainly  to  the  ibm- 
designed  processor,  the  first 
to  use  power-thrifty  copper 
technology.  As  a  bonus,  the 
PowerBook  also  runs  cooler 
than  Pentium  II  notebooks. 

The  other  major  break- 
through is  in  weight.  The 
new  PowerBook  G3  is  about 
a  third  of  an  inch  thinner 
than  its  predecessor  and 
weighs  about  VA  pounds  less. 
Even  in  a  loaded  configura- 
tion, it  weighs  6.4  pounds 
— half  a  pound  less 
than  an  IBM  Think- 
Pad 770. 

While    the 
PowerBook  G3 
aims  at  an  audi- 
ence of  Apple  loyal- 
ists, the  $1,599  iBook  is 
an  attempt  to  dupli- 
cate the  iMac's  suc- 
cess in  creating  a 
new  market  for 
Apple.  I  won't   A 


THE  NEW  APPLES  TO  GO 


POWERBOOK  G3       iBOOK 


Processor 

333-400  MHz 

300  MHz 

Memory  (std/max) 

64/384  MB 

32/160  MB 

Disk  drive 

4-10  GB 

3.2  GB 

Display 

14.1  in. 

12.1  in. 

Dimensions  (in.) 

10.4  x  12.7  x 

1.7  in. 

11.6x13.5x2.1  in. 

Weight 

5.9-6.4  lb. 

6.7  lb. 

Price 

$2,499-3,499 

$1,599 

it  DATA.-  APPLE  COMPUTER  INC. 

The  new 
PowerBook  is  the  sort  of  big, 
do-it-all  notebook  that  is  fad- 
ing away  in  the  Windows 
world.  But  there,  the  market 
for  high-end  laptops  is  domi- 
nated by  execs  who  don't  do 
much  heavy-duty  computing 
and  who  are  willing  to  trade 
power  for  portability.  Top-of- 
the-line     PowerBooks     are 


400  mhz,  making  it  the  fastest 
notebook  on  the  market.  Typ- 
ical battery  life  in  Windows 
machines  in  this  class  is  un- 
der three  hours.  While  Ap- 
ple's claim  of  five  hours  is  op- 
timistic, I  was  able  to  get  a 
good  four  hours  per  charge, 
even  though  I  spent  much  of 
the  time  videoediting.  That's 


be  able  to  do  a  hands-on 
review  until  it  becomes 
available  this  fall,  but 
some  distinguish- 
ing features  are 
obvious  from  Ap- 
ple's prototypes. 
The  colorful  two-tone  case  is 
one.  And  though  the  iBook 
is  big  and  a  bit  heavy  con- 
sidering its  modest  12.1-inch 
display,  that  bulk  buys 
ruggedness  at  the  expense  of 
portability.  A  standard  Eth- 
ernet port  makes  attachment 
to  networks  a  snap.  Add  the 
built-in  handle  and  relative- 


ly low  price,  and  yc 
computer  ideally  s) 
students  from  el« 
school  through  colle,.'. 

The  other  major  iov 
the  iBook  offers  is  an 
networking  setup  d 
Port,   designed   by| 
Technologies  Inc. 
nation  of  a  $99  ad( 
for  the  iBook  and  a 
station  allows  an  i; 
connect  to  the  Inter; 
anywhere  in  or  aroi 
house.  (3Com  plans: 
a  similar  product 
dows  this  fall.) 

Unfortunately,  Ap| 
are  going  to  have 
to  get  soft) 
good 


s 


iBOOK 


hardware.  The  Mac 
ing  system  is  showing 
and  it  has  fallen  behir 
dows,  especially  Wind 
in  the  ability  to  run  n 
programs,  crashproof! 
security.  This  is  espe 
problem  for  high-end 
The  expected  shippir 
for  the  solution,  Mac  * 
has  slipped  from  this  t  tl 
next  year.  Mac  OS  9,  a  ■ *n 
update  of  the  currenl  * 
ating  system,  is  schedi  'QV(Jlt 
release  in  October.         ™» 
Still,  the  important  frlK|( 
is  that  Apple  has  follow  [*  5'i 
on  its  iMac  success  by  h 
becoming  a  significant 
vator  in  portable  comj 
At  a  time  when  most 
industry  is  straining  to 
cookie-cutter  comm 
hardware  as  cheaply  a 
sible,  it's  a  pleasure  anc 
lief  to  see  some  creath 
consumer  computing 


; 
Kith 


QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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IV  ON  GROUNDS 

is  y  of  Coffee  and  How  It  Transformed  Our  World 

pendergrast 

«Ks»520pp«  $27.50 


FE  RISE  AND  FALL 
<D  RISE  OF  COFFEE 


a  ips  no  product  has  done  more 

x/oment  social  unrest  than  cof- 

~fe  Since  the  16th  century,  when 

r<  ?rnor  of  Mecca  closed  coffee- 

)i  if'ter  learning  that  they  were 

,  e  ie  for  satirical  songs  about  him, 

Jl.'  caffeinated  bean  has  been  up- 

fc  he  status  quo. 

"is  over  coffee  that  French  intel- 
i  plotted  much  of  their  revolu- 
i  the  late  1700s,  and  it  was  a 
>  coffeehouse  called  the  Green 
)  that  Daniel  Webster  termed  the 
•iters  of  the  American  Revolu- 
E  rfee  "has  been  the  world's  most 
llrink  in  that  its  function  has  al- 

|™en  to  make  people  think,"  wrote 
Ukers,  an  early  historian  of  the 
s.  In  Latin  America,  meanwhile, 
c  dependence  on  the  bean  and 
srable  conditions  that  accompany 
est  have  been  the  cause  of  war 
uries. 

icommcm  Grounds:  The  History 
e  mid  How  It  Transformed  Our 
author  Mark  Pendergrast  tells 
y  of  the  drink  that  has  become 
I  of  modem  society.  Coffee  to- 
he  world's  second-most-valuable 
d  commodity,  trailing  only  oil, 
98.  It  is  the  world's  most  widely 
sychoactive  drug,  and  more  than 
on  people  work  in  some  part  of 
ee  industry. 

ergrast  traces  coffee's  history 
B  legendary  discovery  by  an 
an  goatherd,  said  to  have  found 
k  cavorting  wildly  in  the  forest 
had  eaten  the  bean,  to  its  1990s 
•ks-led  boom.  Along  the  way,  he 
'  the  advertising  boundaries  it 
>ken,  the  environmental  damage 
wrought,  and  the  international 
ling  it  has  caused. 
rtunately  for  most  readers,  l'u- 
n  Grounds  will  be  as  difficult  to 
OUgh  as  ail  overly  bitter  cup  of 
10.  The  520-page  effort  spends 


far  too  much  time  on  the  numbing  de- 
tails of  price  gyrations  and  long-disap- 
peared brands.  Rather  than  constructing 
a  compelling  narrative,  Pendergrast  has 
written  something  that  often  feels  like  a 
textbook  for  a  college  survey  course  on 
the  history  of  coffee.  Consider  this  typ- 
ical sentence  describing  the  formation  of 
a  trade  group:  "Primarily  through  the 
efforts  of  California's  Ted  Lingle  and 
New  York's  Donald  Schoenholt,  coffee 
idealists  from  both  coasts  met  in  San 
Francisco  in  October  1982,  sitting  cross- 
legged  on  the  floor  in  the 
parlor  of  the  little  Hotel 
Louisa,  and  hammered  out 
a  national  charter." 

It's  a  shame,  because 
Pendergast  has  a  wonder- 
ful tale  to  relate.  At  the 
end  of  the  18th  century, 
despite  the  rich  history  of 
cafes,  coffee  still  was  not  a 
product  for  the  masses. 
The  drink  was  not  a  part 
of  the  daily  rationing  for 
the  American  Continental 
Army,  for  example.  That 
would  change  by  the  Civil 
War,  when  each  Union  soldier  was  given 
the  equivalent  of  36  pounds  per  year — 
three  times  our  current  consumption 
level.  Indeed,  by  the  end  of  the  century, 
coffee  was  so  popular  that  it  had 
sparked  a  backlash.  A  health  faddist 
named  C.  W  Post  launched  a  coffee  sub- 
stitute called  Postum,  writing  his  own 
ad  copy  that  decried  caffeine  as  nefari- 
ous and  unhealthy.  Postum  turned  him 
into  a  millionaire,  thanks  in  part  to  cof- 
fee brands  that  responded  with  ads 
blaming  each  other  for  illnesses. 

But  the  bean's  allure  has  been  too 
strong  for  the  periodic  health  scares, 
ranging  from  threats  of  nerve  destruc- 
tion to  cancer,  that  have  hampered  it. 
By  the  start  of  the  20th  century,  coffee 
was  the  most  popular  beverage  in  the 


By  the  1920  ,  afti  r  Po  t'  death, 
his  own  company  which  today  i  one  of 
the  nation's  biggesi  cereal  Bellers    rec 

ogni/.ed  its  appeal  and  bought  Maxwell 
House. 

It  was  a  high  time  for  the  drink.  Pro- 
hibition boosted  sales  as  consumers 

looked  for  an  alcohol  substitute,  and 
many  taverns  became  coffeehouses.  Na- 
tional radio  campaigns  helped  the 
Strongest  brands.  Not  even  the  De- 
pression slowed  coffee s  rise:  By  the  end 
of  the  '80s,  98%  of  U.  S.  families  drank 
it  in  one  form  or  another. 

World  War  II  aided  coffee  further, 
addicting  millions  of  soldiers — who  often 
warmed  it  with  nothing  other  than 
matches.  (Indeed,  as  the  author  notes, 
"the  American  soldier  became  so  close- 
ly identified  with  his  coffee  that  G.  I. 
Joe  gave  his  name  to  the  brew,  a  'cuppa 
Joe.' ")  The  Marine  Corps  bragged  about 
imbibing  more  of  it  than  any  other  di- 
vision of  the  armed  forces,  and  the 
British  dropped  packets  into  coffee-de- 
prived Nazi-occupied  coun- 
tries to  make  the  locals 
long  for  Allied  victory.  By 
the  end  of  the  war,  the  av- 
erage American  was  using 
almost  20  pounds  of  coffee 
beans  per  year. 

But  the  seeds  of  its  de- 
cline had  already  been 
planted.  Coca-Cola  and 
Pepsi  had  also  become  pop- 
ular among  soldiers,  and 
those  companies  spent  the 
'50s  and  '60s  using  hip  ad- 
vertising, their  products' 
sweet  flavor,  and  their 
cans'  portability  to  knock  coffee  off  its 
perch. 

In  the  following  decades,  the  major 
Java  brands  continued  cheapening  their 
roasts  and  using  aging  TV  stars  in  pro- 
motions. The  campaigns — such  as  the 
lame  "I  go  for  coffee.  You  go  for  coffee. 
Let's  go  for  coffee  together" — utterly 
failed  to  inspire  rebellious  baby  boomers, 
Pendergrast  writes.  Indeed,  when  a 
Wharton  MBA  named  Mary  Seggerman 
employed  a  young  comedian  named  Jer- 
ry Seinfeld  in  a  witty  1983  ad,  her  boss- 
es at  Maxwell  House  killed  the  spot. 

The  drink's  true  believers  would  re- 
vive its  fortunes  in  the  '90s.  During  the 
70s  and  '80s,  coffee  stores  and  cafes 
had  gained  popularity,  led  by  the  path- 
breaking  Peet's  in  Berkeley,  Calif.  Three 


THE  BEAN'S  RICH  HISTORY,  FROM  THE  FIRST 


COFFEEHOUSES  TO  THE  STARBUCKS  CHAIN 
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HP  Vectra  PCs  and  Windows  NT  Workstation. 

The  reliable  choice  for  business. 

You  count  on  your  computer  to  work  as  hard  as  you  do  - 
so  count  on  the  HP  Vectra  running  Windows  NT 
Workstation  -  the  most  reliable  Windows  operating 
system  available.*  Built  for  businesses  like  yours, 
HP  Vectras  are  specially  designed  to  maximize  the 
reliability  and  performance  of  Windows  NT.  So  make 
sure  your  next  HP  Vectra  has  Windows  NT  Workstation 
preinstalled  -  that  way  you  can  improve  productivity 
-  and  get  the  break  you  deserve. 
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It's  a  $300 

billion 
businEss. 

Well  reveal  25  reasons  why. 


With  revenues  of  $300  billion  a  year  and  growing,  E-business 
is  booming.  In  the  September  27  edition  of  the  Business  Week 
e.biz  supplement,  we'll  profile  the  25  CEOs,  analysts, 
financiers  and  thinkers  who  are  doing  the  most  to  drive  this 
incredible  phenomenon.  And  we'll  offer  a  roadmap  that 
shows  where  these  leaders  are  steering  E-business  in 
the  future. 

The  Business  Week  e.biz  25. 
The  future  of  E-business. 

Appearing  in  the  September  27  edition  of  Business  Week 
e.biz  and  on  www.businessweek.com. 

On  Sale:  September  1 7 
Ad  Close:  August  30 

For  advertising  information,  contact  your  Business  Week 

Account  Manager,  or  Howard  Manus,  Director,  Technology  Sales, 

at  212.512.4851  or  howard_manus@businessweek.com. 
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Mends  from  Seattle  copied  thd 
layout  and  started  their  owq 
Starbucks— in  1971.  When  a 
named  Howard  Schultz  notid 
many  drip-brewing  thermoses  tl 
buying  from  him,  he  joined  the 
and  in  time  became  CEO.  Althoil 
dergrast  doesn't  say  so,  it  was 
of  the  story  of  Ray  Kroc,  whol 
the  first  McDonald's  Corp.  fri 
after  selling  the  original  store| 
their  milkshake  makers. 

Today,  although  coffee  consl 
is  still  just  about  60%  of  what  i| 
the  1940s,  the  drink's  decline 
halted.  Its  success  has  set  the 
the  latest  controversy:  the  bruj 
ness  tactics  of  Starbucks  that 
ven  many  small  cafes  out  of  bu| 

Throughout    Uncommon 


Coffee  is  the  worl 
second-most-valu; 
exported  commo< 
trailing  only  oil 


Pendergrast  gives  a  taste  of 
book  could  have  been.  At  one  pi 
uses  the  story  of  William  Benif 
Chester  Bowles  to  describe  the| 
modern  advertising.  They  bega 
agency  in  1929,  just  months  bef 
stock  market  crash.  It  grew  to 
lion  in  billings  by  1935  on  the  si 
of  its  client  Maxwell  House's  s| 
ship  of  one  of  the  most  popula 
programs  of  the  day,  "The 
House  Show  Boat."  The  duo  eve 
sold  out,  growing  to  regret  theirl 
the  creation  of  an  advertising] 
consumer  society.  One  became  tl 
ernor  of  Connecticut,  the  other  [ 
Senator. 

These  are  the  kind  of  charad 
which  the  author  should  havel 
more  ink.  And  there  are  many  oj 
such  as  the  whaling  Folger  fan 
Nantucket,  Mass.,  that  include*) 
jamin  Franklin's  mother  and  ma 
appearance  in  Moby  Dick.  Alad 
often  lose  out  to  the  intricacies 
International  Coffee  Agreement 
is  why,  to  use  a  phrase  from  thel 
dust  jacket,  you  may  need  to  "if 
pot  of  Joe  (or  two)"  before  divir 
Uncommon  Grounds. 

BY  DAVID  LEONl 

Chicago  correspondent  Leon 
read  most  of  this  book  at  feis| 
coffeehouse. 
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STANFORD  MED,  CONSIDER 
PLYING  TO  A  REALLY  TOUGH  SCHOOL 
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A  good  education.  Every  kid  in  this  country  is  entitled  to  one.  Teach  For  America  is  working  to  make  sure  every  one  of  them 
gets  the  kind  of  education  they  deserve.  And  the  kind  of  future  that  comes  with  it.  Each  year  we  field  around  one  thousand 
of  the  country's  top  recent  college  graduates  in  the  urban  and  rural  public  schools  where  they  ore  needed  most. 
Teachers  eorn  o  full  salary.  No  previous  education  coursework  is  required.  Just  the  dedication  to  toke  two  years 
of  your  life  to  change  a  few  kids'  lives  forever.  Not  to  mention  your  own.  To  apply,  call        1  800  TFA  1230 

www.teochforamerica.org 


WO  YEARS  THAT  LAST  A  LIFETIME 


FOR 


)  T«ach  For  America 


run  with  it. 


iPlanet 


» 


• 


©the  whole  idea  with  the  Internet,  the  Net  Economy,  el. very  thing  — 
whatever  you  want  to  call  it — is  that  you  take  an  idea  and  you  run  with  it. 

take  that  idea,  put  it  online  and  run  with  it. 

30  years  ago  some  government  and  scholarly  types  needed  a  communication 
system  that  could  survive  a  nuclear  attack,  they  had  an  idea  and  they  ran 
with  it.  the  Internet  was  born. 

technology  is  not  a  barrier,  it's  something  you  use  to  take  your  idea  and 
run  with  it. 

lin  1982  four  guys  ran  with  it.  they  had  an  idea — a  computer  with  Internet 
Protocol  built  in.  today  Sun  Microsystems  powers  75%  of  Internet 
backbone  traffic,  they're  running  full  speed  ahead. 

and  in  1985  AOL  realized  that  if  you  focus  on  consumers  and  make  it 
really  easy,  the  world  will  visit.  17  million  people  are  running  with  AOL 
right  now. 

technology  is  not  a  barrier,  it's  something  you  use  to  take  your  idea  and 
run  with  it. 

in  1993  Marc  Andreessen  and  Jim  Clark  had  an  idea,  they  called  it 
Netscape  and  ran  with  it.  today  that  name  is  synonymous  with  business 
on  the  Web.  they  took  a  huge  idea  and  ran  with  it.  fast. 

you  have  ideas,  run  with  them.  Sun,  AOL  and  Netscape  got  together  and 
ran  with  some  ideas  of  their  own.  they  formed  the  Sun-Netscape  Alliance 
and  created  iPlanet ""  Internet  and  e-commerce  software.  iPlanet  puts  every 
aspect  of  your  business  on  the  Internet,  it  gets  ideas  out  of  your  head  and 
puts  them  into  the  Net  Economy. 

read\,  set,  go.  run  with  it.  www.iplanet.com 


Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


IS  ALAN  GREENSPAN  A  GENIUS- 
OR  JUST  PLAIN  LUCKY? 


TIMELY: 

Greenspan  is 
no  more  than 
a  competent 
economist  who 
was  fortunate 
enough  to  be 
in  office  when 
price  stability 
could  be 
achieved 


Robert  J.  Barro  is  a  professor  of  eco- 
nomics at  Harvard  University  and  a 
senior  fellow  of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


As  usual,  investors  are  pondering  Fed- 
eral Reserve  Chairman  Alan 
Greenspan's  recent  congressional  testi- 
mony to  get  hints  about  future  changes  in 
interest  rates.  This  speculation  intensified  last 
week  with  the  announcements  that  the 
growth  of  gross  domestic  product  had  slowed 
but  that  wage  inflation  had  picked  up. 
Greenspan's  opaque  style  suggests  that  the 
Fed's  setting  of  rates  is  a  mystery  beyond  the 
comprehension  of  mortal  observers.  But  in 
fact,  much  of  the  variation  in  the  federal 
funds  rate — the  interbank  interest  rate  that 
the  Fed  controls  closely — can  be  explained 
as  Fed  responses  to  two  factors:  inflation  and 
aggregate  economic  activity. 

The  movement  of  the  federal  funds  rate  to 
these  kinds  of  economic 
variables  is  often  referred 
to  as  a  Taylor  rule,  in  hon- 
or of  John  B.  Taylor,  the 
Stanford  University  eco- 
nomics professor  who  enun- 
ciated the  idea  six  years 
ago.  Researchers  have 
made  numerous  studies  of 
the  rule,  partly  as  descrip- 
tions of  actual  monetary 
policy  and  partly  as  analy- 
ses of  desirable  policy.  Us- 
ing a  variant  of  the  Taylor 
rule,  I  recently  found  that 
the  funds  rate  during  the 
Greenspan  era  so  far — Au- 
gust, 1987,  to  July,  1999 — can  be  explained  by 
three  factors:  Rates  respond  positively  to  in- 
flation (changes  in  the  gdp  deflator),  positively 
to  real  gdp  relative  to  its  trend,  and  nega- 
tively to  the  unemployment  rate. 

The  blue  line  in  the  chart  shows  the  federal 
funds  rate  for  the  Greenspan  period.  The  red 
line  shows  the  values  I  estimated  from  my 
model.  These  values  can  be  viewed  as  goals 
toward  which  the  Fed  tends  to  adjust  interest 
rates  over  time.  As  the  chart  shows,  the  es- 
timated values  closely  track  the  actual  rates. 

In  June  of  this  year,  the  funds  rate  of 
4.75%  was  a  full  percentage  point  below  my 
estimated  value  of  the  Fed's  goal.  The  gap 
arose  partly  because  of  the  rate  cuts  in  late 
1998  and  partly  because  the  strong  economy 
raised  the  estimate  from  5%  at  the  end  of 
1998,  to  5.8%  in  June,  1999.  Probably  in  re- 
sponse to  that  gap,  the  Fed  raised  the  feder- 
al funds  rate  to  5%  in  June.  For  July,  I  esti- 
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mate  the  Fed's  goal  to  be  5.7%,  so 
between  that  and  the  current  fun 
comes  to  0.7  percentage  points.  To  e 
this  gap,  the  Fed  would  have  to  n 
funds  rate  by  an  additional  half-  oi 
quarter  point.  The  history  of  the  Gn 
monetary  policy  predicts  that  these  ii 
will  come,  but  the  timing  is  difficult  t( 
Since  the  Fed's  principal  mission  is 
tain  low  and  stable  inflation,  it  is  ] 
prising  that  it  would  raise  rates  when 
increases.  However,  the  case  for  hi 
terest  rates  solely  because  the  ecor 
strong  is  less  clear.  The  gdp  deflator 
rently  only  about  1.5%  per  year.  H 
should  we  expect  higher  inflation  beca 
nomic  growth  has  been  strong  and 
ployment  low?  If  a 
would  be  good  rea 
the  Fed  to  keep  a 
the  game  by  raisin 
est  rates  before  i 
had  risen.  But  the 
not  support  this  ap 
Greater  economic  s 
(higher  gdp  and  lo: 
employment)  turns 
to  predict  signi; 
more  inflation.  So, 
Greenspan  should 
ate  this  part  of  his 
and  mainly  raise  i 
rates  in  response 
creases  in  actual  in 
One  of  the  curious  aspects  of  the 
prosperity  is  that  the  Fed  chairman 
come  some  sort  of  prophet  from  whom 
expect  wisdom  on  all  aspects  of  econor 
He  is  now  viewed  as  an  expert  not  ( 
monetary  policy  but  on  technological 
Social  Security,  fiscal  policy,  and  diver 
er  matters.  The  fact  is  that  Greenspa 
more  than  a  competent  economist  w 
the  proper  stress  on  price  stability  ai 
fortunate  enough  to  be  in  office  wh< 
objective  was  achievable  through  a  sin 
terest-rate  rule.  Some  of  the  favorable 
for  U.  S.  monetary  policy  were  stronj 
nological  progress,  expansions  of  glob; 
kets,  and  reductions  in  inflation  world 
Robin  Yount  said  on  his  recent  in( 
into  the  baseball  Hall  of  Fame  that 
taken  Lou  Gehrig's  place  as  the  "luckie 
on  the  face  of  the  earth."  I  think  that  t 
tinction  really  has  to  go  to  Alan  Greei 
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Dso  who's  running  with  iPlanet 
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rravelocity.com  is  running  with  it. 

he  powerhouse  of  online  travel  serviees  has  over  7  million  members  and  gets 
100  million  page  views  a  month.  iPlanet  software  makes  it  happen. 

Charles  Schwab  is  running  with  it. 

ivhen  the  leader  in  online  investing  updated  its  intranet  and  extranet,  they 

partnered  with  the  Sun-Netscape  Alliance  for  software,  support  and  services. 

standard  &  Poor's  is  running  with  it. 

:heir  global  credit  analysis  and  ratings  clientele  relies  on  up-to-date  customized 
nformation.  so  they  developed  a  real-time  Web-based  application  called 
RatingsDirect,  and  they  run  it  on  an  iPlanet  application  server. 

Oakley  is  running  with  it. 

n  true  Oakley  style,  they  wanted  to  enter  the  realm  of  e-commerce  swiftly, 
and  with  major  impact,  so  the  Sun-Netscape  Alliance  helped  them  create 
the  "O"  store  in  under  eight  weeks. 

First  Union  is  running  with  it. 

together  with  the  Sun-Netscape  Alliance,  they  are  building  an  online  bill 
presentment  and  payment  service  that  will  allow  billers  to  reduce  costs 
and  improve  customer  care. 

GTE  is  running  with  it. 

they  wanted  to  give  customers  an  effortless  way  to  do  business  online. 
so  they  used  iPlanet  infrastructure  applications  to  build  the  Network 
Commerce  Platform,  on  it,  GTE  hosts  iPlanet  e-commerce  applications,  so 
companies  can  easily  outsource  their  e-commerce  solutions. 

are  you  next?  www.iplanet.com 

•  •  • 

iPlanet  run  with  it. 
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Economic  Trends 


BY  PETER  COY 

WEIGHING  THE 
WEALTH  EFFECT 

Is  it  just  too  hard  to  predict? 

Fed  Chairman  Alan  Greenspan  has 
often  worried  that  the  increase  in 
Americans'  stock  market  wealth  could 
cause  them  to  overspend.  In  a  June  17 
speech  to  the  Congressional  Joint  Eco- 
nomic Committee,  he  said  that  recent 
capital  gains  will  "support  outsized  in- 
creases in  consumption  for  many  months 
into  the  future." 

But  a  new  study  by  two  staffers  of 
the  Federal  Reserve  Bank  of  New  York 
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says  there's  no  reliable  correlation  be- 
tween stock  market  gains  and  future 
consumer  spending.  Economist  Sydney 
Ludvigson  and  Senior  Vice-President 
Charles  Steindel  conclude  that  on  av- 
erage, a  lasting  $1  increase  in  stock 
wealth  leads  to  a  30  to  4(2  increase  in 
annual  consumption.  But  they  say  that 
this  average  is  "a  very  shaky  reed  to 
lean  on,"  because  at  various  times  the 
wealth  effect  has  swung  from  2(2  to  al- 
most 11(2. 

Ludvigson  and  Steindel  also  say  it's 
impossible  to  predict  how  quickly  the 
wealth  effect — however  big  it  is — will 
kick  in.  It  can  take  years  for  consumer 
spending  to  reach  a  permanently  higher 
level.  "Forecasts  of  future  consumption 
growth  are  not  typically  improved  by 
taking  changes  in  existing  wealth  into 
account,"  they  conclude. 

Greenspan's  ruminations  on  the  stock 
market  seem  to  assume  a  more  reliable 
correlation  between  wealth  gains  and 
spending.  The  New  York  Fed  authors 
declined  to  discuss  the  policy  implica- 
tions of  their  paper.  Says  Steindel:  "This 
is  a  statistical  paper.  We're  not  making  a 
forecast  of  what's  going  to  happen  in 
the  current  environment." 
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IS  TECHNO  SAVVY 
OVERRATED? 

Even  the  cyber-allergic  can  do  well 

Computers  are  adding  to  wage  in- 
equality, but  not  for  the  reasons  put 
forth  by  former  Labor  Secretary  Robert 
B.  Reich  and  others,  says  "a  new  study 
in  Britain's  Economic  Journal. 

Reich  has  argued  that  computers  are 
raising  the  productivity  and  market  val- 
ue of  tech-savvy  "symbolic  analysts" 
and  "knowledge  workers."  But  Stanford 
University  economist  Timothy  F.  Bres- 
nahan  says  that  computers  are  boosting 
the  fortunes  of  many  highly  paid  people 
who  have  no  aptitude  for  computers. 

The  key,  says  Bresnahan,  is  what  he 
calls  "organizational  computing."  On  the 
bottom  end  of  the  pay  scale,  comput- 
ers are  pushing  down  the  wages  of 
clerks  by  taking  over  their  low-level 
functions.  At  the  top  end,  a  talented 
executive's  clever  idea  can  change  an 
organization  overnight  because  it  can 
be  embedded  in  the  software  that  runs 
the  place.  "This  raises  the  marginal 
product  of  a  skilled  worker's  ideas,  even 
if  those  workers  never  see  a  computer," 
Bresnahan  says.  People  skills  are  also 
more  in  demand,  he  says,  because  orga- 
nizations must  continuously  shuffle 
workers'  duties  to  take  advantage  of 
the  new  powers  of  computing  systems. 


WHAT  CAN  DERAIL 
JOB  TRAINING 

A  poor  work  past  is  hard  to  defeat 

Bad  news  for  the  welfare-to-work 
movement:  Training  the  hardcore 
jobless  for  gainful  employment  isn't  as 
easy  as  some  job-training  statistics 
would  make  you  think.  So  says  a  new 
study  by  James  J.  Heckman  of  the  Uni- 
versity of  Chicago  and  Jeffrey  A.  Smith 
of  the  University  of  Western  Ontario. 

Heckman  and  Smith  find  fault  with 
standard  methods  for  measuring  the  ef- 
fectiveness of  job  training.  Typically, 
these  studies  measure  the  pay  of  work- 
ers before  and  after  training.  But  one 
reason  people  go  for  training  is  that 
their  pay  has  recently  dipped,  so  the 
"before"  point  is  artificially  depressed. 

In  their  paper  in  Britain's  Economic 
Journal,  the  authors  say  that  employ- 
ment history  is  a  valuable  and  over- 
looked indicator  of  how  well  someone 
will  fare  in  a  job-training  program.  Peo- 
ple who  are  near  retirement  or  who  are 


chronically  unemployed  tend  to  i 
interested  and  do  poorly.  Saysj 
man:  "There's  an  implicit  assi 
out  there  that  people  can  be 
to  the  New  Economy  at  a  fail 
cost.  That's  just  a  crazy  mistake 


INCREDIBLE 
SHRINKING  BAf 

Japan  will  be  trimming  lendi 


LESS  REL 
ON  JAPAN'S 


Japan's  banking  system  is  I 
"massive  contraction"  in  resj! 
new  competition  for  both  its 
taking  and  its  lending  businesses 
National  Bureau  of  Economic  I 
working  paper  says. 

The  troubles  of  Japanese  ban 
largely  from  the  partial  deregu 
the  nation's  financial  system,  writ 
Hoshi,  a  professor  at  the  Univ<! 
California  at  San  Diego's  G 
School  of  International  Relatior 
cific  Studies,  and  Anil  K.  Kas 
professor  at  the  University  of  C 
Graduate  School  of  Business 
in  the  early  1980s,  the  "Big  I 
deregulation  made  it  easier  f 
Japanese  companies  to  raise  m 
issuing  bonds  instead  of  borrow 
the  banks,  they  write.  To  repl 
loan  volume,  the 
banks  increased 
their  real-estate 
lending,  which 
produced  first  a 
speculative  bubble 
and  then  a  crash. 

Large  Japanese 
manufacturers 
were  the  first  to 
wean   themselves 
from  bank  loans. 
Their  bank  debt, 
which  was  equal  to 
37%  of  their  assets 
in  1978,  had  fallen 
to   16%  by   1990, 
around  the  level  for  comparabl 
nies  in  the  U.  S.,  the  authors  s 
sectors  probably  won't  reduce  t 
borrowing  as  much  as  the  lars 
facturers  have,  but  even  a  20 
tion  in  lending  implies  the  "com 
of  the  lowest-rated  45  banks  of 
142  banks,"  they  write 

It's  not  just  the  loan  business 
for  grabs.  The  authors  note  t 
mutual-fund  companies  and  o 
making  a  grab  for  deposits.  1 
elusion:  Propping  up  weak 
merging  them  into  healthy  ( 
postpones  the  inevitable  shrinl 
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TOSHIBA  SERIES  PROFILING  VISIONARY  LEADERS  OF  AN  INTERCONNECTED  WORLD 

HUMANIZING  THE  WEB: 

OW    NETSAGE    BRINGS    SOCIAL    INTELLIGENCE 
O   THE    INTERNET 


In  the  maturing  domain  of  Internet  commerce, 
the  fundamentals  of  real-world  transactions, 
from  consumer  retail  to  business-to-business, 
still  apply.  Things  like  creating  and  sustaining 
branded  relationships  based  on  trust.  Or  using 
a  sales  force's  persuasive  power  to  build  and 
maintain  that  trust  over  the  life-cycle  of  the  cus- 
tomer relationship. 

"When  businesspeople  ask  me  what  e-com- 
merce  is,"  says  Mark  Alexander,  senior  vice-pres- 
ident of  SafariWorks.com,  an  Internet  marketing 
firm,  "I  say  it's  simple:  just  take  away  the  'e'. 
Commerce  is  commerce,  whether  it  takes  place 
in  a  boardroom  or  a  browser.  The  rules  of 
engagement  are  pretty  much  the  same." 

But  how  can  a  company  follow 
these  rules  in  an  environment 
dominated  by  billions  of  seem- 
ingly faceless  transactions,  espe- 
cially when  an  increasing  number 
take  place  at  great  distance,  often 
over  a  notebook  computer  and  a 
modem?  The  answer,  according  to 
San  Francisco,  Calif.-based  Internet 
applications  developer  NetSage: 
break  down  tjne  digital  barriers — let 
computer  users  literally  "take  their 
world  with  them" —  by  bringing  a  touch 
of  humanity  the  Internet. 
HUMAN-LIKE  RELATIONSHIPS 
Humanity  on  the  Web?  The  idea  sounds  so  coun- 
terintuitive— so  oxymoronic — that  it  just  might  be 
worth  trying.  That  was  the  motivation  behind  the 
original  forays  of  NetSage  (formerly  Agent 
Based  Curricula,  Inc.)  into  humanizing  person-to- 
person  interactions  on  the  Web. 

"Research  on  social  interfaces  has  consis- 
tently demonstrated  that  better  technology 
alone  is  not  enough  to  engage  computer 
users,"  notes  J.B.  Holston  III,  NetSage  presi- 
dent, CEO  and  chairman  of  the  board. 
"Instead,  one  must  create  compelling  and 
socially  appropriate  interfaces,  employing  a 


unique  combination  of  art,  science,  and  tech- 
nology" enabling  nearly  human-like  relation- 
ships with  users  to  develop  over  time. 

How  does  it  work?  Consider  the  example  of 
a  corporate  purchasing  agent  investigating  a 
vendor's  products.  The  agent  logs  on  to  the 
vendor's  Web  site,  where  a  virtual  sales  assistant 
helps  her  to  find  the  exact  products  she  is  look- 
ing for.  After  answering  her  questions,  the  sales 
assistant  makes  additional  purchasing  recom- 
mendations, customized  to  the  agent's  specif- 
ic needs.  And  when  the  agent  telephones  a 
week  later  for  support,  the  virtual  assistant 
remembers  their  previous  interaction, 
and  begins  offering  the  appropriate 
assistance  right  away. 
SOCIAL  INTELLIGENCE  IMPERATIVE 
The  imperative  for  human-like  social 
interactions  like  this  on  the  Web  could 
hardly  be  greater,  with  the  Internet 
reaching  beyond  the  early  adopters  to 
business  users  and  consumers  for 
whom  the  computer  may  be  confus- 
ing, even  forbidding,  territory. 

A  recent  study  by  New  York- 
based  Jupiter  Communications,  a 
leading  Internet  research  firm,  dis- 
covered that  a  resounding  90%  of  com- 
puter users  preferred  dealing  with  humans  rather 
than  automated  systems.  And  more  than  40%  of 
respondents  said  that  having  greater  human 
contact  would  make  them  more  comfortable 
with  online  purchasing. 

Other  research  has  yielded  similar  conclusions. 
A  recent  Harvard  study  found  that  socially  intel- 
ligent interfaces  increased  purchasing  likelihood 
by  nearly  50%  as  compared  to  mechanically 
automated  processes,  and  repurchase  proba- 
bility rose  by  a  phenomenal  120%.  Persuasive- 
ness climbed  by  80%,  while  the  perceived  qual- 
ity of  information  rose  by  40%. 
AHEAD  OF  THE  DIGITAL  PACK 
Do  findings  like  these  represent  an  opportunity  for 

(Continued) 
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Powerful.  Presenting  the  Portege'  3110CT  notebook 
Inside  its  ultra-thin,  ultra-light  case,  Toshiba  gives  you 
the  performance  edge  of  an  Intel*  Pentium"  II  processor 
300MHz,  a  64  billion-byte  hard  drive  and  64MB  of 
high-speed  SDRAM.  That's  just  what  it  takes  to  handle 
a  heavy  workload  on  the  run  with  an  ultraportable  PC 
that  won't  weigh  you  down. 
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Flexible  Expansion.  Link  to  your  network  with  built-in 
10/100  Ethernet  capabilities.  Access  the  optional  CD- 
ROM,  and  tap  into  the  rest  of  your  office  resources 
with  a  standard  Network  I/O  Adapter  that  gives 
you  easy,  one-touch  connections  to  your  existing 
peripherals  A  maximum  1 28MB  memory  capacity  also 
leaves  room  to  grow  for  tomorrow's  demanding  tasks. 


Ultra-thin.  Ultra-light.  The  innovative  technology  of 
the  Portege  3110CT  is  evident  even  before  you  open 
it  Under  1 "  thin  and  barely  3  lbs.  light,  its  sculpted 
magnesium-alloy  case  is  engineered  for  protection  as 
well  as  sophistication.  Discover  the  pure  power,  porta- 
bility and  precision  of  the  Portege  31 10CT  for  yourself 
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HUMANIZING  THE  WEB 


vaulting  ahead  of  the  digital  pack?  NetSage  thinks 
so.  Its  solution:  the  Social  Intelligence  Server  (SIS), 
an  artificial  intelligence  engine  based  on  20  years 
of  study  of  the  interaction  between  people  and 
technology.  The  SIS  generates  socially  appropri- 
ate responses  by  analyzing  previous  user  behav- 
ior, evaluating  user  characteristics,  and  intelligently 
interpreting  user  actions — much  as  a  human  being 
in  a  similar  situation  would. 

Unlike  human  beings,  however,  the  SIS 
automatically  collects,  maintains,  and  learns  from 
the  results  of  each  interaction  with  a  given  user. 
This  is  the  social  intelligence  nee 
essary  for  sustaining  per- 
sonalized dialogs  over  time. 
Such  an  approach  takes  Net- 
Sage  several  steps  beyond 
the  essentially  mechanical 
personalization  practiced  by 
leading-edge  sites  like  Ama- 
zon.com, which  use  the  col- 
lected buying  preferences  of 
millions  of  customers  to  recom- 
mend books  and  videos  to  users 
with  presumably  similar  tastes. 

NetSage  blends  "collaborative  filtering"  prin- 
ciples like  those  employed  by  Amazon  with  the 
artificial  intelligence  embedded  in  advanced, 
rules-based  "expert  systems"  to  create  an 
entirely  new  type  of  personalization — one  that 
not  only  follows  rules,  but  selectively  and  intel- 
ligently applies  previous  experiences,  from  a 
wide  range  of  sources,  to  each  new  situation. 
THE  KEY  INGREDIENT:  PERSONALITY 
What  most  sets  NetSage  apart  from  other  per- 
sonalization systems,  however,  may  be  its  rig- 
orous infusion  of  human  factors  into  its  social 
interfaces.  NetSage  fully  customizes  each  online 
digital  assistant,  or  "Sage,"  giving  it  a  unique 
personality  and  communication  style — and  can 
even  add  a  fully  animated  onscreen  persona. 
Beginning  this  Fall,  the  application  will  be  able 
to  accept  and  respond  to  spoken  commands. 

This  insistence  on  not  just  personalizing  but  lit- 
erally humanizing  online  interactions  results 
from  some  startling  findings  about  the  way  peo- 
ple interact  with  computers.  NetSage  senior  vice- 


presidents,  interface  research,  Dr.  Byron  Reeves 
and  Dr.  Clifford  Nass  discovered  that  people  actu- 
ally expect  computers  to  act  like  real  people  and 
places — and  treat  them  accordingly. 

As  documented  in  their  1997  book  "The  Media 
Equation,"  Drs.  Reeves  and  Nass  found  that  peo- 
ple are  polite  to  computers;  they  treat  comput- 
ers with  female  voices  differently  than  those  with 
male  voices;  and  they  respond  physically  to  intru- 
sive faces  and  rapid  motion  on  a  computer  screen 
in  much  the  same  way  as  they  do 
in  the  real  world.  Their  conclusion: 
computer  users  will  also  respond 
more  favorably  to  Internet  appli- 
cations that  act  in  the  way  that 
humans  would. 

MIGRATING  TO  THE 
DIGITAL  WORLD 

The  corporate  world,  it 
appears,  is  starting  to  agree. 
Companies  like  Microsoft, 
General  Magic,  Omron, 
and  Charles  Schwab  have  deployed 
NetSage's  intelligent  social  interfaces  for 
everything  from  desktop  assistants  and  Web- 
based  training  to  airline  ticketing  and  customer 
service.  But  online  trends  suggest  that  this  is 
only  the  beginning. 

"We're  at  the  threshold  of  a  massive 
migration  of  human  interactions  from  the  real 
to  the  digital  world,"  contends  Holston,  who 
previously  oversaw  Yahoo!  Europe  and  Ziff- 
Davis 's  100-country  publishing  operation. 
"Intelligent  social  interfaces,  which  bring  desir- 
able human  quality  to  media  interactions,  will 
turbo-charge  the  next  generation  of  friendly, 
efficient,  and  people-centric  systems." 

Few  steps  could  do  more  to  help  people 
"take  their  world  with  them"  than  that. 
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10  SAYS 

IE  ICEMAN  COMETH? 

:ct  the  economy  to  heat  up  again  soon,  despite  a  brief  chill 


IS.  ECONOMY 


CKPILING  WILL 
iECOND-HALF  GDP 


I 


The  surprise  of  1999  has  been 
the  economy's  strength,  fol- 
the  gloomy  period  last  fall  when  almost  all  fore- 
expected  much  slower  growth  this  year.  Now 
word  that  real  gross  domestic  product  posted  an 
lly  modest  gain  of  2.3%  last  quarter,  nearly  half 
t  quarter's  4.3%  pace  and  down  sharply  from  the 
*ge  in  the  final  quarter  of  1998.  Is  the  long- 
1  slowdown  finally  taking  place? 
t  bet  on  it.  For  one  thing,  mild  winter  weather 
rated  the  strength  in  the  data  on  construction 
ler  weather-sensitive  activity  in  the  first  quarter, 
rn  to  normal  weather  in  the  spring  resulted  in  a 
alloff  in  those  sectors,  which  was  more  the  result 
aries  in  the  government's  seasonal-adjustment 
;  than  of  a  slump  in  real  activity.  Weather  likely 
I  some  of  the  upcoming  July  data  as  well.  The 
heat  across  much  of  the  country  may  have  held 
etail  sales,  outside  of  car  buying,  while  sending 
output  through  the  roof. 

More  important  to  the  sec- 
ond-half outlook,  the  gdp  data 
show  few  signs  that  domestic 
demand  is  waning.  The  funda- 
mentals of  household  spend- 
ing remain  as  strong  as  ever. 
Consumer  spending,  by  itself, 
has  more  than  accounted  for 
all  of  the  economy's  growth  in 
the  first  half,  offset  partly  by 
drags  from  a  wider  trade 
deficit  and  slower  inventory 
.  Business  outlays  for  high-tech  equipment  con- 
o  drive  capital  spending.  Also,  after  a  year  of 
don,  exports  show  new  signs  of  life. 

demand  likely  to  stay  very  strong,  labor  mar- 
ill  continue  to  tighten.  In  fact,  the  second-quar- 
ge  in  employment  costs  suggests  that  last  year's 
\vn  iti  pay  and  benefits  may  have  run  its  course, 
di  the  big  quarterly  gain  probably  overstates 
■nd. 

iEY  BOOST  to  second-half  growth  is  sure  to 
rom  more  inventory  building,  which  .is  separate 
ly  precautionary  stocking  that  companies  will  do 
e  of  YZK  computer  worries  (chart).  Demand  has 
o  strong  thai  inventory  growth  in  the  second 
r  was  unsustainably  low  in  an  economy  this 
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strong.  The  restocking  effort,  in  addition  to  stronger  ex- 
ports, will  fuel  the  manufacturing  rebound. 

Inventories  grew  by  a  mere  $19.4  billion  in  the  sec- 
ond quarter,  half  of  the  first-quarter  increase  and  well 
below  the  $50  billion  pace  averaged  in  the  second  half 
of  last  year.  During  the  past  year,  final  sales  of  goods 
have  grown  twice  as  fast  as  inventories.  To  be  sure, 
computerized  systems  have  allowed  companies  to  run 
leaner,  but  stockpiles  are  now  so  low  that  some  com- 
panies may  be  unable  to  fill  orders  in  a  timely  manner, 
thereby  threatening  the  loss  of  sales.  In  June,  factory 
inventories  fell  0.1%,  as  shipments  jumped  1%,  pulling 
the  inventory-sales  ratio  down  to  a  record  low  of  1.31. 

Overall  domestic  demand 
last  quarter  grew  3.9%,  down 
from  the  first  quarter's  blis- 
tering 6.8%  pace.  That  slow- 
down is  misleading,  however. 
Consumer  spending  grew  at  a 
healthy  4%  pace  in  the  second 
quarter,  but  that  followed  the 
first  quarter's  6.7%  surge — the 
largest  increase  in  more  than 
a  decade — which  was  aided  by 
mild  weather  and  by  the  stock 
market's  strong  rebound  from  its  autumn  tumult. 

The  trend  in  consumer  spending  still  shows  growth  of 
5%  from  a  year  ago  (chart),  and  car  buying  began  the 
third  quarter  at  a  strong  17.1  million  annual  rate.  In- 
come growth  alone  is  strong  enough  to  support  most  of 
that  5%  trend,  and  wealth  gains  will  contribute  much  of 
the  rest.  Personal  income  rose  0.7%  in  June,  and  real 
disposable  income  is  growing  3.4%  per  year.  As  long  as 
job  markets  stay  tight,  income  growth  at  that  pace 
can  be  easily  sustained  in  the  second  half. 

SO  FAR,  LABOR  MARKETS  show  no  sign  of  loosening 
up.  Indeed,  initial  claims  for  unemployment  benefits 
in  the  July  24  week  matched  an  expansion  low.  Also, 
the  second-quarter  employment  cost  index — a  reading 
of  what  companies  pay  out  in  hourly  compensation,  in- 
cluding wages  and  benefits — jumped  1.1%  from  the 
first  quarter,  the  largest  increase  in  eight  years. 

That  gain  might  not  have  been  as  big  it  looked, 
though.  Keep  in  mind  that  the  EC!  in  the  first  quarter 
rose  only  0.4%,  the  slowest  pace  on  record.  The  gyra- 
tion mainly  reflected  a  dearth  of  bonus  payments  in  the 
finance  industry  in  the  first  quarter,  a  result  of  the 
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fourth-quarter  turmoil  on  Wall  Street.  As  Wall  Street 
rebounded,  second-quarter  bonuses  surged. 

During  the  past  year,  wages  and  benefits  have  grown 
3.1%.  That's  up  from  2.9%  in  the  first  quarter,  but 
compensation  growth  hit  an  expansion  peak  of  3.6%  in 
the  third  quarter  of  1998.  Labor  costs  are  still  growing 
only  moderately,  but  the  slowdown  appears  to  have 
ended.  Tight  job  markets  mean  that  renewed  accelera- 
tion may  well  be  in  store  for  the  second  half. 

MANUFACTURING  IS  THE  SECTOR  that  is  best  situ 

ated  to  benefit  from  continued  strength  in  demand, 
especially  with  inventories  so  low  and  with  foreign  de- 
mand accelerating.  The  National  Association  of  Pur- 
chasing Management  said  that  manufacturing  continued 
to  improve  in  July  after  last  year's  slowdown,  although 
activity  proceeded  at  a  slower  rate  than  in  June. 

Still,  two  key  indexes  from  the  napm  survey  point  to 
the  firming  trend  in  demand:  More  companies  reported 
slower  delivery  times  than  at  any  time  in  more  than  VA 
years  (chart),  and  more  purchasers  reported  rising 
prices  of  materials  than  in  nearly  two  years.  Taken 
together,  those  readings  clearly  show  that  markets  for 
manufactured  goods  are  tightening  up,  and  that  oper- 
ating rates  are  likely  to  rise. 

The  only  slowdown  candidates  for  the  second  half 
are  housing  and  capital  spending.  Thirty-year  fixed 
mortgage  rates  have  broken  through  the  8%  threshold 


BRITAIN 


that  typically  begins  to  dampen  home  demai] 
ready,  the  trend  in  mortgage  applications  to 
home  has  taken  a  downturn.  However,  wit 
consumer  fundamentals  so  solid,  any  sudden  col 
housing  is  unlikely,  although  the  sector  will  not 
tributing  to  second-half  growth. 

Capital  spending  is  likely 
to  be  a  mixed  story.  Equip- 
ment outlays  grew  by  a 
strong  15.3%  last  quarter.  But 
most  of  that  gain  occurred  in 
information  technology,  while 
spending  in  industrial  ma- 
chinery, transportation  equip- 
ment, and  other  items  is 
growing  more  slowly  than  it 
was  a  year  ago.  Also,  spend- 
ing to  fix  Y2K  problems  is 
likely  to  slow  as  well,  as  more  companies  finis 
debugging  process  and  hunker  down  to  see  wh 
oc  Jan.  1  brings. 

Slower  trends  in  capital  spending  and  housin 
trigger  the  hoped-for  soft  landing,  however.  Con 
have  to  rein  in  their  purchases  further  if  the  e 
is  to  avoid  the  production  constraints  and  worse 
bor  shortages  that  typically  generate  inflationar 
sures.  For  now,  though,  households  seem  obliv 
that  possible  scenario.  They're  too  busy  shoppir 
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THESE  WERE  THE  KINDEST  CUTS  OF  ALL 


Three  cheers  for  the  Bank  of 
England.  Its  Monetary  Policy 
Committee  has  steered  the  econo- 
my away  from  recession  via  inter- 
est-rate cuts  totaling  2.5  percent- 
age points  since  October.  Now, 
with  the  policy  rate  at 
a  22-year  low  of  5% 
and  the  economy  re- 
bounding strongly,  the 
mpc  may  have  to  start 
plotting  a  course  for 
higher  rates,  even 
though  inflation  is 
falling  and  British 
rates  are  twice  those 
in  the  euro  zone. 
The  recovery  is 
clear  from  the  broad  pickup  in 
second-quurtrr  gross  domestic 
product,  whit  h  rose  0.5%  from  the 
first  quarter,  oi  1.8%  at  an  annual 
rate,  after  near-stagnation  in  the 
two  previous  quarters.  Growth 
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from  a  year  ago  is  now  1.2%, 
boosted  a  bit  by  revisions  to  do- 
mestic demand  in  previous  quar- 
ters. Services,  up  0.5%  in  the 
quarter,  continued  to  lead  growth. 
Construction  also  rose,  and  manu- 
facturing, previously 
beset  by  sagging  ex- 
ports and  the  pound's 
22%  gain  since  1996, 
posted  its  first  ad- 
vance in  a  year,  de- 
spite the  sterling's 
continued  strength. 
Even  with  the  re- 
cent malaise,  domestic 
demand  has  remained 
strong.  Consumers 
are  spending  freely,  with  the  job- 
less rate  at  a  19-year  low  of  4.5%, 
and  housing  demand  has  taken 
off.  Also,  the  Confederation  of 
British  Industry's  July  survey 
shows  business  confidence  at  the 


highest  level  in  VA  years  (cha 
Given  the  stimulus  to  dom 
demand  from  past  rate-cuttin 
well  as  from  stronger  export; 
growth  seems  likely  to  accele 
eventually  putting  upward  pr| 
sure  on  wages  and  prices.  U 
lying  retail  inflation  is  only  2 
below  the  mpc's  2.5%  target, 
it  may  dip  lower.  However,  t 
economy  is  recovering  at  a  n 
tively  high  level  of  labor  and 
pacity  utilization,  especially  i 
large  service  sector.  Economi 
generally  expect  inflation  to 
up  again  by  early  next  year, 
imported  deflation  runs  its  co 
Depending  on  the  recovery 
strength,  the  mpc  may  see  tht 
need  for  some  preemptive  tig  \ 
ening  before  the  end  of  the  yt  \ 
Utilization  rates  and  wage  gr( 
are  likely  to  be  key  areas  of  f 
for  the  mpc  in  the  months  ah 
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now  add  "Anywhere"  to  the  list  of  places  U  PS  lets  you  track  your  urgent  overnight  shipments.  Because  U  PS 

gned  the  only  tracking  software  that  works  with  the  wireless  internet  access  of  your  Palm  VII™ organizer  So 

[get  the  information  you  need  no  matter  where  you  happen  to  be.  No  matter  what  you  happen  to  be  doing 

i  location,  date,  and  time  of  delivery.  Check  the  name  of  the  person  who  signed  for  it.  You  can  even  find  the 

1 1  UPS  drop-off  location.  Which  is  ideal  for  those  times  when  you  -or  your  cabbie  -aren't  exactly  sure  where  you  are 
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News:  Analysis  &  Commentary 


THE  GREAT 
NET  STOCK 
SELL-OFF 


Now,  investors 
want  more  than 
just  a  "dotcom" 
before  they  buy 


This  summer,  Internet  stocks 
have  taken  their  worst  beating 
since  the  Net  craze  started. 
Dozens  of  Internet  stocks,  such 
as  TheStreet.com  Inc.  and  Mar- 
ketwatch.com,  are  hitting  new 
lows.  The  most  widely  held  stock  in  the 
group,  America  Online,  is  down  almost 
32%  since  July  9,  and  other  cyber  blue 
chips,  such  as  Yahoo!  and  Amazon.com, 
have  also  suffered  similar  slides.  Initial 
public  offerings  of  dot.com  shares  are 
also  suddenly  sinking,  rather  than  soaring 
at  birth.  Overall,  the  sector  as  measured 
by  the  Goldman  Sachs  Internet  Index 
plunged  almost  30%  between  July  9  and 
Aug.  4,  and  now  stands  nearly  43%  be- 
low its  all-time  high  in  April. 

To  some  observers,  this  looks  like  the 
long-predicted  puncture  of  the  Internet 
bubble.  "This  is  a  real  liquidation,  not 
just  trading  action,"  says  Patrick  Man- 
ning, a  technology  portfolio  manager  for 
hedge  fund  Perry  Partners  in  New  York. 
"We're  entering  a  period  where  there's 
heightened  discrimination  on  the  part  of 
investors  of  what  they  will  buy.  Over 
the  next  five  years,  more  than  half  of 
the  companies  that  have  gone  public  will 
likely  be  out  of  business." 

That  may  be  extreme.  But  the  signs  of 
a  possible  shakeout  are  there: 
■  Companies  ranging  from  eBay  to  the- 
globe.com  have  turned  in  disappointing 


revenues  or  exceed- 
ed expected  losses. 

■  Once-profitable 
companies     such     as 
cnet  are  deciding  to  go  into  the  red  as 
they  plow  money  into  massive  marketing 
campaigns  to  grab  "eyeballs." 

■  Online  retailers  are  slashing  prices  to 
keep  volume  up,  cutting  into  earnings  or 
postponing  profitability. 

■  Internet  brokers  may  face  the  first- 
ever  decline  in  trading  volume  in  the 
third  quarter. 

■  Four  Net  ipos  launched  on  Aug.  4  fell 
below  their  offering  prices,  despite  ex- 
pectations that  at  least  a  couple  would 
sell  at  lofty  premiums.  The  average  In- 
ternet ipo  this  year  is  off  18%  from  its 
opening  price. 

■  Statistics  about  Web  traffic  indicate 
that  growth  may  be  slowing,  particularly 
in  the  number  of  consumers  going  to 
"portal"  sites. 

The  good  news  is  that  few  people  are 
predicting  much  more  of  a  decline  from 
here.  But  the  ranks  of  Net  skeptics  are 
swelling  rapidly.  "First-quarter  Internet 
results  were  spectacular,"  says  Steven 
Shapiro,  president  of  the  technology  fund 
Intrepid  Capital  Management  in  New 


York.  "But  in  the  second  quarter 
the  marquee  companies'  gro 
slowed,  and  management  talk' 
widening  losses  ahead." 

Perhaps  the  biggest  chill  h 
from  the  slowing  of  revenue  gr 
an  industry  where  earnings  ari 
investors  have  used  revenue  mc 
as  a  gauge  of  value.  Now  that  i  Ik 
wobbling.  Take  Amazon.com  I  I 
enues  are  still  expanding,  but  it; 
rate  has  been  cut  in  half.  At  t 
time,  Amazon  has  unveiled  plar 
creasing  spending — and  losses—  R 
next  six  months  as  it  builds  up   Eie>, 
houses  and  distribution  centers  z  h\  '•• 
es  into  new  lines  such  as  toys.  I  Radc 
to  First  Call  Corp.,  analysts  no  IHit- 
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i  si>i  ;i  share  for 
r,  up  from  an  <';irli 
ensue  of  910. 
troubles,  an- 

conclude,    fore 

similar  problems 
Is,  Says  Frederick 
trick,  head  of  Ko 
mills:  "When  Amazon  said 
.1  lir  spending  a  lot  more, 
is  a  message  to  everyone  that 
is  on  the  Internet  would  be  a 
!-e  competitive  and  costly.  A 
it  has  to  occur." 
nwhile,  America 
s  growth  is  de- 
.  Its  subscriber 
Tew  by  4.5%  in 
?ond  quarter,  to  17.6 
,  but  that  was  down 
11.9%  in  the  prior  quar- 
ter. And  Paul  Cook, 
lead  portfolio  man 
ager  at  $2  billion 
Munder  NetNet  fund, 
says  he's  concerned  about 
nallenges  in  Europe. 
Bay  Inc.,  a  22-hour  outage  on  the 
.  site  in  June  caused  revenues  for 
Bond  quarter  to  fall  short  by  $5 
.  And  for  the  first  time,  the  com- 
jems  headed  for  an  operating  loss 
third  quarter  because  eBay  feels 
ed  to  spend  more  to  generate 
i.  "There's  some  concern  that  the 
ly  is  growing  past  its  limits,"  says 

h  flying  community-site 
ie.com  missed  its  estimates  by  a 
y  mile  on  Aug.  2.  Instead  of  the 
Bd  -">2e  loss,  the  company  reported 
loss.  Since  April,  the  company's 
t  capitalization  has  slipped  from 
1  billion  to  around  $320  million, 
enue  decline  isn't  the  only  factor 
I  worrying  Net  analysts  and  in- 
i.  Instead  of  more  profitable  Net 
nies,  there  are  fewer.  CNET  Inc. 
reed  in  June  that  it's  launching  a 
e  ad  campaign  to  bring  more  con- 
i  to  its  site,  which  will  take  it  into 

DECLINE  FROM 
52-WEEK  HIGH 


the  red.   [ti  stock  has 

since    dropped    by    62%, 

i    Trade,  a  once-profitable 

company  whose  -lock  is  off 

inure  than  67%  this  year,  is 
also  now  losing  money  be- 
cause of  its  advertising  send- 
ing. Meanwhile,  on  Aug. 
Credit  Suisse   First   Boston 
analyst   Bill   Burnham  pre- 
dicted that  online-trading  vol- 
ume would  decline  this  quarter. 
That  cast  a  pall  on  E*Trade  and 
other  online  brokers. 
S.  Jen-old  Kaplan,  ceo  of  Internet 
retailer  Onsale  Inc.,  admitted  that 
when  Onsale  charged  higher  prices  to 
its  customers,  its  revenue  growth 
slowed.  So  during  the  most 
recent  two  quarters,  Onsale 
has  seriously  lowered  its 
prices.  Not  surprisingly,  the 
company  has  achieved  a  20%  growth 
rate  in  the  most  recent  quarter  as  op- 
posed to  its  previous  15%  rate.  But  On- 
sale's     margins 
have      dropped 
from    8%    to   3%. 
"We  are  being  com- 
petitive on  pricing  in 
order  to   maximize   the 
likelihood  of  continued  high 
growth,"  says  Kaplan. 

Then,  there  are  those  storied 
Internet  IPOs.  Now,  they're  fol- 
lowing a  different  plot  line.  The 
deals  are  still  coming.  About  40 
Net  ipos  were  launched  last  year-. 
This  year-,  125  had  been  launched 
by  Aug.  4,  and  100  are  registered 
to  go  public  before  yearend.  But  the 
poor  performance  of  the  Net  ipos  since 
Net  stocks  began  their-  plunge  bodes  ill. 
Says  Christopher  R.  Ely,  portfolio  man- 
ager for  Loomis,  Sayles  &  Co.:  "It  looks 
bad.  Real  bad."  He  adds:  "Institutions 
are  stepping  back  and  asking  what  is 
this  really  worth?"  So,  too,  are  investors 
apparently. 

Inter-net  companies  insist  that  the  out- 
look for  the  industry  remains  unchanged. 
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One  sign:  On 
Aug.  3,  Venture- 
One  Corp.  reported 
that  $3.8  billion  had 
gone  into  Net  companies  in 
the  second  quarter,  more  than  half  of 
the  total  venture  capital  invested  in  the 
period.  Still,  some  investors  are  betting 
that  the  growth  rates  are  slowing.  "We 
have  left  the  parabolic  growth  phase  of 
the  Inter-net.  There's  a  hell  of  a  lot  of 
people  online  already,"  says  Patrick  Man- 
ning. "The  growth  in  users  coming  online 
is  slowing  significantly  and  will  be  much 
more  closely  linked  to  the  growth  in  PC 
sales  which  is  about  15%.  It's  hard  to 
say  where  the  bottom  is,  but  it  doesn't 
look  like  it's  bottoming  yet." 

The  Inter-net  stock  boom  isn't  going  to 
turn  into  a  bust,  at  least  not  soon.  But 
recent  market  jitters  are  giving  Wall 
Street — and  Silicon  Valley — a  healthy 
scare. 

By  Debra  Sparks,  with  Jeffrey  M.  La- 
derman,  in  Sac  York 
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Money.  BMWs. 
Options.  Talent- 
hungry  tech 
companies  will 
go  to  any  length 
to  hire  a  hotshot 


You  could  say  Anthony  Batt  is  al- 
ways in  play.  In  the  past  eight 
months,  the  spikey-haired  high 
school  dropout  has  worked  as  di- 
rector of  site  development  for 
Time  Warner  Inc.  as  well  as  director 
of  production  at  women's  online  net- 
work iVillage.com.  That's  not  to  men- 
tion his  current  gig — vice-president  for 
technology  at  a  hot  new  Los  Angeles 
startup  called  Lemonpop.com.  In  the 
process,  the  32-year-old  chief  technology 
officer-in-the-making  has  doubled  his 
salary  and  is  negotiating  for  options  on 
at  least  10,000  Lemonpop  shares. 

A  decade  ago,  a  corporate  carpetbag- 
ger such  as  Batt  would  have  been  black- 
balled by  leery  employers.  But  this  self- 
described  "edgy  freak,"  who  sports  a 
uniform  of  T-shirts  and  khaki  cut-offs, 
has  never  been  more  in  demand.  Re- 
cruiters continue  to  hound  him  like  love- 
crazy  girls.  "Like  I've  broken  up  with 
them  or  something,"  Batt  says. 

Batt  and  sought-after  Gen  Xers  like 
him  are  benefiting  from  the  New  Econ- 
omy's insatiable  demand  for  talent.  Two- 


year  employees  are  now  grizzled  vet- 
erans. Diplomaless,  JAVA-cranking  pro- 
grammers are  often  more  valuable  than 
executives  with  a  decade  of  experience. 
"There's  a  constant  auction  going  on  out 
there,"  says  John  A.  Challenger  of  em- 
ployment-tracking firm  Challenger,  Gray 
&  Christmas  Inc.  Even  when  an  em- 
ployee has  just  landed  at  a  new  job, 
"They  want  to  be  exploring  one  that 
might  be  even  better,"  Challenger  says. 
"It's  like  a  permanent  job  search." 
ELITE  FORCE.  Workers  like  Batt  are  still 
a  small  elite,  just  about  1%  of  the  total 
workforce,  but  their  outsize  gains  may 
be  moving  the  job  market.  When  the 
Bureau  of  Labor  Statistics  issued  its 
employment-cost  index  for  the  second 
quarter,  it  cited  huge  pay  gains  in  fi- 
nancial services,  real  estate,  and  insur- 
ance as  reasons  for  the  larger-than-ex- 
pected  jump  in  compensation  (page  36). 
Wall  Street  firms,  for  example,  are  now 
paying  three  years'  worth  of  guaranteed 
bonuses  of  up  to  $5  million  annually  to 
keep  managing  directors  from  jumping 
ship.  Meanwhile,  starting  salaries  for 
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computer  programmers  have  sh 
18.4%  this  year  alone  (chart) — v.' 
2.7%  for  the  typical  factory  work* 

The  twenty-  and  thirtysomet  i 
with  the  right  stuff  know  they're 
able,  and  they're  cocky  enough  to 
bit  of  day-trading  with  their  ca 
And  not  just  in  Silicon  Valley 
Wall  Street.  Consulting,  law,  ai 
counting  firms — even  stuffy  olc 
sumer-goods  companies — are  figh 
keep  the  best  from  being  poac 
going  the  way  of  the  Internet  st 

"Our  people  are  under  siege,' 
Deborah  K.  Holmes,  director  of  E 
Young's  Office  for  Retention 
Holmes's  competitors  even  goes 
as  to  pay  a  several-thousand- 
bounty  per  head  for  any  Ernst  & 
recruit — from  concierge  to  consul 
sight  unseen. 

In  Chicago,  Deloitte  &  Touche| 
up  21-year-old  accounting  interns 
sidized  luxury  apartments  with 
maid  service  and  Lake  Michigan 
That's  on  top  of  free  laptops  and  s: 
of  $3,400-per-month,  plus  overtim 
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scenario  gets  rosier  the  higher 
.  On  Wall  Street,  one  of  the 
games  professionals  play  has 
to  do  with  the  market.  It  has  to 
i  nabbing  a  new  offer  from  a 
tor  that  doubles  your  already 
llion-dollar  salary.  Then  these 
eit  job-seekers  dangle  their  gild- 
pensation  packages  in  front  of 
trrent  bosses.  In  the  old  days, 


TRAVELING  IN  PACKS: 

Si'ini  Suhl  (center)  <tn<l  some  t>\  the  </<i»</ 
he  wooed  from  Uii/itni  Entertainment 
Network  to  Lemonpop.com,  an  onlint 
network/or  Generation  )' 


Nick  Brady  at  Dillon  Read  or  John 
Whitehead  at  Goldman,  Sachs  &  Co. 
would  have  tossed  them  out.  But  the 
labor  squeeze  is  forcing  even  top  firms 
to  match  the  offers — and  ante  up  some 
more  options  to  boot. 

Across  the  country,  businesses  are 
scrambling  to  hold  on  to  workers  that 
they  have  gone  to  great  lengths  to  find. 
Silicon  Valley  is  rife  with  tales  of  re- 
cruiters who  prowl  company  grounds 
hoping  to  pick  off  defectors.  One  head- 
hunter  even  had  a  catering  truck  out- 
fitted with  coffee,  doughnuts,  and  wire- 
less technology  for  transmitting 
resumes.  Appearing  in  the  parking  lots 
of  companies  whose  stock  had  taken  a 
sudden  dive,  "The  Deathmobile,"  as  pro- 
grammers called  it,  was  there  to  spirit 
away  staffers  looking  for  a  fresh  batch 
of  options. 

COMRADES.  It  isn't  hard  to  find  workers 
who  are  willing  to  listen — and  recruit 
their  pals.  When  24-year-old  Sean  Suhl 
left  his  job  as  head  of  interactive  for 
Los  Angeles'  Digital  Entertainment 
Network  for  a  gig  as  chief  creative  offi- 
cer of  Lemonpop.com,  he  cleaned  out 
his  desk  and  part  of  his  department, 
luring  a  dozen  Webheads  with  him.  "It's 
like  being  a  film  director,"  says  the  plat- 
inum-haired Suhl  from  a  cell  phone  in 
his  Mercedes  SLK  230  convertible.  "You 
do  a  project,  and  you  move  on." 

Among  Web  startups,  it's  not  uncom- 
mon for  packs  of  friends  to  demand  to 
be  hired  together.  Suhl's  boss,  Digital 
Entertainment  Network  Chief  Execu- 
tive James  H.  Ritts,  understands  the 
way  the  ground  has  shifted.  "You  know 
there  will  be  some  level  of  churn,"  he 
says,  mildly. 


Companies  can  wind  up  paying  in  Int- 
of  ways  far  the  rare  talent  they  seek — 
including  settling  for  second-best.  "Some 
recruiters  will  just  keep  sending  some- 
one until  maybe  they  are  good  enough," 
says  David  Sterenfeld,  a  principal  with 
Phoenix  recruiter  Corporate  Dynamix, 
which  specializes  in  placing  technology 
salespeople.  Or  businesses  are  putting 
people  in  jobs  two  levels  above  where 
they  might  normally  land  at  this  point 
in  their  careers. 

That  makes  companies  go  to  even 
greater  lengths  to  snag  a  promising 
applicant.  Some  employers  hold  job 
candidates  "hostage"  by  intentionally 
keeping  them  for  a  whole  day  of  meet- 
ing and  greeting  so  that  they  won't  be 
able  to  attend  interviews  at  rival  firms, 
says  Michael  Dsupin,  district  manager 
for  headhunter  Atlantis  Partners'  San 
Jose,  Calif.,  branch.  Managers  have 
called  Dsupin  and  asked  him  to  cancel 
an  applicant's  other  job  interviews  that 
day  by  proclaiming:  "We're  keeping 
him."  The  captor  then  offers  the  candi- 
date a  job  on  the  spot.  Says  Dsupin: 
"There's  no  three-step  interview 
process  anymore." 

Even  white-shoe  venture-capital  firms 
such  as  Kleiner  Perkins  Caufield  &  By- 
ers  are  not  immune.  To  keep  top-level 
talent  in  the  pipeline  for  the  next  hot 
startup,  Kleiner  has  a  "ceos  in  Resi- 
dence" program  where  it  parks  execu- 
tives. They  get  paid  a  CEO  salary,  attend 
partner  meetings,  look  at  deals,  and 
when  the  right  startup  comes  along, 
they  sign  up. 

Some  Web  companies  that  don't  have 
the  benefit  of  Kleiner's  cachet  are  so 
squeezed  for  talent  they  are  offering 
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speed-vesting  so  stock  options  can  be 
exercised  in  two  years  instead  of  the 
standard  four.  Other  businesses  are  of- 
fering no-strings  signing  bonuses. 
BRIBES.  But  is  handing  out  free  bmw 
Z3's — as  Revenue  Systems  Inc.  in  Al- 
pharetta,  Ga.,  does — really  good  for 
business?  "Companies  are  basically  just 
coming  up  with  more  and  more  cre- 
ative bribes  to  get  people  to  go  back  to 


the  old-fashioned  career  path:  pay  dues 
arid  climb  the  ladder,"  says  32-year-old 
Gen  X  management  consultant  Bruce 
Tulgan  of  RainmakerThinking.  Some 
might  find  that  unbearably  ironic,  con- 
sidering employers  are  the  ones  who 
did  away  with  the  corporate-lifer  idea  in 
the  first  place. 

The  great  talent  search  isn't  all  car- 
rots. Recruiters  in  California,  for  ex- 


ample,   have    come   up   with  d 
shtick:  At  hiring,  workers  sigiji 
solicitation  agreements,  which 
bind  them  against  raids.  Still,  t 
mand  for  talented  workers  is  ch 
the  rules — perhaps  making  t 
ployer-employee  compact  a  little 
everywhere. 

By  Michelle  Conlin  in  2Vew| 
with  Laura  Cohn  in  Washingtoi 


WAGE  INFLATION:  JUST  A  PHANTOM  AFTER  ALL? 


By  now,  Fed-watchers  every- 
where know  what  Alan 
Greenspan's  favorite  barome- 
ter of  inflation  is.  It's  the  Employ- 
ment Cost  Index  (eci),  which  at- 
tempts to  measure  the  total 
change  in  wages  and  compensation 
throughout  the  workforce.  So 
there  was  a  simple  reflex  on  Wall 
Street  when  the  second-quarter 
eci  registered  an  unexpectedly 
high  1.1%  gain:  sell,  sell,  sell.  The 
Dow  Jones  industrial  average 
plunged  nearly  200  points  on  July 
29,  and  bonds  plummeted  as  the 
yield  on  the  benchmark  30-year 
Treasury  bond  shot  up  to  6.07%. 
Yields  have  since  continued  to  rise 
as  stocks  have  gyrated. 

But  the  Street  may  have  misun- 
derstood the  eci's  signal.  Sure,  the 
second-quarter  runup  looked  big 
compared  with  the  first  quarter's 
0.4%  jump,  and  it  was  considerably 
higher  than  the  0.8%  increase 
economists  expected.  But  in- 
vestors failed  to  look  at  the 
number  the  way  Fed  policymak- 
ers do:  on  an  annualized  basis. 
Between  June,  1998,  and  June, 
1999,  the  eci  rose  just  3.2%. 
That's  actually  less  than  the  3.5% 
gain  posted  in  the  prior  12 
months.  "I  don't  see  anything  in 
the  behavior  of  these  numbers 
that  would  heighten  my  inflation 
concern  beyond  the  level  of  recent 
quarters,"  says  Richmond  Federal 
Reserve  Bank  President  J.  Alfred 
Broaddus  Jr.,  one  of  the  central 
bank's  leading  inflation-phobes. 
tame  figures.  In  fact,  the  Fed  may 
not  feel  it  has  to  hike  rates  at  its 
Aug.  24  policy  i  leeting.  One  reason  is 
the  surprisingly  I  ame  gross  domestic 
product  figure  that  came  out  the  same 
week.  It  showed  that  second-quarter 
growth  slowed  to  2.3%,  down  from 
the  first  quarter's  torrid  4.3%  rate. 
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WHAT  ARE  THE  SIGNS? 

Wall  Street  expects  a  rate  hike,  but 
the  Fed  will  look  at  productivity  and 
jobless  figures  before  deciding 

And  beneath  the  surface,  even  the 
second-quarter  eci  surprise  isn't  so 
scary.  Most  of  the  jump  came  from 
fat  bonuses  paid  to  a  select  portion 
of  the  workforce:  mortgage  brokers, 
stock  traders,  and  investment 
bankers.  Thanks  to  commissions 
linked  to  a  robust  housing  market 
and  sizzling  stock  trading,  their  com- 
pensation rose  a  strapping  3%. 

Outside  of  a  few  other  hot  job  cat- 
egories, however,  a  different  picture 
emerges.  Manufacturing  workers  saw 
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compensation  increase  only  0.6' 
construction  workers,  only  0.5% 
Both  numbers  were  in  fine  wit! 
wage  trends.  "It's  hard  to  say 
on  the  verge  of  a  wage-price  s 
ral,"  concludes  Mark  P.  Vitner, 
omist  at  First  Union  Corp.  in 
lotte,  N.  C. 

Furthermore,  none  of  the  co: 
pensation  data  take  into  acco 
going  productivity  gains.  Fed 
ers  calculate  that,  at  current 
productivity  levels,  annual  wag 
creases  of  up  to  4%  are  manag 
able.  Says  Federal  Reserve  Go 
nor  Edward  W  Kelley  Jr.:  "O 
productivity  gains  have  been  s< 
strong  that  the  unit  cost  of  pro  s 
tion  has  remained  flat,  which  is  { 
wonderful." 

So,  if  the  eci  turns  out  to  b< 
harmless,  what  will  the  Fed  fo 
on  before  rendering  a  verdict  i 
next  meeting?  Topping  the  list 
ie  the  July  employment  repor 
due  out  on  Aug.  6.  The  Fee 
"    will  rely  heavily  on  the  Au 
release  of  second-quarter  pr< 
tivity  data.  In  particular,  the 
nors  will  look  at  the  rate  of  p 
tivity  growth  for  nonfinancial 
corporations,  which  is  conside: 
more  precise  measure  of  effici 
because  it  strips  out  Mom-and 
outfits  and  banks,  whose  prodi 
ty  is  especially  hard  to  gauge 
nally,  consumer  and  producer  pi 
will  be  out  mid-month. 

If  any  of  these  indicators  set  1 
alarm  bells,  then  the  Fed  could  i 
der  another  interest-rate  hike, 
on  the  basis  of  Greenspan's  fav 
gauge — the  eci — there  seems  t 
little  conclusive  evidence  of  infl 
to  force  its  hand.  That  still  lea> 
nancial  markets  readv  to  twite 


the  next  sign  of  a  sinister  econ  ^ 
indicator. 

By  Laura  Cohn  in  Wash 
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COMMENTARY 

l'»\  Michael  J.  MandeJ 

HE  SPOILS  OF  THE  NEW  ECONOMY  BELONG  TO  HIGH  TECH 


I  -s 


I  mist  nict  inn  is  booming,  and  con- 
I  sinners  are  snapping  up  cars, 
I  homes,  and  all  manner  of  goods 
services — as  they  always  do 
rig  an  expansion.  Yet  the  eco- 
ic  data  tell  a  more  complicated 
y:  The  growth  in  this  expansion 
ill  concentrated  in  the  high-tech 
information  sector.  Over  the 
three  years,  growth  in  the 
domestic  product  has  aver- 
1  a  stellar  3.8%.  Take  out  high 
,  however,  and  the  rest  of  the 
tomy  is  growing  at  a  moderate 
•ate,  just  slightly  above  the  pace 
le  1980s, 
he  latest  data  from  the  Com- 

I  lept.  show  an  even  wider  di- 
cence  between  the  fortunes  of 
information  sector  and  the  rest 
ie  economy.  The  growth  rate  in 
1  second  quarter  fell  sharply,  to 
1 — and  all  of  the  slowdown  was 
ide  high  tech.  Business  spend 
on  information  technology  actu- 
accelerated  during  the  quarter. 
his  continued  expansion  of  New 
nomy  industries  is  good  news  for 
long-term  future  of  the  U.  S. 
lomy.  These  are  the  fast-growth, 
ng-price  industries,  and  as  they 
ime  a  bigger  share  of  output  and 
*  Joyment,  it  means  the  U.  S.  can 
™  ain  a  higher  growth  rate  without 
1  a'  ttion. 
1 '  i  tact,  the  Information  Revolu- 

is  following  the  same  pattern  set 
™i  jconomic  waves  of  the  past.  His- 

I  .ally,  the  early  stages  of  major 
^mologieal  changes  are  marked  by 

explosive  creation  of  dynamic 
industries  and  markets.  Produc- 
j  ;y  and  profits  soar  in  the  new  in- 

II  lies,  attracting  workers  and  capi- 
'e|  As  these  fast-growing  innovative 
I   ins  become  significant  chunks  of 

1  economy,  they  lift  overall  produc- 
I  ;y.  The  new  technology  also  lifts 
1  dency  in  "old-line"  industries,  too, 
inure  slowlv  and  less 

•  efully. 
'he  classic  example  is  the 
mological  revolution  of  the 
L8008  and  the  early  1900b 
•me  that  period  the  "old 
1  lomj  "  was  agriculture. 
»v'ch  accounted  for  some 

S.  economic  output  in  the 
is.  As  new  technologies 
:  l  as  the  internal-comhus 
engine  and  elecl  rification 


arrived,  they  showed  up  much  BOOner 
in  the  industrial  sector  than  in  the 
agricultural  sector. 

The  U.S.  still  experienced  a  siz- 
able productivity  boost — but  not  sur- 
prisingly, most  of  the  gains  came 
from  industry.  From  1889  to  1929, 
farm  productivity  only  rose  at  an  av- 
erage annual  rate  of  0.9%.  By  con- 
trast, manufacturing  racked  up  2.4% 
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WINNERS 


Some  80%  of 
second-quarter  profits  came 
from  New  Economy  companies 
though  they  account  for  only 
30%  of  revenue 


annual  productivity  gains  over  the 

same  period. 

Much  the  same  thing  is  happening 
today.  It  only  makes  Bense  that  infor- 
mation technology  should  be  having 
its  earliest  impact  on  businesses 
where  the  main  output  is  informa- 
tion. Industries  such  as  communica- 
tions, financial  services,  and  media 
are  able  to  take  full  advantage  of  the 
exponential  growth  of  information- 
processing  power  to  get  a  quantum 
leap  in  productivity. 

On  the  other  hand,  businesses  that 
produce  tangible  goods  or  provide 
personal  services,  like  haircuts  or 
lodging,  are  finding  productivity 
gains  smaller,  slower,  and  more  diffi- 
cult to  achieve.  A  hotel  can  comput- 
erize its  reservation  system,  but  its 
rooms  still  have  to  be  cleaned  the 
old-fashioned  way. 
LOW  TECH.  Robert  J.  Gordon,  an 
economist  at  Northwestern  Universi- 
ty, argues  in  a  new  paper  that,  out- 
side of  high  tech,  manufacturing  pro- 
ductivity may  not  have  accelerated 
at  all  in  recent  years.  That  position 
is  supported  by  a  business  week 
analysis  of  the  Federal  Reserve's  in- 
dustrial-production data  that  sug- 
gests productivity  growth  in  non- 
high-tech  manufacturing  grew  at  an 
annual  rate  of  2.3%  over  the  last 
three  years,  nearly  identical  to  the 
previous  decade's  average. 

The  concentration  of  productivity 
gains  thus  far  is  also  reflected  in 
profits.  Corporate  profits  rose  nicely 
in  the  second  quarter,  according  to 
the  latest  business  week  Corporate 
Scoreboard  (page  88).  But  of  that 
gain,  some  80%  came  from  companies 
in  New  Economy  industries,  even 
though  they  only  account  for  30%  of 
revenue. 

A  century  ago,  the  U.  S  went 
through  the  turbulent  process  of 
shifting  labor  and  capital  from  a 

slow-growth  agricultural  econo- 
my to  one  dominated  by  fast- 
growing  manufacturing.  Today, 
it's  the  explosive  information 
sector  that  is  garnering  a 
growing  share  of  the  economy's 
5     resources — and  as  long  as  that 
continues,  so  will  the  New 
Economy. 


Michael  Mandel  cow  n  the 
.V.  amy. 
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CHEMICALS 


FORMULA  FOR 

A  PERFECT  MARRIAGE? 

Dow  and  Union  Carbide  both  bring  strengths  to  their  union 


They  say  that  the  chemistry  was  just 
right.  For  years,  William  H.  Joyce, 
the  chairman  and  ceo  of  Union  Car- 
bide Corp.,  had  bantered  with  his  buddy 
William  S.  Stavropoulos  over  various  is- 
sues confronting  the  chemical  industry. 
When  the  collapse  in  commodity  prices 
threw  the  industry  into  a  tailspin  a  year 
or  so  ago,  however,  their  fates  diverged. 
Stavropoulos,  president  and  CEO  of 
Dow  Chemical  Co.  in  Midland, 
Mich.,  had  sold  off  its  Dow 
Brands  consumer  product  di 
vision,    including    Saran 
Wrap,  to  S.  C.  Johnson 
&  Son  Inc.  in  1998  to 
refocus  on  its  core 
businesses.      He 
also  launched  it 
into       higher- 
margin        en- 
deavors such  as 
biotechnology,  and 
steered  the  company  through 
the  industry's  rough  patch. 
DINNER  DEAL.  On  the  other  hand,  when 
the  crunch  came,  Joyce  was  caught  in 
low-margin  businesses  and  was  in  the 
midst  of  investing  in  new  plants.  Union 
Carbide's  earnings  collapsed  with  a  53% 
plunge  in  the  second  quarter  of  this 
year  as  its  stock  lagged  behind  the 
sector. 

Now,  the  fates  of  the 
two  companies  are  con- 
verging: On  Aug.  4, 
Stavropoulos  and  Joyce 
announced  a  plan  to  Midland,  Mich, 
merge  their  companies 

into  what  will  become     Wlll,arT'  Stavropoulos 
the  world's  No. 2  chemi-     f_r^der-,  and_C_EO__ 
cal  company.  The  men      Presided  ^nd  CEO, 
began     negotiating    in      Dow  Chen  cal 
May,  after  Stavropoulos     "" 
concluded  that  Dow  had  M'll0.!.. 

to  bulk  up  in  a  consoli- 
dating industry  if  it  was 
to  compete  effectively 
against  No.  1  DuPont 
Co.  and  other  global 
players.  His  pal  Joyce, 
who  says  their  friendship 
goes  back  20  years,  was 
open  to  the  idea.  In  late 
July,  the  duo  and  their 
chief   financial    officers 


met  in  a  Brewster,  N.  Y.,  restaurant  to 
settle  the  details. 

The  deal  isn't  cheap.  Dow  is  to  pay 

$11.6  billion  in  a  stock  swap,  including 

assuming  $2.3  billion  of  Union  Carbide 

debt.  Union  Carbide  shareholders  will 

get  0.537  share  of  Dow  for  each  Union 

Carbide  share,  with  their  stock  valued 

at  a  37%  premium  over  its  Aug.  2 

closing  price  of  $66.96,  leaving  them 

with  what  amounts  to  a  25%  stake 

in  Dow.  "It's  a  great  deal  for 

Union  Carbide  investors,"  says 

Frank  J.  Mitsch,  a  senior  analyst 

at  New  York's  Deutsche  Bank 
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in  Si)  .nsulation. 

Sold  of  i     i        ner 
brands,  u  g  Saran 

Wrap  and  u, ,      tik. 


HEADQUARTERS 
OLD  TITLE 


NEW  TITLE 


1998  REVENUES 

1998  PROFIT 

EMPLOYEES 

PRODDCTS 


Alex.  Brown.  Union  Carbidesi 
soared  21%  on  the  news,  closing 
on  Aug.  4.  Dow  closed  down  6% 
Stavropoulos  will  be  president 
of  the  combined  company  and  Jo; 
stay  on  as  vice-chairman. 

For  the  team  in  Danbury,  the| 
bound  to  be  bittersweet.  Uni 
bide  has  faced  a  litany  of  woe 
cent  years,  from  troubled  part: 
in  places  like  Kuwait  to  delaye| 
openings.  Joyce  also  spent  he 
new  facilities,  but  the  payoff  el 
company.  When  oil  prices  soa: 
commodity  chemical  prices 
depressed  this  year,  it  beca: 
that  Union  Carbide  was  vuj 
Joyce  concluded  that  merging 
the  only  way  to  realize  his  a 
for  the  company.  "I  don 
you  start  out  wanti 
a  seller,"  says  Joy 
want  to  be  a 
ful  compan 
The  n 
which 
based 
gan,  b 
gether  mc] 
50,000  employe 
ating  in  168  countri 
year,  the  duo  had  combi 
enues  of  more  than  $24  billio 
$1.6  billion  less  than  DuPont.  B 
panies  say  that  they'll  trim  cot 
least  $500  million  a  year  and  pnj 
workforce  by  4%,  to  49,000  peo 
Each  side  carries  some  t 
Dow  owns  half  of  silicon  breas 
maker  Dow  Corning  Corp.;  Ur 
bide  is  saddled  by  the  legac 
1984  plant  disaster  in  Bhopt 
that  killed  thousands.  But  t 
between  the  tv 
companies  was 
as  fortuitous 
vekar  of  Salorn 
Barney  calls  it 
event  that  sho 
"major  positiv 
cussions  throu 
global  chemical 
because  it  will 
and  consolida 
._?5.7_b^l_hqn      product  iines, 

$403  million      folly  lead  to  pr 
ity.    For   him, 
drawback    is 
deal  makes  Do 
lot  more  comm 
ented."  That's 
the  folks  at  U  i 
bide  won't  be  ] 
hear. 

By  Diane  . 
Greenwich,  Co 


UNION 
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Danbury,  Conn. 


William  Joyce, 
Chairman  and  CEO 


Vice-chairman, 
Dow  Chemical 


__11,600 

Basic  and  specialty- 
chemicals,  including 
those  used  in  antifreeze 
and  polyester.  Also  exited 
consumer  markets  where 
it  sold  Eveready  batteries 
and  Prestone  antifreeze. 
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LETTER  FROM  MICHIGAN 

FOR  CARMAKERS,  WIDE  EYES 
AND  WHITE  KNUCKLES' 

Sales  are  red  hot,  but  execs  are  already  fretting  about  a  slump 


After  the  sweltering  heat  wave  that 
paralyzed  the  Midwest,  auto  execs 
gathering  in  Traverse  City,  Mich., 
on  Aug.  4  for  their  annual  summer  con- 
fab welcomed  the  cool  breezes  off  Lake 
Michigan.  But  more  than  a  few  worried 
that  a  similar  chill  might  hit  a  car  mar- 
ket that  has  been  red  hot  all  summer. 

The  patter  among  execs  as  they 
scarfed  down  the  town's  famous  cherry 
pie  centered  on  the  growing  suspicion 
that  the  U.  S.  auto  market  is  downshift- 
ing. That's  hardly  a  disaster,  since  most 
analysts  are  still  pre- 
dicting 1999  sales  will 
reach  about  16.5  mil- 
lion cars  and  trucks, 
handily  topping  1986's 
record  of  16.1  million. 
Trouble  is,  no  one 
is  sure  how  far  sales 
might  sink.  Those  in 
the  industry  who 
aren't  deluding  them- 
selves, says  Price- 
waterhouseCoopers 
partner  J.  Ferron,  are 
the  ones  with  "wk'r 
eyes  and  white- 
knuckles."  Adds  Donn 
J.  'Viola,  COO  of  auto- 
mirror  maker  Don- 
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nelly  Corp.:  "A  little  bit  of  a  slowdown  is 
perhaps  a  welcome  relief . . .  if  it's  just  a 
breather  and  not  a  gasp." 

What  spooked  the  industry?  First, 
DaimlerChrysler's  second-quarter  earn- 
ings were  unexpectedly  weak.  Chair- 
man Robert  J.  Eaton's  explanation  pro- 
vided little  comfort:  "The  economy  is 
still  strong,  but  we  have  pretty  well 
exhausted  the  demand  out  there." 

Then,  as  the  industry  converged  on 
the  Grand  Traverse  Resort,  July  sales 
numbers  started  appearing.  The  totals 
were  up,  but  execs 
and  analysts  saw  un- 
settling trends.  Ford's 
bread-and-butter 
pickup  trucks  were 
off  13%— a  decline 
too  big  to  be  ex- 
plained by  the  com- 
parison with  last 
year,  when  Ford  was 
selling  against  a 
strike-idled  General 
Motors  Corp.  And 
foreign  brands  had 
made  big  gains.  "If 
you  put  all  the  for- 
eign brands  together 
last  month,  they  were 
bigger  than  General 


FORD 


LET'S  MAKE  A  DEAL:  i\ 

are  not  likely  to  shrii 

Motors,"  says  David  B] 
auto  analyst  at  B 
curities  in  New  York 
liminary  numbers  indi 
the  foreign  brands  had) 
the    market,    while 
28%." 

And  those  July  sale 
come  cheap.  Even  tru 
sport-utility  vehicles 
sweet  rebates  and  ft 
deals.  Dodge  recently 
a  $1,000  rebate  on  Rai 
ups,  and  there  may  b 
to  come.  Conference 
Gary  C.  Valade,  D 
Chrysler's  purchasing) 
says  the  company's  ino 
now  averaging  $1,470 
hide,  aren't  likely  to 
this  year.  "Are  people  getting  ji 
asks  Peter  T  Peterson,  auto  m 
director  at  usx  Corp.'s  U.  S.  Steel 
"Yeah,"  he  says  over  coffee  at  t: 
ference.  "We're  in  the  midst  oi 
that — if  it  continues — will  bio 
the  all-time  record  for  auto  sales 
are  saying,  'Pinch  me.  This  can't 
PEAK  EXPERIENCE?  They're  pi 
right.  For  one  thing,  economis 
analysts  believe  recent  years'  sale: 
fueled  at  least  in  part  by  cons 
who  freed  up  cash  by  refinancing 
Now,  rising  rates  could  discoura 
rowing — for  housing  or  autos.  Sti 
aren't  likely  to  rise  enough  to  d 
the  market  entirely,  says  Ban 
Corp.  chief  economist  Diane  Swon] 
expects  auto  sales  to  slow  in  th 
quarter  to  a  16.4-million-unit 
16.7  million  in  the  second  qua 
2000,  she  sees  light-vehicle  sale 
ping  to  15.9  million.  "It  looks  to 
we  are  peaking,"  she  says.  Things 
get  worse  if  Federal  Reserve  Ch 
Alan  Greenspan  tightens  more, 
far,  she  says,  "he  did  not  hit  the 
he  just  took  his  foot  off  the  gas 
Meanwhile,  DaimlerChrysler 
ing  to  reverse  the  ominous  spin  it 
ed  with  its  earnings  announceme 
flew  60  analysts  to  Detroit  for  an 
meeting  and  said  it  might  have 
truck  production  in  the  second  h; 
when  they  return  from  Traverse 
auto  execs  everywhere  will  take 
public  cheerleading.  But  if  it  s 
forced,  there's  a  reason:  "We  wal 
every  day  and  wonder  if  the  dow 
is  coming,"  says  Ford  Vice-Chai 
Peter  J.  Pestillo.  Pass  the  cherry 
By  Kathleen  Kerwin  in  Traverse 
Mich.,  with  Keith  Naughton  in  Det 


40  BUSINESS  WEEK  /  AUGUST  16,  1999 


itn 


power 

[    to  say  no. 


A  great 
project  with 
I  interesting 
|Jiallenges,  but 
|t  a  good  fit? 
j  need  to  know 
u're  taking  on 
le  right  work  so 
the  client  gets  great 
I  results  and  you  stay 
profitable. 


Infinium  can  help 
you  turn  information 
into  better  decisions. Visit 
www.infinium.com/bw 
to  learn  more  about  how 
we  can  help  your  company 
do  great  work.  Infinium: 
enterprise  software 
solutions  to  optimize 
business  performance. 


U.S.  EXPORTERS  GET 
THE  WORD:  GUILTY 

The  WTO  rules  that  billions  in  tax  breaks  constitutes  a  subsidy 


Angry  over  a  series  of  U.  S.  legal 
victories  before  the  World  Trade 
Organization,  Europeans  counter- 
attacked last  year.  They  picked  a  14- 
year-old  provision  of  the  U.  S.  tax  code 
and  called  it  an  illegal  export  subsidy. 
Ridiculous!  replied  Washington.  But  in 
a  still  unreleased  decision,  a  three- 
judge  wto  panel  has  decided  the  U.  S. 
tax  code  does  indeed  contain  a  subsidy 
worth  billions  of  dollars  to  thousands 
of  U.  S.  exporters. 

The  culprit:  widely  used  Foreign 
Sales  Corporations  (fscs),  which  allow 
U.  S.  exporters  to  set  up  offshore  sub- 
sidiaries that  act  as  agents  for  export 
sales.  The  parent  corporation  may  then 
exempt  up  to  15%  of  export  earnings 
from  federal  income  tax.  The  U.  S.  is 
mulling  an  appeal,  but  if  the  finding 
holds  up,  the  Geneva-based  wto  could 
permit  European  members  to  levy 
penalty  tariffs  against  U.  S.  exports. 
NASTY  SURPRISE.  The  financial  implica- 
tions of  the  verdict,  which  caught  U.  S. 
trade  officials  by  surprise,  are  "huge," 
says  Kimberly  J.  Pinter,  an  internation- 
al tax  expert  at  the  National  Association 
of  Manufacturers.  "Everyone  is  shocked 
by  the  ruling."  The  last  time  the  Inter- 
nal Revenue  Service  calculated  the  size 
of  the  tax  break,  for  tax  year  1992,  U.  S. 
exporters  managed  to  avoid  $2.3  billion 
in  taxes  by  running  $152  billion  in  earn- 
ings through  3,000  offshore  fscs.  The 
European  Union  now  estimates  some 
6,000  corporations  use  the  tax  break, 
which  could  mean  the  total  tax  reduc- 


tion from  the  exemption  is  now  worth 
double  what  it  was  seven  years  ago.  "I 
am  delighted,"  crowed  eu  Trade  Com- 
missioner Sir  Leon  Brittan.  "I  call  on 
the  U.  S.  to  change  its  law  to  comply." 

That  isn't  likely  anytime  soon.  The 
fscs  help  many  large  U.  S.  exporters 
shave  their  total  tax  liability  by  as  much 
as  5%.  Boeing  Co.,  the  biggest  user  of 
the  loophole,  saved  $130  million  in  U.  S. 
income  taxes  in  1998,  12%  of  its  entire 
earnings  that  year. 
Over  three  years,  Boe- 
ing's savings  amounted 
to  $319  million,  the 
company  reports.  East- 
man Kodak  Co.  says  it 
saved  $39  million  in 
1998,  less  than  3%  of  its 
$1.4  billion  in  earnings. 

U.  S.  exporters  are 
nonplussed.  Without  the 
fsc,  "our  taxes  would 
go  up,  and  we  would 
lose  our  competitive 
edge,"  says  Kevin  G. 
Conway,  a  vice-presi- 
dent at  United  Technologies  Corp.  ut's 
exports  from  the  U.  S.  accounted  for 
16%  of  its  $25.7  billion  in  1998  revenues. 

Stunned  U.  S.  trade  officials  are  now 
scrambling  to  interpret  329  pages  of 
wto  legalese,  looking  for  an  appeal.  "The 
panel  appears  to  have  systematically 
disregarded  the  history  of  this  issue, 
the  applicable  wto  legal  rules  concerning 
income  tax  measures,  and  the  facts  of 
record   before   it,"   says   U.  S.   Trade 


PORT  OF  LOS  ANGELES:  If  the  TU 

holds  up,  exports  may  face  tari£ 


ENTRENCHED 


Offshore  sales 
subsidiaries  are 
such  an  essential 
tax  break  that  a 
change  in  U.S.  law 
is  unlikely 


Representative  Charlene  Barsh 

The  irony  is  that  European 
already  enjoy  an  export  subsidy  ir 
tax  structure.  Governments  can  re 
value-added  tax  (vat)  on  their  e: 
without  running  afoul  of  WTO  rules 
vats  are  considered  "indirect"  tax< 
not  export  subsidies.  Indeed,  the 
ican  fsc  was  designed,  in  part,  tc 
the  playing  field  against  Europe 
port-friendly  vat. 
WHAT  NEXT?  Some  U.  S.  business 
ciations  fret  that  the  decision  ir 
that  any  tax  preference  in  the 
code  may  be  deemed  a  subsidy  if  i 
efits  exporters.  "The  broad  waj 
the  wto  panel  interpreted  this  cas 
to  leave  you  wondering  about  th< 
of  the  tax  code,"  says  Fred  F.  Mur 
National  Trade  < 
tax  expert. 

If  the  wto 
stands,  the  U.  S, 
be  under  enor 
pressure  to  kil 
or  cut  a  deal  wit 
eu  by  dropping 
successful 
against  European 
tas  on  U.  S.-sh 
bananas  and  a 
U.  S.  beef  treated 
growth  hormc 
Otherwise,  the 
could  demand  cor 
sation — typically  by  levying  prohib 
100%  tariffs  on  billions  of  dollars  of 
exports.  "At  that  level,  the  Euroj 
could  kill  off  U.  S.  companies  or 
entire  industries,"  says  Bruce  Reyi 
a  partner  at  Deloitte  &  Touche  tax 
sultants  in  Washington.  Neither 
including  consumers  on  both  contin 
could  see  that  as  much  of  a  vi 
By  Paul  Magnusson  in  Washi 
with  bureau  reports 
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REGULATORS 

TAKE  ONLY  AS 
DIRECTED  (WINK) 

A  ruling  keeps  the  FDA  from 
halting  "off-label"  drug  uses 

For  many  drugmakers,  it  was  a  dream 
come  true.  On  July  28,  the  U.  S.  Dis- 
trict Court  for  the  District  of  Colum- 
bia relaxed  Food  &  Drug  Administration 
restrictions  on  marketing  drugs  for  so- 
called  off-label  use.  Under  the  fda  rules, 
sales  representatives  were  largely  for- 
bidden from  even  telling  doctors  about 
uses  for  a  drug  that  were  not  yet  ap- 
proved by  the  agency. 

If  the  ruling  survives  a  likely  appeal  by 
the  government,  which  some  legal  ex- 
perts expect,  drug  marketing  will  be  dra- 
matically changed.  And  while  that  cre- 
ates opportunities  for  drugmakers,  it  also 
poses  risks.  Among  them:  Drugmakers 
may  open  themselves  to  legal  liabilities  if 
they  promote  unproven  uses  for  a  drug 
that  turn  out  to  be  harmful.  "It  increases 
the  market  potential,"  says  Dr.  Stan 
Bernard,  president  of  pharmaceutical  con- 
sulting firm  Bernard  Associates.  "But  it 
also  means  potential  for  abuse  of  your 
medication  by  doctors  as  well  as  your 
own  sales  reps." 

Most  pharmaceutical  companies  decline 
to  discuss  the  ruling.  The  suit,  in  fact, 
was  brought  by  The  Washington  Legal 
Foundation,  a  conservative  group  seeking 
to  remove  limits  on  commercial  free 
speech.  Still,  drugmakers  are  likely  to 


quickly  exploit  it.  Margaret  M. 
Dotzel,  acting  associate  com- 
missioner for  policy  at  the 
fda,  says  a  decision  on 
whether  to  appeal  has  not 
been  made. 

The  fda  has  always 
monitored  marketing 
material  to  stop  companies 
from  promoting  unapproved 
drug  uses.  But  a  1997  law 
allowed  companies  to  give 
doctors  research  from 
medical  journals  such 
as  the  New  England 
Journal  of  Medicine 
or  textbooks  that  dis- 
cussed off-label  uses 
of  their  drugs.  Still, 
there  were  stringent 
conditions,  including 
that  the  company 
had  to  be  preparing 
to  apply  for  formal 
fda  approval  of  that 
use.  The  July  court  ruling  found  that 
amounted  "to  a  kind  of  constitutional 
blackmail."  If  the  ruling  stands,  reps  will 
be  able  to  hand  out  medical  journal  and 
textbook  material  as  long  as  they  dis- 
close it  relates  to  an  unapproved  use. 

That  would  be  a  double-edged  sword. 
Many  life-saving  uses  are  discovered  only 
after  doctors  experiment.  On  July  19,  for 
example,  nejm  released  a  study  showing 
that  combining  an  older  drug  called  Al- 
dactone  with  standard  medicines  for  heart 
failure — an  unapproved  use — cut  deaths 
by  30%.  But  aggressive  use  of  drugs 
in  untested  ways  can  also  backfire.  In 
the  1980s,  certain  drugs  to  treat  se- 
vere heart  arrhythmias  were  found 
to  be  causing  thousands  of  deaths 
when  prescribed  for  patients  with 
mild  rhythm  irregularities. 
RISKY  BIZ.  Relaxed  fda  oversight 
poses  some  tricky  decisions  for  drug- 
company  execs.  Those  who  invested 
big  bucks  to  get  fda  approval  for 
certain  uses  are  likely  to  feel  new 
marketing  pressure  from  competitors  who 
haven't  yet  jumped  through  those  regu- 
latory hoops.  And  they  must  consider  le- 
gal risks.  A  key  defense  of  American 
Home  Products  Corp.  against  lawsuits 
over  alleged  harm  resulting  from  the  use 
of  unapproved  fen-phen  diet  pills  is  that  it 
never  actively  promoted  the  drug  combo. 
"The  fda  prevented  you  from  doing  a 
lot  of  injury  to  yourself,"  says  William 
W.  Vodra,  an  attorney  who  represents 
the  company  in  the  cases.  Drugmakers 
will  have  to  take  care  that  they  don't  re- 
place regulatory  headaches  with  self-in- 
flicted ones. 

By  Amy  Barrett  in  Philadelphia 
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SOAP  OPERA 
AT  WAL-MART  P*« 

The  world's  largest  retail k 
goes  up  against  P&G  in  sif 


i  m 


Why  would  Wal-Mart  Store 
the  world's  largest  reta: 
Procter  &   Gamble  dete 
jump  into  the  $4.5  billion  laundn 
market?  Certainly,  Wal-Mart  c 
expect   its    Sam's   American 
house  brand  detergent  that  show 
in  stores  in  late  July,  to  unseat  i 
national  brands,  including  Tid<  t 
Wal-Mart  will  get  two  things  it 
wants:  a  big  private-label  prod 
match  those  of  the  grocery  chi 
now  competes  with,  and  a  bit  of 
age  over  P&G.  With  Sam's  suds 
arsenal,  Wal-Mart  can  be  sure  of 
tiating    the    most    favorable 
with  p&g. 

The  Wal-Mart  detergent  joir 
battle  for  shelf  space  that  has  ma<  ■ 
vate  labels  so  popular  among  re 
Today,  house  brands  represent 
U.  S.  grocery  sales  and  about  1 
sales  at  big  drug  and  retail  chai 
this  war,  the  ultimate  losers  ar 
ond-  and  third-tier  brands,  whi 
creasingly  lose  shelf  space  to  moi 
ly   priced   private-label   goods. 

Robert    F    Cor  » 
Wal-Mart's    exe<  III 
vice-president  foi  iijftl 
chandise:  "Good  t  tys'; 
will     prosper, 
brands  will  go  b  iy 
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AISLE  BATTLE: 

Tide  has  some 
competition 


And      private 
brands  won't  go   . ' ' ; 
Marketing  exper 
pect  private  lab  *s' 
make  up  as  mu 
30%  of  grocery    ft 
within  five  years-  ror  sale,  i. 
ticularly  as  the  cc  iccrmment 
"  dation  continues  i  jjjj 
big  supermarkets.  "The  top  10  < 
now  control  50%  of  the  market, 
they  control  70%,  it  is  private-labe 
here  we  come,"  says  Chris  Hoyt, 
dent  of  Hoyt  &  Co.,  a  Stamford  (( 
marketing  consulting  firm.  A  cons! 
product  giant  such  as  P&G  mighj 
the  pain  less  than  others,  but  it 
faces  more  pressure  to  keep  costs  | 
and  innovation  high. 

By  Peter  Galuszka  in  Clevelan 
Wendy  Zellner  in  Dallas 
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NEW 


MM"  CHIP 


'}  KER   U)VANCED  MICRO 

i<  is  set  tn  unveil  a  mi- 
or  that  could  make 
ik  the  company.  The 
rollout  of  the  Athlon 
gnals  amd's  push  to 
lto  pncier,  more  prof- 
v,  selling  for  $1,800 
00.  Until  now,  AMD's 
K6  chip  has  been  rel- 
?to  cheap  pes.  So,  de- 
jcord  unit  shipments, 
s  suffered  as  rival  In- 
pushed  down  prices 
ow  end.  AMD  says  the 
;runs  5%  to  40%  faster 
itel's  Pentium  III  but 
t  about  25%  less.  "It's 
m  chip,"  crows  AMD 
'.  "Jerry"  Sanders  III. 
of  PC  makers,  includ- 
l  and  Compaq,  have 
I 


OSING    BELL 


AIRBORNE 

umping  along  near  its 
;k  low,  US  Airways  sud- 
ook  flight  on  Aug.  2, 
1%  to  38^.  The  takeoff 
jfter  Tiger  Management, 
e  fund  with  22A°/o  of 
vays'  stock,  signaled  its 
to  put  the  shares  at  a 
altitude.  In  an  SEC 
Tiger  head  Julian 
son  Jr.  said  he  plans  to 
(ith  airline  execs  to  dis- 
oosting  shareholder 
That,  investors  con- 
,  opens  the  way  to  a 
'  or  sale.  US  Airways 
i  comment.  Its  stock 
at  359/,  on  Aug.  4. 


'99  AUG  4 

"MB!  RC  HNANCIAl  MAI  ■ 


signed  on  to  use  the  chip  in 
irs  that  will  hit  the  market 
in  September. 

DOES  WWF  HAVE  A 
LOCK  ON  THIS  IPO? 

wouldn't  you  want  TO  At- 
tend these  shareholder  meet- 
ings? The  World  Wrestling 
Federation,  which  made 
Stone  Cold  Steve  Austin  and 
Hulk  Hogan  household  names 
(at  least  in  some  quarters), 
is  going  public.  On  Aug.  3, 
Stamford  (Conn.)-based  wwf 
said  it  hopes  to  raise  $172.5 
million  by  selling  a  minority 
stake.  The  entertainment 
company,  which  earned  $56 
million  last  year,  draws  big 
crowds  to  its  campy  shows; 
last  year  it  beamed  its  pay- 
per-view  mayhem  into  5  mil- 
lion households,  ipos  of  pro 
sports  franchises  haven't 
scored  lately,  but  given  pro 
WTestling-'s  popularity,  "I'd  be 
surprised  if  this  didn't  do  bet- 
ter," says  Linda  Killian,  a  Re- 
naissance Capital  analyst. 

HUMANA  HAS  LOST 
ITS  HEAD-AGAIN 

ANYBODY    OUT   THERE    WANT 

to  run  straggling  health-care 
provider  Humana?  The  post 
is  open  again,  less  than  two 
years  after  Gregory  Wolf,  42, 
took  over  as  ceo  from  Hu- 
mana founder  David  Jones. 
Wolf  resigned  on  Aug.  3,  a 
few  days  after  the  Louisville 
company  posted  a  46%  drop 
in  second-quarter  profits,  its 
second  bad  quarter  in  a  row. 
So  far  this  year,  Humana, 
which  had  revenues  of  $9.6 
billion  last  year,  has  seen  its 
stock  slip  42%.  Jones  has 
been  called  back  to  help  re- 
place his  replacement. 

PHONE  COMPANIES 
MAKE  NICE         

LONG-DISTANCE  CARRIERS  AND 

local  phone  companies  finally 
have  settled  one  of  the  stick 


HEADLINER:  RICHARD  PARSONS 


THREE  HEADS  ARE  BETTER  THAN  TWO 


The  Ted  &  Jerry  Show  is 
now  the  Ted,  Jerry,  &  Dick 
Show.  Time  Warner  Presi- 
dent Richard  Parsons  has 
been  given  operat- 
ing responsibility 
for  the  Warner 
Bros,  movie  stu- 
dio and  music 
divisions.  It's  a 
big  shift  for  the 
former  bank  ceo 
who  joined  Time 
Warner  in  1995  from 
Dime  Savings  Bank  of 
New  York.  Parsons,  51, 
works  closely  with  Chair- 
man and  ceo  Gerald 
Levin,  but  until  now  he 
had  no  operating  duties, 
instead  serving  as  negotia- 
tor and  troubleshooter. 
His  anointment  came  as 
Barry  Meyer  was  made 
Warner  Bros,  studio  chief, 


after  the  departures  of  co- 
chairmen  Robert  Daly  and 
Terry  Semel.  Meyer  will 
report  to  Parsons. 

Parsons'  new  du- 
ties include  mak- 
ing sure  that  all 
Time  Warner 
businesses  get 
along  at  the 
corporate  level. 
That  should  be 
stimulating,  since 
publishing  and  ca- 
ble units  report  to  Levin, 
while  Turner  Broadcasting 
Systems  and  hbo  remain 
under  Vice-Chairman  Ted 
Turner.  If  all  goes  smooth- 
ly, Parsons  could  follow 
Levin,  59,  in  the  chair- 
man's job.  "It's  a  complex 
company,"  says  Parsons. 
Even  at  the  top. 

By  Richard  Siklos 


iest  regulatory  issues  divid- 
ing the  industry.  On  Aug.  2, 
six  companies — at&t,  Sprint, 
Bell  Atlantic,  BellSouth,  sbc 
Communications,  and  GTE — 
unveiled  a  plan  to  cut  the  so- 
called  access  charges  that 
long-distance  carriers  pay  lo- 
cal phone  companies  to  com- 
plete calls  to  homes  and  busi- 
nesses. Under  the  plan,  local 
carriers  would  cut  their  fees 
by  $5.6  billion  a  year  and  col- 
lect access  charges  directly 
from  customers  rather  than 
from  long-distance  carriers, 
at  a  top  flat  rate  of  $5.50  a 
month.  Consumers  would  not 
wind  up  paying  more,  they 
say,  because  long-distance 
carriers  will  lower  their  rates. 


NO  DEBATING 
THIS  SURPLUS  PLAN 


UNCLE  SAM  is  FINALLY  GOING 
to  pay  back  some  of  what  he 
owes  in  cash.  The  U.S. 
Treasury  Dept.  announced  on 
Aug.  4  that  it  will  use  some 


of  the  federal  budget  surplus 
to  retire  part  of  the  govern- 
ment's $3.6  trillion  in  out- 
standing debt.  Treasury  offi- 
cials said  they  hope  to  have 
the  debt-buyback  plan  in 
place  by  early  next  year,  re- 
gardless of  the  outcome  of 
congressional  debate  over 
what  to  do  with  the  projected 
federal  budget  surplus.  At 
the  same  time,  the  Treasury 
will  reduce  the  frequency  and 
size  of  sales  of  its  30-year 
bonds,  from  thrice  to  twice 
annually. 

ET  CETERA . . . 

■  Sun  Microsystems  will  sell 
a  new  processor  to  run  Java 
software  in  non-PC  devices 

■  Tom  Bell  Jr.  will  become 
CEO  of  ad  agency  Young  & 
Rubicam  on  Jan.  1. 

■  Troubled  Waste  Manage- 
ment may  revise  its  first- 
quarter  results  downward. 

■  National  Semiconductor  go! 
$1()7  million  for  Cyrix  from 
vi A  Technologies. 
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Try  getting 
this  out  of  your 

plain  vanilla 
black-and-white 
printer  or  copier. 


imageCLASS" 
C  E  1  0  0 


(  all  1  BOO  OK 
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You  can  s 
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your  black-and-white  copier  all  day  long  and  never  get  it  to  output 


.lor.  You  can  stand  in  front  of  your  color  printer  and  never  get  it  to  deliver  the 
laser  crisp  text  of  a  black-and-white  machine.  But,  walk  up  to  Canon's  new 


All  of  the  above 


'  eCLASS  C2100  printer,  and  you  get  both.  Or,  maybe  you'd  prefer  to  sit.  After  all,  the  imageCLASS  C2100 
works  from  your  desktop,  too.  HERE'S  THE  FUTURE.  LET'S  GET  TO  WORK. 
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It's  not  that  on-line  brokers  have  a  Discount  Brokers — perhaps  the  most  insider  reports,  to  live  commentary 

problem  with  ducks,  per  se.  It's  just  that  complete  trading  tool  ever  made  available     analysis,  to  fundamental  research  fr 

this  particular  duck  represents  something  to  the  average  investor, 
that  on-line  firms  have  long  feared.  Consider  our  Research  Center*,  for 
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r  )  BY  PAULA  DWYER 


IE  SURPLUS:  IS  CLINTON 
[RPEDOING  THE  NEW  DEMOCRATS? 

i 


ling  into  a  chair  in  his  Capitol  Hill  office  on  Aug.  :'>. 
istor  John  B.  Breaux  (D-La.)  seems  unusually  sub- 
id  As  a  leader  of  the  Hill's  moderate  New  Democrats, 
the  center  of  efforts  to  forge  bipartisan  compromises. 
h  Republicans  and  Democrats  headed  for  bitter  show- 
iver  tax  cuts  and  spending  bills,  even  this  instinctive 
cer  is  glum, 
in  Washington  would  people  not  be  able  to  figure  out 
do  with  a  trillion-dollar  surplus,"  Breaux  sighs.  "A  lot 
le  are  going  to  say,  'Those  jokers  can't 


>i  his  colleagues  seem  more  interested  in 
I  lines  in  the  sand  for  the  next  election, 

still  dreams  of  a  grand  surplus  ccm- 
•.  Key  elements:  legislation  to  shore  up 
'dicare  system;  a  $500  billion  tax  cut 
>lits  the  differences  between  the  De- 

'  $290  billion  target  and  the  OOP's  $792 
Mil;  and  extra  money  for  a  broad  range 
estic  and  defense  programs,  from  edu- 
.o  farm  aid. 

e's  just  one  problem:  Every  step  of  the 
reaux  finds  himself  at  odds  with  his 
>emocrat  buddy.  Bill  Clinton.  At  first 

the  two  consensus-seeking  Southern 
.tes  seem  to  be  political  soul  mates.  In- 
ie  Breaux-Clinton  friendship  dates  back 
•ades.  Breaux  even  succeeded  Clinton  as   " 
'  the  centrist  Democratic  Leadership  Council. 
hCARE  FLAP.  But  these  days,  their  interests  are  di- 
.?.  The  Prez  wants  vivid  campaign  issues  to  help 
Wits  in  2000.  Breaux  wants  legislation.  "The  Presi- 

under  pressure  to  polarize  issues  rather  than  get 
lone,"  says  Will  Marshall,  president  of  the  Progressive 
Institute,  a  New  Democratic  think  tank, 
sparks  Hew  first  over  health-care  reform.  As  co-chair 
•dicare  reform  commission,  Breaux  last  winter  crafted 


BREAUX:  Dueling  with  Bill 


a  bipartisan  plan  for  restructuring  the  troubled  program. 
But  just  as  the  panel  was  set  to  vote,  the  White  House  tor- 
pedoed his  effort.  That's  because  Breaux's  blueprint  would 
have  encouraged  Medicare  recipients  to  shift  to  private  plans 
and  lacked  a  politically  appealing,  broad  new  drug  benefit — 
making  it  unacceptable  to  liberals. 

Now,  Breaux  and  Clinton  are  dueling  over  taxes.  Last 
month,  Breaux  and  Senator  John  H.  Chafee  (R-R.  I.)  got  a 
dozen  moderate  Democrats  and  Republicans  to  back  a  down- 
sized $500  billion  tax  cut.  White  House  aidt^ 
killed  the  initiative  by  promising  a  veto  for 
what  they  branded  a  budget-busting  proposal. 
Merely  splitting  the  differences  on  tax  cuts  is 
"a  ridiculous  place  to  be,"  says  Budget  Director 
Jack  Lew.  Translation:  Clinton  isn't  ready  to 
deal  yet.  First,  he  wrants  to  veto  the  OOP's 
"risky"  bill,  then  he'll  haggle  in  the  fall  over 
tax-and-spending  trade-offs. 

So  far,  Breaux  doesn't  have  a  lot  to  show  for 
his  let-us-reason-together  strategy.  "He's  posi- 
tioned himself  beautifully,"  notes  one  top  Senate 
Democratic  aide,  "but  he  just  hasn't  been  able 
to  deliver."  Still,  Breaux  isn't  giving  up.  He 
talks  with  Clinton  on  a  regular  basis.  He  has 
good  pipes  to  another  old  pal,  Senate  Majority 
leader  Trent  Lott  (R-Miss).  And  he  continues 
to  wrork  with  a  shifting  coalition  of  about  two 
'  dozen  moderate  Democrat  and  Republican  sen- 
ators, all  of  whom  want  to  make  policy,  not  war. 

For  now,  the  tax-and-spending  debate  is  at  a  stalemate. 
Both  Clinton  and  the  cot'  are  playing  two  games  simultane- 
ously. The  first  is  maneuvering  for  advantage  in  the  coming 
budget  showdown.  The  second  is  gathering  ammunition  for 
the  2000  elections.  Still,  Breaux  the  dealmaker  thinks  the  odds 
50-50  that  there  will  be  an  October  surprise:  a  third 


are 


wav  on  tax  cuts  and  Medicare. 


By  Howard  (Hickman 


\  APITAL  WRAPUP 
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H  AND  TAXES 

ause  arcane  rules  prevent  Con- 

froin  adopting  tax  measures  that 
in  a  revenue  loss  10  years  after 
ge,  the  bulk  of  the  tax  bill  agreed 
Republicans  on  Aug.  :i  would  ex- 
fter  2<HK).  Capital  gains  rates  would 
gain,  and  the  hated  alternative-nun- 
tax  would  reappear.  Wealthy  el- 
people  would  really  need  to  wateh 
backs.  The  bill  phases  out  the  68 
ax  as  of  2009.  But  once  the  law  e\ 

in  joiit,  estates  would  again  be 
Cl  to  taxes  of  up  to  5591 . 


OEMS  TO  BIZ:  WE  WANT  YOU 

►  In  a  bid  to  wring  more  dollars  from 
Corporate  America,  the  Democratic 
Congressional  Campaign  Committee, 
the  political  arm  of  House  Democrats, 
is  pitching  executives  on  a  new  busi- 
ness forum.  In  return  for  a  $10,000  do- 
nation, executives  can  participate  in 
conference  calls  and  monthly  meetings 
with  leading  House  Democrats.  The  fo- 
rum is  headed  1>\    Representative 

Ellen  ().  Tauscher  (D  Calif.),  who 

spent   II  years  on  Wall  Street  and  has 

close  i  ie-  to  Silicon  Valley. 


GRAMM  AWAITS  FED  NOMINEE 

►  The  White  House  is  set  to  name 
Carol  J.  Barry,  a  former  Chase  Man- 
hattan Bank  official,  to  one  of  two  va- 
cant Federal  Reserve  Board  seats.  At 
Chase,  Parry  oversaw  low-income 
lending  and  was  considered  a  leading 
expert  on  the  Community  Reinvest- 
ment Act.  that's  the  same  law  that 
Senate  Banking  Chairman  Phil  C.ramm 
ill  Tex.)  wants  to  drastically  scale 
back  but  that  President  Clinton  hop 
to  preserve    And  it's  linimm's  panel 
that  must  confirm  Parry. 
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/hile  sales  are  still  the  ultimate  goal  in  e-commerce.  companies  that  treat  each  transaction 
on  the  Internet  as  a  tool  for  getting  closer  to  customers  will  be  the  ones  that  reap  the  full 
benefits  of  the  new  digital  economy.  Achieving  these  benefits  is  easier  when  your  business 
can  evolve  your  existing  systems  rather  than  undergo  a  complete  overhaul. 

That's  where  Microsoft  can  help. 

Thousands  of  businesses  use  software  like  Microsoft  Site  Server,  Commerce  Edition  and 
Microsoft  SQL  Server,1''  both  of  which  work  with  the  products  you  already  have  to  provide  a 
powerful  foundation  for  effective,  low-cost  e-commerce  solutions  that  can  be  up  and  running 
in  no  time.  And  when  your  business  can  build  these  solutions  on  the  software  people  know 
from  Microsoft,  the  possibilities  of  the  digital  economy  are  closer  than  you  think.  For  complete 
details,  and  helpful  case  studies,  visit  www.microsoft.com/dns 

Microsoft 

Where  do  you  want  to  go  today?' 
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International  Business 


STOCKS 


BOURSE  BUSTERS 


Europe's  big 
traders  want  a 
unified  system. 
Who'll  provide  it? 


The  explosion  of  Internet  trad- 
ing and  other  new  investment 
vehicles  has  rocked  America's 
most  powerful  financial  institu- 
tions, including  the  New  York 
Stock  Exchange  and  Nasdaq.  Now,  Eu- 
rope is  beginning  to  feel  the  tremors. 
On  July  30,  the  London  Stock  Ex- 
change said  it  would  scrap  its  nearly 
two-centuries-old,  member-owned  struc- 
ture. It  will  become  a  profit-making, 
shareholder-owned  company  that  could 
eventually  go  public.  The  lse  wants 
more  flexibility  to  maneuver  than  its 
current  arrangement,  with  294  owners, 
allows.  "We  are  facing  increasing  com- 
petition between  exchanges,  and  new 
systems  are  coming  in  to  try  to  take 
business  away,"  says  the  lse's  chief 
executive,  Gavin  Casey. 

Europe's  biggest  financial  institutions 
are  worried  that  their  traditional  turf 
could  be  in  for  an  earthquake.  Powerful 
players  are  pushing  for  a  unified  sys- 
tem for  trading  stocks  to  cut  costs  and 
open  the  way  for  more  sophisticated 
products.  If  the  traditional  exchanges  in 
London,  Frankfurt,  and  Paris  don't  pro- 
vide it,  someone  else  will.  Heavyweight 
investment  banks  and  fund  managers 
are  already  investing  in  alternative  ex- 
changes and  other  vehicles.  "People 
like  us  are  making  a  number  of  invest- 
ments because  the  end  result  is  not 
clear"  says  Ronald  R.  Dewhurst,  head 
of  European  equities  at  J.  P.  Morgan 
in  London.  "But  if  that  prods  the  stock 
exchanges  into  action,  that  would  be 

good." 

lower  COSTS.  At  the  same  time,  U.S. 
Internet  brokerages  such  as  Charles 
Schwab  &  Co.  and  E "Trade  are  set- 
ting up  shop  in  Europe.  And  they  are 
joining  local  players  such  as  Barclays 


Bankers  are  already  building  alterna 
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rokers    in    Britain    or    Com 
nk  m  <  rermany  in  att  racting  re 
ors  with  cul  rate  services, 
is  scary  for  established  players, 

■f  big  losses  in  market  share  if 

art  gel  i  lie  new  business  models 
Hut  it  means  that  investors — 
stitutional  and  retail — will  likely 
:he  benefits  of  lower  costs  and 
user-t'riendly  systems.  That 
help  expand  trading  volumes 
and  promote  an  equity 
culture  in  Europe,  which 
substantially  lags  behind 
the  U.  S.  in  market 
capitalization. 

But  to  grow  fast,  Eu- 
rope needs  to  straighten 
out  its  snarled  financial 
infrastructure.  A  year 
ago,  the  lse  and 
Deutsche  Borse,  which 
runs  the  Frankfurt  ex- 
change, announced  a 
merger  that  seemed  to 
herald  a  consolidation  of 
all  the  European  ex- 
changes. Though  the  ex- 
changes deny  their  al- 
liance is  in  trouble, 
market  participants  say 
progress  has  been  slow 
on  finding  ways  to  elimi- 
nate costly  and  cumber- 
some differences  in  trad- 
ing systems,  settlements, 
and  regulation.  "They 
have  agreed  on  opening 
hours;  that  is  about  it," 
says  one  senior  London 
banker. 

So  while  the  ex- 
changes talk,  the  bankers 
are  building  alternatives. 
Several  firms,  including 
J.  P.  Morgan,  Morgan 
Stanley  Dean  Witter,  and 
Warburg  Dillon  Read 
have  joined  together  to 
rescue  Tradepoint,  a 
struggling  electronic  ex- 
change on  the  fringes  of 
London's  Covent  Garden, 
iVi mi  near  bankruptcy. 
Tradepoint's  largest 
shareholder,  following  a 
$22  million  recapitaliza- 
tion, is  Instinct  Corp., 
the  Kent  ers  subsidiary 
that  is  the  biggest  of  the 

I'.  S. -based       elect  ronic 
crossing   net  works   that 


have  grabbed  such  a  big 

share  in  trading  Nasdaq 
stocks. 

Founded  in   1995  as  a 

pioneering  alternative  to 

the  l. si:,  Tradepoint  nev- 
er attracted  enough  ac- 
tion to  make  money.  But 
Tradepoint's  new  owners 
plan  to  send  enough  busi- 
ness its  way  to  make  the 
company  profitable. 
Tradepoint  ceo  Richard 
Kilsby  says 
owners  also  plan  to  use 
it  as  a  vehicle  for  intro- 
ducing to  Europe  hot 
new  products  such  as 
trading  in  market-bas- 
kets of  stocks,  which 
have  been  a  big  success 
in  the  U.  S. 

Some  of  the  same  big 


NEW  THREATS  TO 
OLD  EXCHANGES 

►  More  than  20  Euro- 
pean fund  managers,  led 
by  Merrill  Lynch  Mercury 
Asset  Management  and 
Barclays  Global  In- 
vestors, are  building 
their  own  system,  called 
E-Crossnet,  which  will 


good  example  of  hov. 

thai  pre\  iously  went  to  a 

middleman  can  be   Saved 

by  invest  'eter 

A.   Murray,  I  EO  of  Kail 
ways    Pension    TVu 
( !o.,  which  manage-  more 
than      $20      billion      for 
British  retiree.-. 

Some  veterans  are 
skeptical.  Tradepoint  and 
Easdaq  haven't  made 
much  of  a  mark  in  sever- 


the   new     reduce  the  brokers'  role.      al  years  of  operation.  } 


►  New  investors,  includ- 
ing the  big  investment 
banks — Goldman  Sachs, 
Morgan  Stanley  Dean 
Witter,  J. P.  Morgan,  and 
Warburg  Dillon  Read — 
are  revving  up  alternative 
electronic  exchanges, 


based  systems  may  be 
cheap  to  operate,  but  the 
big  question  is  whether 
they  will  attract  the  mas- 
sive flows  necessary  to 
achieve  efficient  pricing. 
Europe  already  has  a 
problem  of  big  orders 
swinging  stock  prices.  "In 
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players  also  participated      Lasdaq  .and  lraae.p0l.n.t:....     trading,  the  cost  is  not  so 


in  a  recent  $24  million 
new  funding  for  Easdaq, 
a  Brussels-based  would- 
be  Nasdaq  that  now  lists 
some  49  high-tech  com- 
panies. Tradepoint  itself 
has  become   an  owner. 


►  Online  brokers,  in- 
cluding Charles  Schwab 
and  E*Trade  of  the  U.S. 
and  Barclays  Stockbro- 
kers, are  setting  up  shop 
in  Europe,  cutting  flat 
commissions. 


much  the  commission  but 
how  much  you  move  the 
price  of  the  stock,"  says 
Robert  A.  Metzler,  vice- 
chairman  of  Morgan  Stan- 
ley in  London.  "That  is 
why      liquidity     is     so 


Easdaq  is  building  a  new      - important." 

electronic   system   that  data  business  week  The   key  tQ  building 


will  allow  it  to  not  only  trade  European 
tech  stocks  but  Israeli  and  U.  S.  listings 
as  well.  With  Tradepoint  specializing  in 
big-cap  stocks,  these  two  exchanges 
could  eventually  form  the  core  of  a  new 
Internet-capable,  shareholder-owned,  Eu- 
ropean exchange  that  might  eclipse  or 
even  absorb  London,  Frankfurt,  and  the 
others.  "The  old  established  players  are 
going  to  be  swept  away  by  an  onslaught 
of  technology  players,"  says  Clive  Ped- 
der,  Easdaq 's  director  of  marketing. 
ENOUGH  FLOW?  The  investment  banks' 
clients,  too,  are  becoming  more  creative 
in  using  technology.  A  group  of  about  20 
mostly  London-based  fund  managers, 
prime  clients  of  the  banks,  are  putting 
together  a  trading  system  that  will  cut 
brokerage  costs  by  matching  trades  of 
big  blocks  of  shares  amongst  them- 
selves. Nigel  Foster,  a  Merrill  Lynch 
Mercury  Asset  Management  executive 
who  will  head  the  new  venture,  called 
E-Crossnet,  says  that  participants  will 
be  able  to  trade  at  a  cost  of  about  0.109 
of  the  transaction's  value,  down  from 
the  current  average  of  about  0.60%. 
That^  would  cut  the  cost  of  a  $1  million 
trade  from  $6,000  to  $1,000.  "This  is  a 


liquidity  may  not  be  alternative  ex- 
changes but  new  and  lower-cost 
providers  to  lure  in  retail  investors, 
who  have  traditionally  been  a  small 
part  of  the  European  markets. 
E*Trade,  the  big  U.S.  online  broker, 
has  just  entered  the  British  market, 
joining  Charles  Schwab,  which  is  be- 
ginning to  catch  fire  a  year  and  a  half 
after  launching  its  online  service. 
Schwab  says  it  is  signing  up  2,000 
clients  a  week.  Such  firms  offer  flat- 
fee  trades  for  as  low  as  $25.  while  tra- 
ditional brokers  charge  as  much  as 
1.25%  per  trade.  In  a  recent  study,  J.  P. 
Morgan  predicts  that  online  account 
holders  in  Europe  will  soar  from 
400,000  at  the  end  of  1998  to  almost  2.5 
million  by  the  end  of  next  year. 

But  Julian  Costley,  chief  executive 
of  E*Trade  U.K.,  acknowledges  that 
E*Trade  and  other  online  brokers  have 
"a  really  tough  task"  in  establishing 
themselves  with  European  investors. 
So  do  all  the  players  in  Europe.  The 
situation  is  messy,  and  it  is  far  from 
clear  who  the  winners  and  losers  will 
be.  But  there  is  plenty  of  opportunity. 
By  Stun i,  y  R<  ed  in  !.<■ 


in  electronic  exchange  to  a  would-be  Nasdaq 
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A  huge,  untapped  market.  Millions  of 
diligent,  low-wage  workers.  A  gov- 
ernment that  promises  the  moon. 
Enthusiastic  foreign  investors  heard  it 
all  before  from  Vietnam,  in  the  early 
1990s — only  to  become  gravely  disillu- 
sioned by  corruption,  red  tape,  and  ob- 
stinate communist  bureaucrats.  As  such 
multinationals  as  Raytheon,  Chrysler, 
and  Sheraton  Hotels  pulled  out,  invest- 
ment plunged,  and  growth  stalled. 

Now,  chastened  officials  are  re- 
launching the  charm  offensive — and  this 
time,  the  gains  could  be  lasting.  On  July 
25,  Washington  and  Hanoi  announced 
an  agreement  in  principle  that  would 
give  U.  S.  companies  greater  market  ac- 
cess. Banks,  insurance  companies,  law 
firms,  and  retailers  would  be  able  to 
operate  freely  in  Vietnam,  while  telecom 
companies  would  be  permitted  to  own 
limited  stakes  in  local  ventures.  Viet- 
nam also  pledged  to  dismantle  tariff 
barriers  on  hundreds  of  U.  S.  goods. 
BARRIERS.  In  return,  Hanoi  will  get 
what  it  has  long  craved:  Normal  trade 
status  with  the  U.  S.  that  will  open  the 
doors  to  Vietnamese-made  shoes,  gar- 
ments, and  other  products.  Even  though 
Washington  ended  its  economic  embargo 
in  1994,  high  tariff  barriers  kept  Viet- 
namese exports  to  the  U.  S.  at  only  $550 
million  in  1998.  With  the  deal,  Viet- 
namese exports  could  double  next  year. 
U.  S.  officials  are  hailing  it  as  one  of 
the  most  comprehensive  bilateral  trade 
pacts  they've  ever  reached.  Negotiators 
hope  to  wrap  up  in  time  for  President 
Bill  Clinton  and  Vietnamese  Prime  Min- 
ister Phan  Van  Khai  to  sign  the  deal  in 
New  Zealand  at  September's  Asia-Pa- 


VIETNAM'S  WOES 

WEAKENING  ECONOMY 
12 

CHANGE  IN  GDP 


cific  Economic  Cooperation  summit.  Con- 
gress and  Vietnam's  National  Assem- 
bly then  must  approve.  With  luck,  it 
could  go  into  effect  as  early  as  January. 

Still,  don't  expect  another  corporate 
stampede  into  Vietnam  immediately. 
Just  in  the  past  few  months,  Motorola, 
Qualcomm,  and  Cigna  have  sharply  re- 
trenched because  they  grew  tired  of 
losing  money.  Permission  to  own  just 
20%  to  30%  of  a  venture  sometime  in 
the  future,  as  provided  in  the  pact,  may 
not  be  enough  to  lure  them  back. 

But  excitement  is  building  in  some 
sectors.  U.  S.  banks, 
now  allowed  only  limit- 
ed operations,  are  bull- 
ish. Eventually  they  are 
to  get  the  same  rights 
as  domestic  institutions 
to  make  loans  and  offer 
financial  services.  "Long 
term,  we're  looking  at 
having  full,  unrestricted 
access  to  the  market," 
says  Citibank  country 
manager  Bradley  C. 
LaLonde. 

Companies  using  Viet- 
nam as  an  export  base  also  are  elated. 
Take  Nike  Inc.  Through  its  Taiwanese 
and  Korean  subcontractors,  Nike  is  the 
largest  foreign  employer  in  Vietnam, 
with  43,000  workers.  A  dozen  factories 
produce  $400  million  in  shoes  and  gar- 
ments yearly — 5%  of  Vietnam's  total  ex- 
ports— for  Europe  and  Asia.  Few  go  to 
the  U.S.  because  of  tariffs  averaging 
30%.  Now,  one  Nike  shoe  factory  in  the 
southern  district  of  Cu  Chi  plans  to 
boost  its  workforce  by  50%,  to  9,000. 
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By     shifting 
to    Vietnam, 
wages     are 
month,  Nike  hi 
lessen  its  relia: 
China  and  Ind 
"We're  a  winne 
initely,"    says 
Vietnam       m 
Chris  Helzer. 

Economic  pn 
are    behind    I 
haste  to  make 
The  Asia  cris 
caused      invesl 
from  companies 
cession-ridden 
Kong,  Singapo: 
South       Kore; 
plunge.     Foreil 
vestment    app 
fell  from  a  p 
$9.2  billion  in  1 
$4.1  billion  lastl 
Just  $1  billion 
pected  in  1999.  That,  in  turn,  hai 
mered   Vietnam's  economy,  wh: 
growing  at  only  half  its  pre-crisis 
age  of  9%. 

OPPORTUNITY.  The  U.  S.  trade  pa 
could  add  momentum  to  econo 
form.  In  the  early  1990s,  the  govei 
made  bold  promises  to  reduce  the 
sector  and  liberalize  the  financial  s; 
But  bureaucrats  stalled  ,  most  re: 
As  a  result,  only  one-third  of  Vie 
5,800  state  enterprises  are  profitable 
posing  the  companies  to  foreign  coi 
tion  could  force  them  to  modemizi 
Hanoi  also 
greater  U.  S. 
will  create  jobs, 
bor  Ministry  for 
that  by  next  year, 
lion  people — 20% 
workforce — could 
employed.  And  1 
lion  join  the  worl 
each  year.  "We  h 
find  a  way  to  e 
them,"  says  Ind 
Vice-Minister  N 
Xuan  Chuan.  "One 
U.  S.  market  is  op 
there  is  a  big  opportunity  for  us." 
For  many  battle-scarred  foreig 
this  latest  round  of  openness  in  Vie 
may  be  too  little,  too  late.  To  those 
panies,  Hanoi  offers  contrition.  Says 
of  the  vcci:  "It  would  be  easy  to 
the  Asia  crisis,  but  we  blame 
ourselves.  The  government  realizes 
fact."  Vietnam  is  looking  for  a  s( 
chance.  It  certainly  needs  it. 

By  Slieri  Prasso  in  Hanoi,  with 
Magnusson  in  Washington 
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COMMENTARY 


By  Mark  L.  Clifford 


DAEWOO'S  BOSS  IS  PLAYING  A  DANGEROUS  GAME 


For  months  now,  Kim  Woo  Choong 
has  been  fending  off  pressure  by 
creditors  and  the  government  to 
drastically  downsize  his  Daewoo 
Group  as  it  threatens  to  collapse  un- 
der some  $50  billion  in  debt.  The 
maverick  63-year-old  founder  of 
South  Korea's  second-largest  chaebol 
even  promised  to  relinquish  control 
and  sell  his  personal  assets.  But  as 
Korean  markets  wobble 
and  foreign  banks  grow 
edgier,  so  far  the  only 
ones  who  are  forfeiting 
anything  of  value  are 
taxpayers  and  Daewoo's 
lenders,  who  have  been 
forced  to  pump  in  billions 
in  fresh  credit. 

How  much  longer  can 
Kim  keep  up  his  high- 
wire  act?  Short  of  radical 
state  action,  such  as  na- 
tionalizing the  conglomer- 
ate, quite  a  while.  The 
truth  is,  Kim  is  holding 
immense — and  danger- 
ous— leverage.  He  knows 
well  that  a  Daewoo  col- 
lapse could  be  one  of  the 
biggest  and  messiest  cor- 
porate bankruptcies  ever. 
In  Korea,  it  could  be 
enough  to  derail  the 
fledgling  recovery,  reig- 
nite  the  financial  crisis, 
and  imperil  the  ruling 
party's  chances  in  upcom- 
ing parliamentary  elections.  Daewoo 
has  100,000  employees  in  Korea,  a 
massive  supplier  network,  and  credi- 
tors that  include  trust  companies  that 
hold  nearly  $18  billion  in  junk  bonds. 

The  impact  would  be  felt  globally 
as  well:  Daewoo  creditors  include 
some  140  banks  in  more  than  100 
countries.  In  short,  Kim  is  holding 
Korea  Inc.  and  its  financiers  hostage. 
Little  surprise,  then,  that  despite  re- 
peated campaigns  to  rein  in  the  big 
cfiaebol,  Seoul   I  »>sn't  want  to  do  any- 
thing precipitous    Meanwhile,  given 
Korea's  slow-mov     >  bankruptcy  pro- 
cedures, few  credit  rs  want  to  see 
their  claims  sorted  <  il  in  court. 

The  only  way  to  resolve  the  Dae- 
woo crisis  is  install  ne\    management 
that's  serious  about  profitability.  So 


long  as  Kim  is  entrusted  with  the  ur- 
gent task  of  restructuring  Daewoo,  lit- 
tle will  be  achieved.  For  when  it 
comes  to  using  leverage  and  public  re- 
lations gimmicks  to  avoid  real  reform, 
Kim  is  an  old  pro. 

For  decades,  Daewoo  has  been 
known  for  exorbitant  borrowing,  over- 
expansion,  and  cash  flow  problems. 
Koreans  have  long  joked  that  Daewoo 
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POLISHING  UP 

Kim  is  a  past  master 


is  like  a  bicycle  rider:  If 

it  doesn't  keep  peddling 

fast,  it  will  fall  over. 

During  a  financial  crunch  at  Using  pilblic- 

in  the  mid-1980s,  Kim      reiati0ns  gimmicks  to 

vowed  to  donate  all  his  .  ,        ,      „ 

wealth  to  a  charity  and     avoid  real  reform 

step  down  when  Daewoo 
stabilized.  Then,  too,  he  declared  he 
would  cut  the  group's  far-flung  hold- 
ings to  a  few  core  businesses. 

He  made  similar  pledges  in  1989, 
when  Daewoo's  shipbuilding  unit,  the 
world's  second  largest,  ran  aground.  A 
government  bailout  saved  Daewoo. 
Kim  stayed  in  charge,  only  to  embark 
on  yet  another  borrowing  binge.  Auto 
factories  in  Uzbekistan,  India,  and 
Poland  were  part  of  a  mad  dash  to 
become  one  of  the  world's  largest  auto 


makers,  despite  Daewoo's  reputatio 
for  poor  quality.  Even  when  Korea' 
financial  system  melted  down  in  1 
Kim  kept  expanding. 

Daewoo's  strategy  during  its  mo; 
recent  crisis  is  right  out  of  the  old 
playbook.  In  April,  Kim  said  he  woi 
revamp  the  group  by  selling  a  ship- 
yard, hotels,  electronics,  and  other 
businesses.  Except  for  an  agreeme: 
to  sell  a  Seoul  hotel 
has  happened  so  far.  Oi 
reason  is  Kim's  asking 
price  for  assets.  Invesl 
ment  bankers  say  he 
wants  $4  billion  for  the 
shipyard,  even  though 
more  modern  one  owm 
by  failed  Halla  Group 
can't  find  buyers  at  $1 
billion. 

In  late  July,  Daewoo 
disclosed  it  could  not 
meet  its  debt  payments 
Local  creditors  had  no 
choice  but  to  roll  over 
loans  and  hand  over 
more  money.  On  Aug.  i 
Kim  unveiled  'yet  anoth 
restructuring  plan.  Typ 
cally  vague,  it  was 
promptly  rejected  by 
banks.  Daewoo  is  now 
talking  to  foreign  banks 
one-on-one.  Says  a  Wes 
ern  banker  in  Seoul: 
"We're  worried  that 
they're  cutting  deals" 
with  individual  banks. 
Remarkably,  Kim  is  stl 
driving  the  talks  on  his 
own  terms. 

There's  no  denying 
that  Kim  and  his  un- 
remitting drive  have 
done  amazing  things. 
Most  Koreans  want  to  believe  that 
this  time,  he  will  fix  Daewoo  for  goo 
But  he  hasn't  been  able  to  grapple  fi 
decades  with  changes  in  the  global 
economy  that  have  made  his  borrow 
and-build  mentality  obsolete.  He's  ur 
likely  to  do  so  now.  It's  time  to  brea 
up  Daewoo  and  sell  its  pieces  to 


someone  who  can  run  them  profitabl 
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Consider  this  mistletoe     ■^m'    a  reminder  that  if  you 

don't  test  your  e-business  applications  soon  you  can 

kiss  your  holiday  revenues  goodbye. 

More  holiday  shoppers  than  ever  will  be  knocking  on  your  website  this  year. 
Make  sure  you  can  handle  it.  Test  now  with  Mercury  Interactive,  while  there's 
still  time.  Mercury  [nteractive's  application  testing  solutions  have  helped  the 
biggest  names  in  e-tail  do  l>i;i  business  on  the  Internet.  They  can  help  you  too. 


Vxe  you  read)  for  Christmas? 

Htm  Ul\    INTKBACT1VI 

www.testchristmas.com 
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What  Equity  Fund  managers  get  when  they  do  a  good  job  on  their  homework 
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These  are  our  Equity  Funds  that  have  earned  some  of  J*"jg^*  f 

high  overall  ratings.  For  details  call  your  Financ.al  Adv.sor  or  1-800  231  2808. 

www.vankampen.com 

Past  penance  does  no,  .ara.ee  future  ^sults.  $  £  ~ ^  ^SX  ST SSOKX^SG^  i 
when  redeemed,  may  be  worth  more  or  less  than  the.r  ongtnal  cost.  For  a     °sPec,u    c°n,a ^J^  the  prospectus  carefully  before  investing  or  sertd.ng  money, 
charges  and  expenses  ,0r  any  Van  Kampen  Fund,  contact  your  F,nanc  al  A  v,so  .  ™  P  J  4         faf  5.year 
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RMANY:  CAN  SCHRODER  DRAG  HIS  PARTY 
iWN  THE  ROAD  TO  REFORM? 

upper  house  of  parliament.  Moreover,  Lafontaine  could  stir  up 
trouble  on  Oct.  12,  when  he  publishes  memoirs  explaining  why 

he  resigned. 

So  far,  Schroder  has  played  his  hand  adroitly  in  pushing 
his  budget  plan,  which  is  the  boldest  set  of  cost-cutting 
measures  proposed  in  Germany  for  some  time.  To  build 
support  and  avoid  the  appearance  of  favoritism,  he  has 
asked  every  ministry  to  accept  a  7.4r/  cut,  even  in  such  ar- 
eas as  health  and  defense. 

COUNTERATTACK.  Schroder  is  gathering  a  hard 
core  of  followers.  He  is  placing  a  cadre  of 
youthful  SPD  members  in  influential  positions. 
Surprisingly,  Schroder  is  rallying  support  from 
his  coalition  partner,  the  Greens.  Once  a  ragged 
collection  of  special  interest  groups,  they  are 
proving  to  be  pragmatic  about  finances.  "We 
are  the  guards  to  protect  the  spending  cuts." 
says  Matthias  Beminger,  a  Green  member  of 
parliament  and  the  budget  committee. 

The  Chancellor's  supporters  are  also  launch- 
ing a  counterattack.  The  self-serving  Klimmt, 
they  explain,  faces  elections  on  Sept.  5  and 
just  wants  to  hold  on  to  ruinous  coal  subsi- 
dies for  Saarland.  "This  is  not  a  battle  over  the 
soul  of  the  party,"  scoffs  Peter  Struck,  head  of 
the  SPD  faction  in  the  Bundestag.  "We  still 
support  the  principle  of  social  justice,  but  that 
"  no  longer  means  just  giving  money  away." 
Rivals  can  still  derail  Schroder's  efforts.  The  budget  will 
probably  pass,  but  the  left  wing  will  try  mightily  to  water 
dowTi  the  cuts.  If  Schroder  cannot  carry  through  his  budget, 
the  momentum  for  reform  will  disappear  before  he  can 
move  on  to  his  plan  to  dramatically  cut  taxes  in  2001.  Even 
then,  it's  unclear  if  the  Chancellor  has  the  stomach  for  a  rad- 
ical remake  of  the  welfare  state.  But  he  seems  set  on  his  di- 
rection— to  the  elusive  center. 

By  Kara/  Lowry  Miller  in  Frankfurt 


man  Chancellor  Gerhard  Schroder,  like  most  of  his 
untrymen,  is  enjoying  his  summer  holiday.  But  for 
e  Socialist  leader's  enemies,  there  is  no  rest.  In  late 
aarland  Prime  Minister  Reinhard  Klimmt  published  a 
.ng  letter  in  Stern  magazine,  accusing  Schroder  of  be- 
{  tlu>  ideals  of  the  Social  Democratic  Party  (SPD). 
letter  was  a  call  to  amis  for  Schroder's  opponents,  who 
rmed  by  his  persistent  efforts  to  overhaul  the  welfare 
The  episode  also  is  a  signal  that  he  is  in  for  a  hot  au- 
us  he  tries  to  push  through  a  cost-cutting 

and  lead  his  divided  party  to  victory  in 
ticey  by-elections.  How  the  reform-mind- 
rtider  performs  in  the  next  few  months 
letermine  how  much  change  he  can  ac- 
pull  off.  "It's  a  straggle  for  the  future  of 
■tv,'  says  Stefanie  Wahl,  political  analyst 
le  Institute  for  Economic  &  Social  Re- 
in Bonn. 

as  been  a  year  of  bloodletting  for  the 
sllor.  He  started  his  term  in  a  constant 
le  with  his  radical  left  Finance  Minis- 
■kar  Lafontaine.  When  "Oskar  the  Red" 
.ly  resigned  in  April,  he  replaced  him 
dans  Eichel,  who  has  the  backbone  to 
or  spending  cuts.  He  also  replaced  his 
Persia!  chief  of  staff,  Bodo  Hombach, 
jchnocrat  Frank-Walter  Steinmeier.  And 
pushing  to  have  his  trusted  campaign  " 
er,  Franz  Muntefering,  join  the  top  echelon  of  the  spd 
party  congress-  in  December,  which  would  help  neu- 

party   manager  Ottmar  Schreiner,  a   Lafontaine 
tee. 

v,  Schroder's  centrist  policies  are  about  to  face  a  first 
test.  In  September,  he  must  rally  the  troops  to  pass  an 
ous  plan  to  slash  $16  billion  from  the  budget.  He  also 
ive  state  elections  from  Sept.  5  through  Oct.  10.  If  they 
ly,  the  party  will  lose  its  majority  in  the  Bundesrat,  the 


SCHRODER:  Budget  cuts 


iiLOBAL  WRAPUP 


SI  AS  NEW  PARTY 

iscow  Mayor  Yuri  Luzhkov  has 
td  an  alliance  with  Russia's  lead- 
egional  party,  forming  a  power- 
e  expected  to  sweep  December's 
amentary  elections.  The  new  par- 
died  Fatherland-All  Russia,  says 
presents  the  wide  "patriotic  cen- 
of  Russian  voters  fed  up  with 
[dent  Boris  Yeltsin's  eighl  year 
egime  and  with  no  desire  to  re- 
to  the  country's  communist  past. 
dtOV  has  asked  Russia's  must  pup- 
politician,  former  Prime  Minister 


Yevgeny  Primakov,  to  head  the  new 
party.  With  Primakov  on  board,  Fa- 
therland-All Russia  could  win  a  clear 
majority  in  parliament.  But  former 
spymaster  Primakov,  who  is  recuper- 
ating from  back  surgery,  has  stayed 
mum  so  far. 

PROGRESS  IN  INDONESIA 

►  Indonesian  President  B.J.  Habibie 

declared  the  results  of  the  June  7 
elections  valid  on  Aug.  3.  The  unex- 
pected move  defused  a  political  crisis 

caused  by  the  refusal  of  a  government 
election  commission  to  sign  off  on  the 


results.  Habibie's  ruling  Golkar  party 
had  won  only  22' t  of  the  vote,  while 
opposition  leader  Megawati  Sukarno- 
putri's Indonesian  Democratic  Party- 
Struggle  got  34%.  Habibie's  decision 
followed  a  show  of  support  for  Mega- 
wati by  the  armed  forces  commander- 
in-chief,  General  Wiranto.  The  way  is 
now  clear  for  the  People's  Consulta- 
tive Assembly,  winch  combines  In- 
donesia's parliament  and  electoral  col- 
lege, to  meet  in  October  to  elect  a 
new  President  and  Vice-President. 
Megawati  and  Wiranto  are  the  front- 
runners  for  those  posts. 
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At  this  very  moment,  in  organizations  all  over  the  world,  a  remarkable  thing  is  taking  plac 
People  are  turning  ideas  into  action. 

What  they've  discovered  is  J.D.  Edwards  enterprise  software.  Designed  for  everythin 
from  big  business  to  e-business,  its  the  only  solution  that  empowers  you  to  proceed  with  new 
ideas  and  painlessly  make  changes  <7//ev  implementation. 

Enabling  this  newfound  freedom  is  ActivEra™  a  suite  of  business  tools  and  technologies  th 
gives  you  the  control  and  flexibility  needed  to  face  the  inevitable  changes  to  your  growing  busine 

It's  a  new  era  that  says  you  can  take  any  idea,  and  run  with  it.  Just  imagine  what  you'll  be  a 
to  accomplish.  For  more  information,  call  (800)  727-5333  or  visit  us  at  wvvw.jdedwards.com. 
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Qj  How  many  Internet 
companies  does 
it  take  to  change 
a  light  Mb? 

A;  One.  The  rest 
only  promise  to 
cmngeit. 
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What  if  your  business  could  shop  direct  with  It's  all  made  possible  by  firstsource's  uni  m 

virtually  every  major  computer  and  business  product  EPIC  software.  It  lets  you  quickly  search,  view  ^ 

distributor  in  North  America?  compare   over   $4   billion   worth   of  name   bt  *; 
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already.  Instead  of  wasting  valuable  time,  small  and  items.  And  with  just  a  couple  of  time-saving  cl 

medium-sized  businesses  everywhere  are  choosing  your  products  are  delivered  straight  to  your  busi 

to    go    to    one    source,    firstsource.com,    to    get  the  very  next  day. 
everything  they  need.  From  computers  to  phones  to  So  it's  easy  to  understand  why,  every  day,  lB^ 

office  supplies.  and  more  companies  are  beginning  to  see  the  li 
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There's  no  better 
place  to  strut  your 
stuff  than  at  a 
trade  show.  But  to 
get  the  biggest 
bang  for  your  buck, 
you'll  have  to  do 
plenty  of  planning 
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The  dream  is  to  get  all  your  tech 
needs  with  one  phone  call.  How 
close  do  vendors  come? 
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and  Sell 
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engineers,  a  vet 
and  a  newbie  pitch 
goods,  schmooze 
the  prospects, 
and  pass  out 
freebies 


.36  Making  a  Bundle 

OneCore  provides  an  all-in-one 
online  service,  from  banking  to 
investing.  But  Merrill  Lynch  and  Net 
banks  are  sure  to  be  stiff  competition 
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vacation,  loans  for  minority  busi- 
ness, and  more 
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With  tabor  so  scarce,  some  owners 
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you  keep  growing  without  hiring? 
And  is  the  tide  about  to  turn? 
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Like  everything 
else,  grassroots 
lobbying  has 
gone  electronic— 
and  these  entre- 
preneurs make  a 
good  living  at  it 
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A  mission  statement  could  be  your 
most  critical  strategic  tool.  Get 
workers'  input,  give  it  teeth,  and 
then  follow  it  to  the  letter 
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freebies  look 
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The  Downtime 
Disease 


BRILLIANT.  HELPFUL.  AND  YET, 
incorrigible.  Computer  networks 
can  do  great  things,  but  they're 
still  prone  to  periods  of   I'm- 
gonna-smash-the-monitor 
downtime. 

If  you've  ever  had 
that  urge,  you're  not 
alone.  New  research 
from     International 
Data  Corp.  shows  small 
companies     grappling 
with  an  array  of  com- 
puter-system snafus  (chart). 

That  should  be  a  warning  to  small  com 


REGARDLESS  OF  PREVENTIVE  PLANS,  SYSTEM  FAILURES. 


COMPANIES  WITHOUT  ANY 
DOWNTIME-PROTECTION  PLANS 

COMPANIES  WITH  PUNS, 
BEFORE  INSTALLATION 
COMPANIES  AFTER 
PLANS  INSTALLED 


.ARE  HARD  TO  PREDICT... 

PERCENTAGE  OF  DOWNTIME 
ATTRIBUTABLE  TO: 

MISCONFIGURATION  NETWORK 

\  /  FAILURE 

8%     ,4.x, 

APPLICATION  SERVER 

FAILURE  FAILURE 


AVS.  MINUTES 
LOST  PER  MONTH 


...AND  HURT  BUSINESS 

PERCENTAGE  OF  DOWNTIME 
THAT  CAUSES: 

LOST  , LITTLE  OR 

BUSINESS\  NO  EFFECT 


13% 


BUSINESS 

TO  HALT 

38% 


3% 


LOWER 

PRODUCTIVITY 

46% 


DATA:  INTERNATIONAL  DATA  COMPANIES,  AMONG  COMPANIES  WITH  1-99  EMPLOYEES 
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panies  hoping  to  computerize  additional  aspects  of  their  operations. 
As  tdc's  Carey  Azzara  points  out,  the  best  systems  are  built  from  the 
bottom  up  and  take  future  expansion  into  account.  Unfortunately, 
the  piecemeal  systems  often  built  at  small  companies  'were  never 
designed  well  in  the  first  place,"  he  says,  and  are  prone  to  hiccups. 
Some  companies  are  finding  relief  with  pricey  "systems  man- 
agement" tools  that  create  redundant — and  presumably  fail-safe — 
network  circuit-breakers.  But  even  those  companies  are  hit  by  at 
least  two  hours  of  downtime  each  week.  So  monitor  rage  is  likely 
to  be  around  for  a  while. 


SO  THEY  SAY 

"This  is  a  bunch  of 

grizzled  veterans  with  hoof 

marks  on  their  backs. . ." 


—BARRY  L.  STAR,  41,  comparing  his  Net 
startup,  OneCore  financial  Network,  to  those 
founded  by  twentysometoings  (page  F.36). 


15.3% 

Percentage  of  small 

businesses  that  say  a  75( 

hike  in  the  minimum 

wage  will  cause  layoffs. 

ONE  IOTA 


I  PffSll  '^  WON'T  MAKE  your  lawyer  obsolete,  but  the  new  La- 
bor Dep!  f:Laws  Web  site  (www.dol.gov/elaws)  provides 
easy-to-uiTderstand  background  information  and  elec- 
tronic che*.  (lists  on  16  employment-law  subjects,  from 
paternity  leave  to  asbestos  removal.  An  interactive  tool  also  helps  you 
select  the  retirement  plan  best  geared  to  your  company  size  and  em- 
ployees' wishes. 
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What  Minorities  Need  No 

Giving  minority  entrepreneurs  dial  I 
cial  chance — a  loan — has  been 
tral  theme  of  banker  Emma  C. 
pell's  career.  She  founded  United 
Philadelphia  in  1992  with  $6 
raised  $500  at  a  time  from  blai 
idents.  Some  excerpts  from  fro: 
Web  site: 

Q:  What  are  the  chief  ol 
cles  confronting  black  ei 
preneurs  seeking  financi 
The  biggest  is  a  mindsel 
people  have  against  African  Americans  havirJ 
ability  to  be  entrepreneurs. 
Q:  Are  black  entrepreneurs  tapping  intd 
same  rich  technology  opportunities  that  w 
entrepreneurs  have? 

[Not]  as  much  as  they  should.  There  is  a  \j 
lot  of  money  available  for  technology  busine  fl 
Usually,  African  Americans  are  the  last  one,, 
get  the  opportunity  to  be  exposed  to  these  i 
of  businesses.  If  they  are,  they  are  expose*  ai 
such  a  low  level,  they  very  seldom  get  to 
point  where  they  are  in  management. 
Q:  Any  words  of  advice  to  entrepreneurs? 
A:  So  often,  minorities  have  such  difficultie 
ting  jobs.  But  if  we  had  more  minority  en 
neurs,  then  they  would  create  more  jobs  in 
own  community. 
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What  Good  Is  A  Business  Card  If  It 
Can't  Perform  On  The  Road? 


ej  morning,  foe  and  [oey  wake  up  to  Bomeone  elsea  oigntmare.  Clogged  sinks. 
"  pipes.  Leaky  radiators.  So,  fckey  carry  bne  Visa'  Business  card.  It's  accepted  at  over 
Dion  places  worldwide,  millions  more  than  American  Express.  Which  means 
an  always  pick  up  a  leu  nunc  dhow  joints  on  tneir  way  to  Skreveport  or  gral 
er  monkey  wrenck  down  in  Rayville.  And  Visa  comes  in  just  as  hands  al  over 
)00  ATMs  woi  ld«  ide.  to  see  wkal  the  Visa  Business  card  can  ^  for  your  business, 
800  VIS  \   i 1 1  ext.  9  I  or  vinl  our  Small  Business  rite  al  www.visa.com  smaHku/ 


Visa  Business  Card 


05/94  12/99 

JOSfPH  POTIiR 
MIIANC!  PlUMBlNO 


It's  Everywhere  You  Want  To  Be. 
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The  Little  Economic  Engine  that  Isn't? 

DAVID  HIRSCHBERG  scoffs  at  the  oft-repeated  notion  that  small  business  "is  the  en- 
gine of  the  American  economy."  For  his  forthcoming  Job -Generation  Controversy:  The  Eco- 
nomic Myth  of  Small  Business  (M.E.  Sharpe,  $48.95),  the  retired  Small  Business  Ad- 
ministration economist  reanalyzed  data  on  job  growth.  His  findings:  The  sba  has  been 
misleading  the  public  and  lawmakers  with  bad  statistics.  In  particular,  its  methodology 
liberally  credits  small  businesses  with  creating  new  jobs,  but  fails  to  count  the  ones 
they  lose.  The  economic-engine  theory  "has  become  a  mantra  for  the  small-business 

lobby,  and  it's  phony,"  says 
Hirschberg.  For  the  first  time,  the 
sba  will  include  data  based  on 
Hirschberg 's  methods  in  its  annu- 
al report.  But  it  still  prefers  its  own 
data,  which  credit  small  compa- 
nies with  77%  of  new  jobs  from 
1990  through  1995,  compared 
with  57%  by  Hirschberg's  stan- 
dards. "In  either  case,  the  smallest 
firms  are  creating  more  of  the 
jobs,"  says  an  sba  spokeswoman. 


HIRSCHBERG:  When  it  comes  to  employment,  small 
business  giveth  and  small  business  taketh  away 


Caller  ID,  Deluxe 

IT'S  THE  ULTIMATE  in  tracing  calls.  New  services 
from  U  S  West  and  Cincinnati  Bell  track  incom- 
ing phone  traffic  and  yield  remarkable  detail: 
the  number  of  calls  each  hour,  Zip  Codes  of 
origin,  and  how  many  callers  get  busy  signals. 
These  services  then  plot  the  data  on  maps  and  ta- 
bles delivered  by  disk  or  the  Web.  The  payoff: 
Businesses  can  determine  die  effectiveness  of  lo- 
cal ads  and  identify  peak  calling  periods  when 
staffing  needs  are  highest.  Costs  run  from  $350 
to  $3,000  annually,  depending  on  volume.  Con- 
tact U  S  West  Call  Reports  (800  603-6000)  or 
Cincinnati  Bell's  Call  Analysis  (513  566-5050). 

TH«    Edit    Mode     imug«    nitgr    Stlect    window    Htlp 
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DIAL  TONES:  U  S  Wests  hour  by-hour  call  log 


Tan  and  Toil 

LOOKS  LIKE  some  business 
owners  will  need  a  vacation 
from  their  vacation.  While  71% 
of  276  business  owners  polled 
by  American  Express  Co.  plan 
to  take  a  summer  break,  only 
28%  said  they'll  be  able  to  shut 
out  work  completely.  Of  those 
who  can't  let  go,  38%  said 
they'll  keep  in  touch  via  cell 
phone  (up  from  21%  last  year], 
and  an  additional  13%  will 
schlep  pagers  or  laptops  along 
with  their  sunscreen.  Too  bad 
entrepreneurs  don't  have  a 
sleep  mode  setting  themselves. 
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News  and  advice  from 
small-business  Web  si| 

Peace  of  Mind — Cheai 

It's  a  chilling  scenario:  So 
breaks  into  your  computer 
jacks  a  confidential  E-mail 
sage.  It  used  to  be  that  onl| 
government  had  the  tools  to 
computer  hackers,  but  now  a 
of  low-cost,   high-powere 
cryption    software    has    hi 
market.  For  under  $100,  yo 
buy  software  (such  as  Syma 
Your  Eyes  Only  or  Network  A: 
ates'  PGP  Personal  Privacy) 
encrypts  designated  files  on 
hard  drive  or  all  outgoing  E- 
Many  programs  work  seam 
with  existing  computer  applica 
You'll  hardly  know  they're  sc 
bling  information,  but  snoops 

Digging  for  Data 

How  does  your  company's  [l 
margin  or  head  count  stac 
against  those  of  its  peers?  Se 

resources  may  show  you.  Of 
cial  interest:  the  700-page  F,> 
cial  Studies  of  the  Smalt  Bust 
(www.frafssb.com,  $$7),  which 
centrates  on  companies  with 
talization  of  less  than  $1   m 
and  annual  revenues  of  up  tc 
million.  Robert  Morris  Assoc 
publishes  an  Annual  Statem  *» 
Study  charting  spending  patt ;: 
and  annual  revenue  in  500  in 
tries  (www.rmahq.com,  $129). 

Caught  in  the  Middle 

Not  a  fresh  startup  or  an  e«| 
lished  business— but  in  betwi  ma 
You  may  be  stuck  when  tryir 
find  a  loan,  says  a  governr 
analysis  of  1998  loan  data. 

The  evidence:  The  numbe 
bank  loans  under  $100,000 
creased  nearly  20%  year-on-)' 
while  the  tally  of  loans  betv  irriont^ 
$100,000  and  $1  million  grew 
than  2%.  Meanwhile,  total  di 
volume  of  loans  under  $1  mi 
grew  only  6.3%,  compared  wi 
13%  increase  for  loans  gre 
than  $1  million. 
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For  the  full  stories,  elk 
Online  Extras  at 
frontier,  businessweek 
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It's  not  just  about  small  business 


communication 
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;  national  Speak 
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I  all  these 

I  vices: 


[ance,  toll  free, 
,  calling  cards 


tional  voice 
l)ta  services 


0  {Link  Sprint 
yf  net  Access 
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monthly 
discounts! 
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Build  your  business 
communications  plan 
your  way! 

Today's  small  business  owner  needs  a  variety  of 
communications  options  to  stay  on  top  of  business. 
That's  why  Michelle  Lemmons,  President  of  International 
Speakers  Bureau,  chose  Sprint  Business  Flex. 

It  allows  her  to  customize  a  communications  plan 
her  way,  with  services  including  international  long 
distance  to  reach  beyond  borders. .  .toll-free  service  to 
invite  customer  calls... Internet  access  to  open  new 
doors. ..paging  for  instant  access.  If  her  needs  ever 
change,  Michelle  can  add  other  Sprint  services 
without  changing  her  plan.  With  Sprint  Business  Flex, 
you  don't  have  to  be  locked  in. 

Why  not  let  Sprint  help  your  business,  too.  You  can  get 
low  flat  rates  and  a  volume  discount  every  month  — 
to  help  you  stay  on  top  of  the  competition  and  your 
customers'  needs.  Isn't  that  the  point  of  contact? 


with  Sprint  BusinessFlex." 
"s  about  staying 


.  top  of  it  all. 


# 

Sign  up  for  Sprint  BusinessFlex  now 
and  get  three  special  offers: 

lijSil   UP  to  $600  of  Toll-free  service  to  give 
^jii^lj     customers  convenient  access 


Up  to  six  months  of  FREE  EarthLink  Sprint 
Internet  Access  to  open  new  doors 


Up  to  S100  off  every  Sprint  PCS  Phone11 
when  you  choose  a  wireless  term 
agreement 


Offer  expires  September  30,1999 — call  today! 

1-888-SPRINT-BIZ 


www.sprmt.com/bizflex 


Ext.  12 


Sprint 


The  point  of  contact 


Mi-Free  otter  capped  at  $50  pet  month  up  to  three  months  tor  Spruit  Business  Flex  50  Capped  at  COO 
lliptothn  pad  at  $29.85  par  month  For  Sprint  Business  Flex  50  paid  out  in  months  3. 6  and  9  For  Sprint  Business  Flex  500  paid  out 

' i  PCS  Consumer  Plans  Shared  Minutes  option  and  certain  other  promotional  otters  Otter 
nination  lees  apply  Service  Plans  are  sub|ect  to  business  oedrt  approval 

ile  tor  Business  Sprint  Spectrum  I  P  Sprint,  the  Sprint  logo  JixJ  the  Spruit  PCS 
"k  Inc  Copyright©  1999  -ived 
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There  Is  No  One  to  Hire 


CURRENTS 


Employers  have  scraped  the  barrel's  bottom.  Now  what? 


NO  ONE  TALKS  about  the  discouraged 
worker  anymore,  those  job  hunters  who 
simply  gave  up  in  past  recessions  because 
there  was  no  work  to  be  found.  Now, 
it's  the  discouraged  employer.  Small  busi- 
nesses are  giving  up  trying  to  find  quali- 
fied workers  and  scaling  back  on  hiring 
plans.  "Anyone  who  is  any  good  is  al- 
ready working,  and  I  am  convinced  we 
would  be  getting  the  dregs,"  says  Charles 


Lower  H^ucompan.^ 

<i°°A^°tqappeMPL  : 
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E.  Mott,  president  of  Innovative  Vacuum 
Services  Inc.,  a  company  in  Edmonds, 
Wash.,  that  has  decided  to  grow  with- 
out increasing  its  staff  of  32. 

Attitudes  like  that  are  probably  skewing 
surveys  that  show  small-business  hiring 
plans  have  declined,  even  as  the  nation's 
runaway  economic  boom  is  growing 
stronger.  A  Dun  &  Bradstreet  Corp.  survey 
conducted  in  February,  for  instance,  found 
29%  anticipate  adding  employees  this 
year,  down  from  35%  in  1998.  More  re- 
cently, the  June  survey  for  the  National 
Federation  of  Independent  Business  shows 
a  net   16%  of  small  companies  plan  to 


Its  Payback  Time 


add  staff  in  the  next  quarter,  down  four 
points  from  November's  all-time  high. 
And  yet,  a  record  30%  reported  unfilled 
openings  this  year. 

What's  behind  this  dichotomy?  Per- 
haps entrepreneurs  like  Mott  are  simply 
giving  up  on  finding  new  staff.  "It's  not 
weak  demand,"  explains  William  C.  Dun- 
kleberg,  the  nifb's  chief  economist.  "There 
is  no  one  to  hire."  To  be  sure,  some  en- 
trepreneurs are  holding  off  on  hiring  in 
anticipation  of  a  slowdown.  But  there's 
another,  more  subde  trend:  Many  com- 
panies have  revamped  or  automated  to 
boost  productivity  and  thus  avoid  the 
problem  of  finding  qualified  workers. 

"It's  a  nightmare,"  says  David  L.  Birch, 
president  of  Cognetics  Inc.,  a  Cambridge 
(Mass.)  database  company.  "We  have 
changed  our  whole  company  to  deal  with 
the  labor  problems."  Unable  to  expand 
the  10 -person  staff,  he  has  eliminated 
smaller  accounts  and  automated  more  of- 
fice functions.  Still,  he  plans  to  snap  up  a 
few  employees  when  the  labor  market 
inevitably  loosens.  "I  can't  wait,"  he  says. 

He  may  not  have  to  wait  long.  Small 
businesses  might  find  a  slighdy  looser  la- 
bor market  in  the  coming  months  if  the 
Fed  succeeds  in  slowing  the  economy. 
Indeed,  nationwide  job  creation  has  fallen 
from  a  monthly  average  of  240,000  in 
1998,  to  200,000  for  the  first  six  months 
of  1999,  says  Mark  M.  Zandi,  chief  econ- 
omist for  rfa,  a  consulting  firm  in  West 
Chester,  Pa.  Sounds  encouraging — so  long 
as  the  trend  doesn't  reverse  entirely. 

-JANIN   FRIEND 

Learn  more  about  dealing  with  labor 
shortages.  Click  Online  Extras  at 
frontier.businessweek.com 


How  confident  are  banks  feeling  about  their  small- 
business  borrowers?  One  measure  is  the  "weighted 
average  maturity"  of  business  loans,  which  charts  how 
long  it  takes  before  a  loan  comes  due  or  the  rate  is  re- 
set. A  longer  period  reflects  greater  confidence  in  eco- 
nomic stability— and  gives  a  business  more  of  a 
breather  between  potential  rate  hikes.  The  second- 
quarter  drop  in  duration  suggests  lenders  are  uneasy 
about  how  long  the  economy  can  continue  its  infla- 
tion-free growth. 


INDUSTRIAL  LOANS 
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WellpDuh 

Think  all  your  entrepreneu 
skills  and  hard-won  wis 
can  be  packaged  and  sold  < 
bunch  of  dimwits?  That's 
master    plan    of    IDG    Boc 
which    has   now   shipped 
200,000    Small    Business 
Dummies  paperbacks  aimec 
would-be  upstarts. 

Actually,  it  takes  nine  \ 
umes  to  hold  it  all,  at  $U.9< 
$24.99  a  copy.  But  how  do 
explain  simply  the  minutiae 
say,  C  corporations,  to  the  un 
tiated?  The  Smatl  Business 
For  Dummies  offers  a  series 
checklists.  Or  the  sticky  and 
ten  subtle  question  of  keep 
key  employees?  The  flags 
volume  does  it  in  25  bull 
pointed  pages.  When  it  con 
to  still  more  complex  matter 
taxes,  accounting,  and  contra 
—the  volumes  mark  chunks 
text  with  a  "Technical  Sti 
icon.  "Feel  free  to  skip  the 
discussions— no  one's  going 
get  mad,"  it  chirps.  If  only 
real  world  were  so  forgiving. 

City  Capital 

Inner-city  businesses  have  I 
ideas  and  the  gumption, 
many  still  lack  a  crucial  coi 
ponent:  capital.  The  Small  Bu 
ness  Administration  hopes 
open  the  spigots  with  its  N 
Markets   Initiative,   announc 
last  month  by  President  Clint 
which  will  extend  special  ter 
to  both  lenders  and  borrow 
in  low-  and  moderate-inco 
areas  nationwide. 

The  first  such  outfit,  Phoen 
based  Magnet  Capital,  has 
ready  amassed  a  $5  million  ki 
from  seven  banks,  with  the  S 
kicking  in  another  $15  milli 
Magnet  will  defer  interest  p 
ments  for  up  to  five  years,  a 
will  take  an  expanded  role  he 
ing  inexperienced  entreprene 
run  their  businesses.  The  p 
gram  sets  cut  to  create  10  to 
companies  in  other  regions  t 
would    take    debt    and    equ 
stakes  in  inner-city  startups. 
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FREE  EQUIPMENT 

FREE  INSTALLATION 

FREE  FIRST  MONTH 

SERVICE 

lLLY,  internet  access  that 

MOVES  AT  THE  SPEED  IT  SHOULD, 

oducing  internet  access  that  is  up  to  100  times  faster. 

>rience  the  fastest  internet  yet.  With  DSL  from  Flashcom,  once  you're  setup  you're 


ks  on  the  same  line  as  your  phone  so  you  don't  have  to  pay  for  a  dedicated  line 

and  you  can  talk  while  you  surf. 

ALL  NOW  1.877.FLASHCOM  (352.7426)  www  flashcom  com 

>»  speeds  depend  upon  regional  network  equipment  installed  in  you.  FiftShtZOMtt 
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WHO'S  HOT 


Step  Into  Our  Lobby 


Like  everything  else,  political  outreach  has  gone 
electronic.  These  two  have  made  a  business  of  it 


IN  THE  SUMMER  of  1991,  when  he 
was  20,  Jonah  D.  Seiger  knocked  on 
doors  all  over  Ann  Arbor,  Mich.,  pitch- 
ing auto  insurance  reform  on  behalf  of 
the  Michigan  Citizens  Lobby.  He  took 
the  job,  he  recalls,  mainly  because  "it 
sure  beat  working  at  McDonald's."  To 
his  surprise,  he  found  political  advo- 
cacy exciting.  Now  28,  Seiger  is  still  at 
it.  But  instead  of  going  door  to  door, 
he  helps  interest  groups  do  their  grass- 
roots lobbying  screen  to  screen.  Mind- 


share  Internet  Campaigns,  the  Wash- 
ington (D.  C.)  company  he  co-founded 
in  December,  1997,  develops  Internet- 
based  political  outreach  strategies  for 
companies,  trade  groups,  and  non- 
profit organizations. 

Seiger  and  co-founder  Shabbir  J.  Saf- 
dar,  31,  are  in  the  vanguard  of  the  on- 
line activism  used  by  candidates  and 
causes  to  gel  out  the  message  and  mo- 
bilize supporters.  "As  the  Net  becomes 
more  mainstream,"  says  Seiger,  Inter- 
net-oriented campaigns  "will  become 
as  essential  as  TV,  print,  or  radio." 

Mindshare  designs  Web  sites  and 
uses  customized  online  techniques  on 
behalf  of  a  growing  roster  of  clients, 
now  19-strong,  which  i.mge  from  the 


Business  Software  Alliance  to  Amnesty 
International  usa.  One  of  their  hottest 
clients  is  the  openNET  Coalition,  a 
group  of  200-plus  Internet  service 
providers  (isps)  that  are  battling  cable 
operators  and  at&t  for  the  right  to  of- 
fer their  services  over  cable's  super- 
fast  pipelines.  Mindshare  designed  a 
Web  site  for  the  coalition  and  gener- 
ated "join  the  fight"  E-mail  letters  to 
isp  customers.  More  than  3  5,000 
signed  up.  Mindshare  then  mobilizes 
these  cyber-supporters  when  key  deci- 
sions are  pending. 

Safdar  and  Seiger  have  solid  cyber- 
space credentials  and  a  knack  for  eye- 
catching activism.  Seiger  co-founded 
the  nonprofit  Center  for  Democracy  & 
Technology.  Safdar  headed  a  grassroots 
Net  advocacy  group  while  he  was  a 
vice-president  for  information  security 
at  Goldman,  Sachs  &  Co.  in  New  York. 
Since  1994,  the  pair  have  collaborated 
on  digital  lobbying  campaigns  in  de- 
fense of  Internet  freedom.  In  1996, 
they  led  the  Black  Thursday  protest 
against  the  Communications  Decency 
Act's  curbs  on  Net  speech,  in  which 
thousands  of  Web  sites,  including  Ya- 
hoo! Inc.  and  Netscape  Communica- 
tions Corp..  went  black  for  48  hours. 
Their  reputation  for  politically  savvy 
cyber  rabble-rousing  made  it  relatively 
easy  for  Seiger  and  Safdar  to  attract 
clients  when  they  launched  Mindshare 
with  $50,000  in  savings.  They  took 
in  $500,000  in  revenue  their  first  year 
and  turned  a  profit,  and  expect  rev- 
enues of  at  least  $1.5  million  this  year 
using  a  staff  of  seven,  plus  a  stable  of 
freelance  designers.  Campaigns  cost 
anywhere  from  $20,000  to  $500,000. 

Finding  people  with  the  right  skills 
in  a  growing  but  still  specialized  field 
remains  the  most  daunting  challenge. 
And  the  political  Establishment  is 
catching  on  to  the  Internet's  lobbying 
potential.  For  now,  though,  Seiger  and 
Safdar  are  still  several  mouse-clicks 
ahead  of  the  pack.        -AMY  BORRUS 


Conflict  Resolution 

Dissension  is  a  fact  of  business 

disagreements    between    co-worM 
clashes  with  clients,  misunderstand 
with  suppliers.  Conflict  resolution 
-for  a  middle  ground,  where  all  pa| 
feel  they  have  come  out  ahead. 

Case  In  Point  Jorian  Clarke,  presil 
of  SpectraCom  Inc.,  a  Milwaukee-b| 
Internet  marketing  and  research 
gave  employees  training  in  conflict  | 
olution.  They  used  the  technique 
calmly  show  a  client  how  her  inc 
sion  was  hurting  their  ability  to 
plete  a  project.  They  also  learnel 
prevent  cultural  tensions  with  inte| 
tional  clients.  For  example,  by  hone 
Germans'  need  for  small  talk 
getting  down  to  work,  her  team  setj 
stage  for  a  smooth  project  relations 

Resources    BOOK:    Getting   to    Y\ 
Negotiating  Agreement  Without  G/| 
In,  Second  Edition  (Penguin,  1991) 
Robert  Fisher,  William  Ury,  and  Br] 
Patton.  An  oldie  but  goodie.  Clear 
complete  blueprint  for  principled  ne 
tiations  that  stresses  objectivity  in 
dling  conflict  and  encourages  innd 
tion  and  imagination  in  problem  solv 
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Read  about  other  breakthrough  com- 
panies. Click  Entrepreneur  Profiles  at 
frontier.businessweek.com 


FREE  COUNSELING:  The  Center 
Negotiation  and  Conflict  Resolutior 
Rutgers  University  (732  932-2487] 
fers  brief  phone  consultations  for  frJ 
WEB  SITES:  American  Arbitration  As| 
www.adr.org.  Check  out  their  Guide 
Mediation  and  Arbitration  for  Businl 
People.  Unlike  other  highly  theoreti| 
sites,  this  one  is  full  of  hands-on 
formation  and  pragmatic  advice, 
print  copies,  call  1-800-778-7879. 

-ALISON  STEIN  WELLNl 
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When  walking  down  the  street 

TALKING  TO  YOURSELF,  THERE'S  A  FINE  LINE 
BETWEEN  BEING  IMPORTANT  AND  BEING  CRAZY 
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Digital.  Portable.  PC  Compatible. 

The  Sony  ICD-R100PC  Voice  F,.e    digital  recorder,  the  pocke.-s,zed  personal  assistant.  With  PC  link  you  can  transfer  your  recordings 

«o  your  computer,   send  audible  e-ma,,.  or  send  out  your  record,ngs  to  be  transcribed.  Its  d,g,«al.  ifs  tapeless.  and  smaller  than  you  think  -  lakes  su 

your  important  ideas  get  organized  and  helps  you  maintain  your  sanity.  For  a  dealer  near  you,  call  1-888-987-7669  or  visit  www.sony.conv,crecorder. 

The  Sony  Vo.ce  File'"  Digital  Recorder.  It's  all  you  need  to  remember.™ 
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Mission  Possible 
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Can  mission  statements  keep  a  company  on  track? 
Absolutely-but  staff  input  is  critical 


thor  of  Built  to  Last:  Suc- 
cessful Habits  of  Visionary 
Companies,  says  the  words 
matter  far  less  than  how 
they  are  brought  to  life. 
The  mistake  most  com- 
panies make,  says 
Collins,  is  not  setting  up 
procedures  to  make  sure 
the  mission  is  carried 
out.  What's  needed  are 
teeth  so  sharp  that  even 
"if  you  wanted  to  ignore 
what's  on  the  mission 
statement,  you  couldn't." 
Consider  Trinity  Com- 
munications Inc.,  a  six- 
year-old  public-relations 
company  in  Boston  with 
57  employees.  Bonuses 
are  based  in  part  on  how 
well  workers  adhere  to 
the  firm's  statement  of 
values  of  diversity,  qual- 
ity, social  responsibility,  and  honesty. 
Three  years  ago,  after  employees  com- 
plained that  co-founder  Dan  Logan 
wasn't  communicating  enough — a  key 
tenet  of  honesty — they  docked  his 
bonus.  "I  got  better  after  that,"  he 
confesses. 

Getting  employees  to  help  draft  and 
implement  the  mission  statement  is 
critical.  At  Tec  Laboratories,  self- 
managed  work  teams  have  de- 
veloped mechanisms  that  include 
a  "What  Bugs  You"  list,  where 
they  can  record  any  inconven- 
ience that  is  hampering  inno- 
vation. They  also  are  privy  to 
the  company's  financials  and  are 
expected  to  use  their  judgment 
on  spending  decisions. 

Smith  thinks  the  ultimate  authority 
at  Tec  emanates  from  the  company's 
mission  itself,  not  the  ceo,  "because 
values  last  so  much  longer  than  just 
me."  The  pen,  in  this  case,  may  just  be 
mightier  than  the  boss. 

-SHIRLEEN   HOLT 
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TEC  LABORATORIES,  an  Albany  (Ore.) 
maker  of  poison  oak  and  ivy  reme- 
dies, tripled  its  sales  in  seven  years 
while  adding  scarcely  an  employee. 
The  secret?  President  Steve  Smith  says 
his  20  staffers  take  to  heart  a  mission 
statement  that  calls  for  "innovation, 
trust,  esprit  de  corps,  and  joie  de  vivre." 

As  many  as  nine  out  of  ten  compa- 
nies have  a  mission  statement,  but 
they're  often  a  topic  of  derision.  Dil- 
bert's  tongue-in-cheek  Web  site  even 
offers  a  computerized  "mission  state- 
ment generator,"  where  you  can  plug 
in  the  overblown  adjectives  of  your 
choice.  But  not  everyone  is  laughing. 
Christopher  K.  Bart,  a  professor  of 
business  strategy  at  McMaster  Univer- 
sity in  Ontario,  concluded  that  mis- 
sion-driven companies  outperformed 
their  rivals  by  an  average  of  30%  in 
key  financial  measures.  While  most  ac- 
ademic research  focuses  on  large  com- 
panies, the  statements  are  perhaps  even 
more  critical  for  small  ones.  "The 
essence  of  great  strategy  is  focus,"  says 
Bart.  "The  starting  point  of  all  strategic 
planning  is  the  mission  statement." 

The  real  test  comes  after  you  write 
the  statement.  James  C.  Collins,  co-au- 


Q:  I'm  starting  an  exporting  firm 
i  bring  the  business  knowledge 
contacts  to  the  table  and  my  par 
brings  the  finances  and  flagship  p 
uct.  I  plan  to  run  the  company,  ar 
will  share  in  the  profits.  How  d 
value  our  contributions  when  we 
up  ownership  in  the  company? 

— S.C.,  Hoboken, 
A:  First  rule  of  thumb  on  structu 
partnerships:  There  are  no  hard- 
fast  rules.  Some  partners  split  ev 
thing  50-50  to  start  on  an  equal  foo    1  ulC  IT 
Others  buy  into  capitalism's  mant 
"the  one  with  the  money  rules"—' 
throw  10%  to  20%  to  the  service  par, 
for  sweat  equity.  Under  this  seen;! 
majority  interest  is  determined  str 
by  the  financial  contributions  of 
money  partners. 

Neither  approach  is  ideal,  exp 
say.  "Even  if  they  have  the  best  in 
tions,  partners  can  either  be  overly  s 
ish  or  not  selfish  enough,"  says  Will 
V.  May,  president  of  Seattle's  Stonenr 
Investment  Bankers. 

Better  to  sit  down  with  your  lav 
and  cpa  and  draw  up  a  list  of  as; 
each  partner  brings  to  the  table, 
eluding  contributions  such  as  pate 
customer  lists,  and  entrepreneurial 
perience.  Do  you  have  priceless  ven 
contacts?  Can  you  secure  a  fanta 
lease  on  the  perfect  location? 

Put  some  nt 
bers  behind  y 
knowhow, 
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Tom  Cain  of  Wi- 
Fi  rst  Unioi 
R  i  c  h  m  o 
(Va.)  brok 
age  firm.  A 
you've  figu 
the  mar 
value  of 
services  each  partner  provides, 
contributions  will  be  represented  m 
fairly.  Rather  than  setting  up 
partnership  yourself,  consult  an  att 
ney  who  is  experienced  in  structur 
startups  to  avoid  unnecessary 
liability.  -KAREN  E.  KLE 
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For  more  on  constructing  a  mis- 
sion statement,  click  Online  Ex- 
tras at  frontier.businessweek.com 


Have  a  question  about  running 
your  business?  Send  an  E-mail  to 
frontierfBbusinessweek.com 
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mall- Business  Owners... 


s  the  SIMPLE  IRA  Plan 

ight  for  you? 


!I  Rowe  Price  can  help  you  find  out. 

■  you're  a  small-business  owner  and  are 
I  the  market  for  a  retirement  plan,  you 
would  consider  this  option. 

le  SIMPLE  IRA  retirement  plan  is 
ce  a  401  (k)  in  that  both  you  and  your 
nployees  contribute  to  the  plan.  The 
fference  is  that  the  SIMPLE  IRA  is 
uch  easier  to  set  up  and  less  expensive 
maintain.  Plus,  your  contributions  to 
e  plan  are  generally  tax-deductible  as 
business  expense,  and  there  are  no  IRS 
ings  required. 

ct  before  the  October  I  deadline. 

all  T.  Rowe  Price  today.  We'll  send  you 

lr  free  Retirement  Solutions  guide, 

ong  with  our  SIMPLE  IRA  kit.  Remember,  you  only  have  until  October  1  to  set  up 

bur  plan  for  1999. 


Retirement  plans  for 
small-business  owners 

Our  free  guide 
will  help  you 
compare  your 
retirement 
plan  options. 
You  can 
choose  the 
one  that's 
best  for  you 
and  your 
business. 


For  a  free  kit, 
call  our  retirement  representatives  today 

1-800-831-1462 

www.  troweprice.  com 
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Invest  With  Confidence 

T.RoweFHce 
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Robert  Mondavi  Jr.-of  the  winery  Mondavis- 
decided  to  stake  out  his  own  territory 


EVER  WISH  you  could 
just  have  a  successful 
business,  rather  than  build 
one?  Then  listen  to  Robert 
Mondavi  Jr.  Instead  of 
joining  the  $370  mil- 
lion, family-controlled 
Robert  Mondavi  Corp., 
where  his  father  is  ceo, 
the  27-year-old  wants  to 
be  a  struggling  entrepre- 
neur. Granted,  it's  not 
easy  for  the  winery  heir, 
but  he's  trying.  Why? 
Because  he's  convinced  the 
best  way  to  learn  to  run 
a  big  business — which  he 
intends  to  do  eventual- 
ly— is  to  start  a  smaller 
one.  His  Napa  Cigar  Co. 
is  in  its  third  year,  with 
just  over  $1  million  in 
annual  revenues.  Mondavi 
talked  about  his  prospects 
with  reporter  Hilary 
Rosenberg. 

Q:  Why  couldn't  you 
learn  how  to  run 
a  company  at  the 
winery? 

A:  Learning  how  to 
run  a  company  is  different  from  learn- 
ing to  manage  within  a  company — es- 
pecially a  family-owned  one.  Consid- 
ering that  you're  always  the  boss's  son, 
it's  difficult  from  either  a  positive  or  a 
negative  stance  to  get  a  fair  shake.  It's 
also  nice  to  go  out  on  your  own  and 
develop  your  own  ideas  and  own  style. 

Q:  Are  there  entrepreneurs  in  your 
family  who  influenced  you? 

A:  My  father  was  one  of  the  two  pio- 
neers of  the  Mondavi  winery,  and  my 
mother's  family  is  also  very  entrepre- 
neurial. They're  involved  in  umpteen 
companies  in  Panama — telecommuni- 
cations, Internet,  construction,  heavy- 
equipment  rental.  But  my  real  inspira- 
tion was  the  new  package  designs  and 
new  wines  coming  across  the  table 
when  I  was  growing  up.  There  were 
always  new  products,  new  ideas. 


Q:  Was  Napa  your  first  business? 

A:  As  a  student  I  had  a  small  business. 
I  bought  about  a  dozen  mountain 
bikes  and  gave  tours  through  the  vine- 
yards. I'd  have  a  nice  picnic  for  the 
bikers  and  be  done  in  the  afternoon  so 
I  could  water-ski. 

Q:  What  interested  you  in  cigars? 

A:  I  was  duck  hunting  with  my  Dad 
on  my  15th  birthday.  It  was  5:30  a.m. 
Cold.  We  had  a  little  sip  of  Scotch 
from  the  flask.  Then,  he  lit  up  a  cigar. 
I  felt  bad  the  rest  of  the  day,  but  it  was  > 
such  a  great  memory.  And  ever  since      a 

A  duck  hunt  a  sip  of 
Scotch,  a  lit  cigar-and 
a  business  is  born 


then,  we've  been  smoking  ciga 
was  a  way  that  we  communicatee 
er,  I  started  making  humidors 
thought  I  would  start  a  business  s 
them.  But  my  father  said,  "You're 
ing  the  razor.  What  you  really  w, 
be   doing   is  producing   the   bl 


Q:  Where  did  you  get  your  sU 
capital? 

A:  Initially,  I  had  some  money 
the  biking  venture  and  from  woJ 
at  the  winery  and  at  an  alcohol! 
tributor.  After  I  came  up  with  a 
ness  plan,  I  got  a  bank  line  of  creJ 
on  my  own.  But  my  Dad  sri 
laughing  when  he  saw  the  interest! 
He  said,  "You  got  the  loan,  fl 
sign  so  you  can  get  a  better  rati 
borrowed  $250,000. 

Q:  Did  you  take  full  advantage  of 
name  in  marketing  and  distribi 
your  product? 

A:  People  saw  that  the  young  Morj 
was  in  the  cigar  industry,  and 
wanted  to  do  business  with  me.  Si 
alcohol  distributors  who  carried! 
Mondavi  portfolio  wanted  to  earn 
gars.  I  hadn't  heard  of  anyone  dd 
that,  so  I  held  off,  which  was  a| 
mistake.  Fortunately,  [Napa  Ci| 
Vice-President]  Christian  [Grimsl 
said  it  was  a  great  distribu| 
outlet. 

Q:  Why  didn't  you  at  least  use 
family  name  in  the  cigar  compa 
name? 

A:  We  wanted  to  try  to  build  the  c 
pany  through  our  own  merits 
that  we  have,  we've  redesigned 
packaging  to  incorporate  the  Mon< 
name,  for  increased  marketability, 
the  script  of  the  cigar  band,  it's 
Mondavi  Jr.  Napa. 

Q:  Will  you  be  frustrated  at  Mond 
which  is  such  a  big  company? 

A:  Yes.  But  I  won't  go  in  and  take 
a  vice-presidency.  I  want  to  star1 
different  levels  and  learn  about 
Robert  Mondavi  Corp.  There's 
way  that,  sitting  in  the  chair 
I'm  in  now  and  having  din 
with  my  Dad  a  couple  time 
week,  I  can  know  what  goes  or 
that  company. 
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small  business  association  dues:  $450  (4  50  miles; 


payroll  8C  accounting  software:  $760  (760  miles) 


:ce  supplies:  $150  (150  miles) 


•emembering  who  you  work  for: 


.  mas  ten  ird.com 

-UitnV  -ml  liilrnulnxul  In.xip.i  nrJ 


When  you  get  a  MasterCard  BusinessCard"  with  MasterCard  Business  Bonuses,' 
you'll  earn  one  mile  for  every  dollar  you  spend.  Good  on  any  airline.  No  blackouts. 
For  details  and  participating  banks,  call  1-800-788-1365. 


there  are  some  things  money  can't  buy. 
for  everything  else  there's  MasterCard.' 


MasterCard 


BUSINESSCARD 


'  OnU  jtjiLihlr  through  pjrtKipjting  bank* 
Iriuin  rrMru  lions  JiKl  Itimt  itiom  JppK 
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Web  giveaways  now  include  a  host  of  office  tools. 
But  watch  out  for  the  hidden  costs 


FREE!  FREE!  FREE!  It  has  become  a  vir- 
tual mantra  on  the  Web— and  an 
alluring  one  for  cash-conscious  entre- 
preneurs. From  free  voice  mail  to  free 
Web  hosting  to  free  faxes  to  free  on- 
line calendars,  a  parade  of  new  servic- 
es makes  it  possible  to  set  up  a  virtual 
office  without  investing  a  dime. 

Just  one  problem:  Sorting  the  gold 
from  the  gravel  can  be  tough.  Quality 
varies  widely,  and  some  have  intangi- 
ble costs  that  can  make  free  programs 
expensive  in  the  long  run.  Take  fax 
services,  which  promise  a  private 
phone  number  and  documents  deliv- 
ered via  E-mail.  Some  tack  unrelated 
ads  on  your  documents.  And  while 
the  service  is  free  to  you,  the  area 
code  may  be  half  a  continent  away, 
sticking  your  clients  with  big  long- 
distance bills.  What's  more,  the  free- 
bies  are  basic;  you  may  end  up  paying 
for  premium  services  that  a  real  busi- 
ness needs — or  bear  the  cost  of  lost 
sales  when  your  free  (and  poorly 
maintained)  Web  host  goes  down. 

Even  happy  customers  note  draw- 
backs. John  Boyles,  a  telecommuting 
equipment  engineer  in  Turlock,  Calif., 
needed  to  send  as  well  as  receive  faxes, 
so  he  had  to  pay  to  upgrade  his  ac- 
count with  eFax.  But  overall,  it  beats 
lugging  a  fax  machine  around.  "You 
don't  look  a  gift  horse  in  the  mouth," 
says  Boyles,  "and  this  one  was  neigh- 
ing so  loudly  I  couldn't  ignore  it." 

Nor  should  you,  says  Ryan  Brock,  a 
small-business  tech  analyst  for  Access 


Fax  Away-Gratis 

More  and  more  sites  offer  free  fax  services.  Here's  a  sampling  of  the  most  useful. 


SITE  NAME 

FUNCTIONS 

FAX  AREA  CODE 

WHERE  THE  ADS  ARE 

LIMITS 

COMMENTS 

CALLWAVE.COM 

Receive  only 

209 

On  E-mail  notifying 
you  a  fax  has  arrived 

None 

No  encryption  on  faxes;  no 
customer  information  sold 

EFAX.COM 

Receive  only 

305 

On  E-mail  notification 

None 

Requires  proprietary  software; 
personal  demographic  data  soli 

FAX4FREE.COM 

Send/Rereive 

All  Southern 
California 

On  E-mail  notification 

Unlimited  incoming; 
100  Kb  outgoing 

Everything  is  encrypted  and  tra 
through  secure  digital  lines 

JFAX.COM 

Receive  only 

209,  531 

No  ads;  upgrades 
for  sale 

None 

Also  offers  free  voice  mail 
sent  to  your  E-mail  account 
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Small  business  can  be  a 

risky  business... without  the 

protection  of  Prudential. 
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It  took  time  to  build  a  successful  business.  But  if  you  haven't  taken  the  right  steps  to 
protect  it,  the  sweet  smell  of  success  can  fade  quickly.  That's  where  Prudential  comes  in. 
We  specialize  in  helping  guard  businesses  against  many  types  of  risk.  So  you  can  specialize 
in  keeping  your  business  growing. 


We  provide 
small  businesses 
with  products  to 
help  with: 

•  Business 
Continuation 
Plans 

•  Key  Employee 
Insurance 

•  Executive 
Compensation 
Plans 

•  Buy-Sell 
Arrangements 


Small  business  strategies 
from  A  to  Z.  Is  your  business  prepared 
for  the  death  of  an  owner  or  key  employee? 
What  will  happen  to  your  company  when 
you  retire?  Are  your  compensation  plans 
enough?  The  issues  are  complex.  But  the 
solutions  don't  have  to  be.  A  highly  trained 
Prudential  professional  can  show  you  how 
life  insurance  and  other  products  can  work 
to  keep  your  business  secure. 

Make  Prudential  part  of 
your  team  of  professionals. 

Prudential  will  work  closely  with  your 
accountant,  lawyer  and  others  to  coordinate 
the  many  aspects  of  your  business.  We'll 
focus  on  the  insurance  and  financial 


a  Company  of  America,  75)  Broad  Street,  Newark,  NJ  07102. 
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products  you  need  to  help  keep  your 
operation  running  smoothly,  and  you  can 
enjoy  the  rewards  of  being  in  the  driver's  seat. 

For  sole  proprietorship, 
partnerships  or  closely  held 
corporations.  Prudential  is  a  trusted 
resource  for  small  businesses.  Whether 
you're  a  company  of  two  or  a  company  of 
25,  we  can  help  you  keep  your  business 
Rock  Solid? 

Call  today  for  more  information. 

1-800  -THE  -ROCK 

ext.4168 

www.prudential.com 

&  Prudential 

Insurance 
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Media  International:  "Just  because 
something  is  free  doesn't  mean  it's 
necessarily  shoddy." 

Indeed,  you  can  find  some  remark- 
able deals  in  messaging  centers  and 
wannabe  intranets.  We  reviewed  near- 
ly 50  services,  screening  out  those  that 
didn't  offer  professional  appearance 
and  execution.  That  eliminated  con- 
tenders such  as  Intellifax,  whose  ads 
overwhelmed  their  faxes,  and  in- 
copp.com,  whose  Web  site  offered  a 
bare  1  megabyte  of  space  (others  offer 
up  to  30mb).  Of  the  rest,  none  is  per- 


£~\     Most  free 
Uf      messaging 
w       centers  do  the 

job,  though  none  goes 

beyond  the  basics 

feet  in  every  respect,  but  they  do  the 
basic  job  as  advertised.  Would  we  hang 
the  fate  of  our  company  on  them?  No. 
But  as  backups  or  safety  valves  to  help 
you  put  off  buying  equipment,  or  for 
use  on  the  road,  these  services  might 
come  in  handy. 

UNIFIED  MESSAGING 

Want  to  simplify  communications?  Earlier  this 
year,  several  Web  companies  started  offering  free 
voice  mail,  fax,  and  E-mail  services  in  one 
place — your  E-mail  box.  The  cutting-edge  ver- 
sions can  translate  voice  into  type  and  vice  versa, 
making  it  easy  to  pick  up  all  messages  by  phone 
or  E-mail.  Each  relies  on  different  programs, 
such  as  Windows  Imaging  or  RealAudio,  to 
open  files,  so  be  sure  you  have  what's  required. 
Some  assign  a  toll-free  number,  while  others 
allow  customers  to  use  their  existing  numbers. 


Home  Free 


-OfhceDomain.com  First,  you  have  to 
take  a  few  minutes  to  download  pro- 
prietary software,  but  you  get  a  gen- 
erous 15mb  to  store  messages.  You  also 
get  to  keep  your  own  phone  number, 
which,  thanks  to  the  software,  will  ac- 
cept voice  mail  and  faxes.  And  you 
can  check  E-mail  from  any  computer, 
not  just  at  OfFiceDomain's  Web  site. 

OneBox.com  If  viruses  are  a  concern, 
you'll  like  OneBox's  use  of  inline  files 
rather  than  potentially  virus-bearing 
attachments.  OneBox.com  has  a  Caller 
id  function  that  searches  your  address 
book  to  identify  and  list  known  callers 
in  your  E-mail  in  box.  But  you'll  have 
to  give  up  demographic  data,  and  you 
get  only  3  MB  of  space  for  all  of  your 
files.  Currently  in  beta,  OneBox  only 
serves  Austin,  New  York/New  Jersey, 
and  Northern  California. 

TeleBot.com  Telebot  Corp.  assigns  a 
toll-free  phone  number  for  incoming 
voice  messages  and  faxes,  which  can 
be  retrieved  from  your  E-mail  account 
without  going  to  Telebot's  Web  site. 
Telebot  offers  a  IOmb  mailbox  that  can 
handle  60  messages  an  hour,  but  its 
fax  capabilities  are  limited  to  25  in- 
coming pages  a  day,  while  you  can 
send  only  a  single  page  with  each  E- 
mail.  Voice  is  worse:  Five  messages  a 
day  is  the  limit. 

uReach.com  This  service  packs  a  lot 
of  punch.  You  get  messaging,  a  file- 
sharing  calendar  service  described  be- 
low, and  a  toll-free  number.  It's  the 
only  free  service  that  reads  E-mail, 
addresses,  appointments,  or  to-do  lists 
over  the  phone.  On  voice  mail,  you 
get  only  30  free  minutes  a  month  be- 
fore fees  kick  in. 


CALENDAR/FILE  SHARI 

Want  a  free  company  intranet?  Thes 
close.  You  can  post  an  online  calendar  or 
book,  which  anyone,  anywhere  can  look 
the  proper  password.  It's  great  for  shari 
and  to-do  lists  and  allows  live  chat  amo| 
workers.  Weaknesses  include  lack  of  a 
checker  (none  has  one),  searches,  and  othei 
tions  you  take  for  granted  on  an  in-house  < 

Visto.com  The  outstanding  featu 
Visto  Corp.'s  system  is  its  capaci 
synch  with  a  Palm  Pilot  or  Micr 
Outlook,  and  show  calendars  in 
ferent  formats.  It  lacks  a  search 
mind  function,  but  events  that  in 
you  can  be  sent  automatically  to 
scheduler.  Visto  handles  photos 
sharing,  a  to-do  list,  E-mail,  an 
address  book. 

Yahoo.com  Yahoo!  Inc.'s  "clubs" 
fewer  services,  a  surprise  consid* 
its  cutting-edge  reputation.  Ther< 
message  board,  a  calendar,  phot* 
bum,  shared  address  book,  and  a 
ful  chat  function,  but  no  file  sh< 
to-do  list.  That  makes  it  suitable 
ly  for  workers  who  swap  relat 
limited  amounts  of  information. 

uReach.com  Executives  on  the  runl 
dial  a  toll-free  number  for  access  t<| 

address  book  and  scheduler,  but 
30  minutes  are  free.  On  the  Net,  uRl 
has  an  excellent,  searchable  calendar  | 
sends  reminders  to  a  pager  or  E- 
uReach  also  has  file  sharing,  sM 
bookmarks,  and — coming  soon — or 
chat.  —STACY  HIGGINBOT* 
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Learn  more  about  free  Web 
services.  Click  Online  Extras  a 
frontier.businessweek.com 


You  can't  build  Amazon.com  with  these  tools,  but  you  can  get  a  Web  presence  at  no  cost.  Don't  bother  with  the  popuU 
fortunecity.com  and  geocities.com.  They  don't  allow  commercial  sites. 


HOSTING  COMPANY 


STORAGE         SITE  CREATION 


LIMITS 


COMMENTS 


ANGELFIRE.COM 


5MB  Web  pages  must  be  created 

offline  and  uploaded.  24-7  support 


No  pornography  or 
bigoted  remarks 


Not  for  novices  or  anyone  needing  a  lot 
of  space.  Banner  ads  are  placed  on  your 


BIZLAND.COM 


30MB 


Upload  your  own  pages  or 
use  their  site  builder. 
One-day  service  guaranteed 


No  real-time  Gives  full  reporting  on  site  traffic  and  a  sir 

transactions  domain  name.  No  ads.  For  businesses  onl 


TRIPOD  (LYCOS)  11MB 


Use  Tripod's  Homepage  2.0  or 
upload  on  your  own.  24-7  support 


No  pornography  or 
bigoted  remarks 


Domain  names  are  simpler  than  most 
services.  Ads  placed  on  your  pages 


WEBN0W.COM  N/A  Can  build  online  in  10  minutes  using 

templates.  18  hour-a-day  support 


No  deviations  from 
the  selected  layout 


Quickest  and  easiest  way  to  get  a  simple 
site  advertising  your  services.  No  ads 
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MONEYHUNT   RULE  #27 


Sho&t  ducks 


when  they're  flying. 


Investors  determine 

when  INVESTORS  are  interested 

-and  that's  when  entrepreneurs  must  pull   the  trigger. 


MONEY 
HUNT 


On  public  television  stations  nationwide  including  these  top  markets; 


New  York  \\  I  .l\\ 

Los  Angeles  KOCE 

Chicago  wTCC 

Philadelphia  WNJS 

San  Francisco  KQED 

Washington  DC  \\\\\ 

Dallas,  I  i. Worth  KDTN 


Atlanta 

Houston 
Minneapolis 
Miami 
Denver 

Cortland 
Indianapolis 


GPT\ 

Kl  I  IT 
K1CI 
WXEL 
k  i » i ;  i 
KOPB 
\\  III 


Hart  lord 

San  \ntonio 

San  Jose 

Spokane 

\ustin 

Ubuquerque 

Newark 


Sponsored  in  part  l>\  : 

excite 


CPT\ 
KLRIS 

KIKII 

KW>1 

kl.IU 

KNME 

NJIS 


register 

3        •  com 


th*  tint  step  on  the  web 


jii 


Jordan  Industries,  Inc. 


Gel  your  Business  on  TV.  Audition  on  excite:   keyword   money  hunt. 
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Trade  shows  are  ind ispensible 

for  making  contacts,  nailing  sales, 

and  showing  off  a  hot  new  product — 

but  you've  got  to  prepare  ahead 

» 

by  Karen  E.  Klein  IN  THIS  AGE  of  the  Internet,  when  virtually  any 
v  business  transaction  can  be  handled  from  your  own  personal  com- 
puter, the  trade  show  seems  like  a  quaint  and  clunky  relic.  Why 
would  you  trek  off  to  some  distant  city  with  staff  and  gear  in  tow, 
erect  the  grownup  equivalent  of  a  lemonade  stand,  and  spend  three 
P'long   days   on  your  feet  in   a  noisy  convention  hall,   smiling, 


oozing,  shaking  hands,  and  selling  until  you're 

to  drop?  Why  would  you  shell  out  a  small 

ne  for  airfare,  mediocre  meals,  and  sterile  ho- 

>oms,  not  to  mention  the  costs  of  exhibits, 

PR,  and  follow-up,  and  take  precious  time 

from  your  business  and  family?  Why,  in 

,  should  you  bother  with  a  trade  show  at  all? 

most  small  businesses  the  answer  is  clear:  Be- 

you  have  to. 

bile  the  exhibition  industry  prematurely  pre- 
I  its  own  demise  earlier  this  decade  because  of 
Veb,  something  curious  happened:  The  rise 
e  virtual  office  served  only  to  reaffirm  the 
rtance  of  the  human  touch  in  doing  business. 
.my  Industries,  die  trade  show  has  become  a 
seize  marketing  opportunity.  It's  a  time  to 


meet  prospective  customers,  get  valuable  feedback 
on  your  product  or  service,  and  close  sales.  "A 
trade  show  enables  you  to  develop  trust  and  rapport 
with  your  customers.  Once  you  have  that,  you  can 
leave  voice  mails  and  E-mails  with  a  face  behind 
them,"  says  exhibit  marketing  consultant  Margit 
Weisgal,  president  and  co-owner  of  Sextant  Com- 
munications in  Silver  Spring,  Md. 

Taking  your  show  on  the  road  also  gives  you  ac- 
cess to  a  captive  audience  that's  primed  to  buy. 
Consider  this:  According  to  Tradeshow  Week's  1999 
Data  Book,  86%  of  show  attendees  called  the  shots  or 
influenced  buying,  85%  had  not  been  called  on 
by  a  salesperson  before  the  show,  and  75%  left 
the  show  with  at  least  one  purchase. 

Over  the  past  decade,  the  number  of  commercial 
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exhibitions  has  grown  4.1%  annually,  with  4,503 
held  in  the  U.  S.  last  year  in  514  million  net  square 
feet  of  exhibit  space.  In  all,  about  123  million  peo- 
ple will  attend  a  trade  show  this  year.  The  industry, 
which  has  been  promoting  itself  lately  with  the 
slogan,  "There  are  some  things  you  just  can't 
dot.com,"  accounts  for  more 
than  $100  billion  in  annual  di-. 
rect  spending. 

Despite  the  outlay  of  time 
and  money,  a  trade  show  is 
still  a  very  economical  way  to 
build  your  business.  A  nation- 
al survey  done  by  Data  & 
Strategies  Group  Inc.  in  Fram- 
ingham,  Mass.,  showed  that 
closing  a  sale  with  an  exhibi- 
tion lead  costs  an  average  of 
$625  and  takes  1.3  follow-up 
calls.  Compare  that  with  the 
average  $1,117  cost  and  3.7 
phone  calls  needed  to  close  a 
sale  otherwise. 

While  a  small  business  can 
easily  plunk  down  upwards  of 
$5,000  for  travel  and  exhibition  costs,  it's  one  way 
to  gain  a  leg  up  on  your  industry's  Goliaths.  And 
unlike  the  social  vacuum  of  the  Web,  you  can  see 
immediately  what  customers  tiiink  of  your  product. 
Mark  C.  Foley,  sales  vice-president  at  Doumar  Prod- 
ucts Inc.  in  Dallas,  got  diat  chance  in  1996,  when  he 
took  his  patented  adhesive  -removal  solvent,  un-du, 
to  the  Business  Products  Industry  Assn.  show  in 
Chicago.  For  $4,000,  Foley  rented  a  10-by-  10-foot 
booth,  pinned  a  sign  on  the  drape,  and  dreamed  up 


an  eye -popping  demonstration, 
using  un-du  to  remove  a  piece 
of  duct  tape  from  single-ply  toilet 
paper  and  then  reapplying  the  tape 
without  ripping  the  tissue. 

"We  thought  we  had  a  great  prod 
uct,  but  we  weren't  sure  until  the  crowds  s 
lining  up,"  Foley  recalls.  His  reusable  stamp 
sticker  remover  stormed  the  show,  beatin 
225  other  exhibitors,  including  3M  and 
Dennison  Corp.,  in  the  Best  New  Product  co 
tition.  The  company,  which  exhibits  at  40  si 
annually,  went  from  $30,000  in  sales  its  first 
to  $4  million  projected  this  year 

Of  course,  not  every  newbie  experiences  run 
success.  The  challenges  are  many — choosinj 
appropriate  show,  motivating  your  custome 
attend,  setting  realistic  sales  goals,  and  followir 
on  your  leads.  Yet,  when  you  do  it  right, 
company  can  squeeze  a  month's  worth  of 
ness  into  three  days,  says  Mark  S.  A.  Smith,  pa 
in  Guerrilla  Group  Inc.  and  co-author  of  the 
selling  Guerrilla  Marketing  series. 

But  many  do  it  wrong.  A  recent  survey  b 
Center  for  Exhibition  Industry  Research  she 
that  54%  of  exhibitors  admitted  they  didn' 
objectives  beforehand.  "You  can  hope  the 
people  come  down  the  aisle,  look  at  your  b 
and  choose  to  buy.  You  probably  have  a 
chance  of  being  struck  by  lightning,"  says  Sextj 
Weisgal. 

To  choose  the  right  show,  scope  it  out 
hand  before  you  exhibit.  Winding  up  at  the  i 
show  can  be  a  costly  mistake  (page>F  28).  If| 
can't  attend,  talk  to  other  exhibitors,  stud 
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If  one  low  price  doesn't  convince  you, 
there  are  thousands  of  others  that  will. 


^^Eg^ 


At  Onsale.com  you'll  find  low  prices  on  not  just  one  or  two  things,  but  o 
everything  we  sell  —  everyday.  From  systems  to  software  to  peripherals, 
we've  always  got  the  brand  names  you  want  on  sale. 

If  it's  computers,  it's  Onsale. 

www.  onsale.com 

AOL  Keyword:  Onsale 


1   Copyright  1999  Onsale.  Inc    All  rights  reserved.  Other  product  and  brand  names  may  be  trademarks  or  registered  trademarks  of  their  respective  owners. 
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exhibitor  prospectus,  and  ask  if  at- 
tendance figures  are  audited.  Watch 
out  for  misleading  head-count  statis- 
tics. Some  shows  tally  every  person 
walking  through  the  doors  over  three 
days,  including  repeat  visitors,  show 
personnel,  and  exhibitors. 

Once  you  have  decided  where 
you're  going  to  exhibit,  you  will  need 
to  inform  your  prospective  customers. 
Allocate  part  of  your  budget  for  pre- 
show  advertising,  direct  mailers,  and 
personal  phone  calls  to  make  sure  that 
those  prospects  write  you  into  their 
show  agendas.  In  surveys,  three-quarters 
of  show  attendees  say  that  they  make 
out  their  schedules  in  advance.  Direct 
mail  motivates  53%  of  previous  show 
attendees  and  29%  of  newcomers  to 
visit  your  booth,  according  to  indus- 
try data. 

On  the  show  floor,  it's  important 
that  your  staff  is  well  trained  to 
demonstrate  your  product — and  sell  it. 
Trade  show  attendees  who  leave  dis- 
satisfied complain  that  salespeople 
did  not  meet  their  needs,  were't 
available  to  help  them,  or  seemed 

untrustworthy,    industry   surveys   show. 
Brenda  Tildon,  a  regional  exhibit  trade- 
show  manager  for  Bell  Atlantic,  once  at- 
tended a  trade  exhibition  with  a  purchase 
order  for  $25,000  in  her  briefcase.  At  a 
vendor's  booth,  she  stood  around  wait- 
ing to  get  noticed,  then  got  a  fast  brush- 
off.  "When  I  asked  a  question  about  the 
product,"  Tildon  says,  "a  business  card 
was  all  but  thrown  at  me  with  the 
comment,  'Give  this  to  your  boss.'"  In- 
stead, Tildon  made  a  U-turn  right  into  a 
competitor's  booth  and  gave  them  the 
order. 

Getting  attention  on 
a  crowded  show  floor 
isn't  easy  for  a  new- 
comer. However,  you 
can  create  a  respectable- 
looking  booth  inexpen- 
sively without  being 
tacky:  Buy  good  quality, 
three-sided  skirts  for 
your  tables  and  portable  banner  stands  for  sig- 
nage, and  make  flyers  on  your  computer  to  set  on 
plastic  literature  racks.  Don't  clutter  the  space  with 
lots  of  giveaways,  but  do  hand  out  your  business 
card  and  a  small  gift  with  your  logo  and  phone 
number  on  it  to  qualified  leads.  One  way  to  boost 
your  profile  is  to  become  an  expert  resource  to 
others  in  your  industry.  Nancy  Watson,  founder  of 
A/E  Management  Services  in  St.  Petersburg,  Fla.,  a 
12-employee  firm  that  sells  proposal-generating 
software,  participates  in  industry  seminars  that 
run  concurrently  with  many  shows.  "I  bring  my 


Make  sure  your  staff 
is  expertly  trained 
to  demonstrate— and 
sell- your  product 
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products  to  the  seminars  and  make  sales 
afterward.  Or  people  who've  attended  will  co: 
by  the  booth  later,"  says  Watson,  who  attends 
to  ten  trade  shows  annually. 

For  most  exhibitors,  the  really  hard  work 
gins  once  the  show  is  over.  That's  when  yo 
have  to  assiduously  follow  up  on  all  of  your  s, 
leads — preferably  as  soon  as  possible,  so  your  co: 
pany  is  still  fresh  in  their  minds.  You  should 
analyze  what  you  learned  from  the  show  experie: 
and  adjust  what  you're  doing  accordingly.  Exp 
suggest  you  commit  at  least  a  third  of  your  tra> 
show  budget  to  the  follow-up. 

And  if  you  think  you  can  skip  the  whole  a 
because  all  your  deals  are  done  elsewhere,  thi| 
again.  Trade  shows  become  a  gossipy  society 
themselves,  where  your  competitors  might  fl 
rumors  in  your  absence  that  your  company 
ready  to  bite  the  dust.  In  some  sectors — high  te< 
manufacturing,  transportation,  communicatioi 
and  wholesale  goods — trade  shows  are  the  pi 
ferred  venue  for  doing  business.   "When  you 
buying   something   expensive,   there   are   tim 
you've  just  got  to  kick  the  tires,"  says  Mich 
Hough,  a  Penton  Media  Inc.  show  manager.  You 
got  to  be  there  for  those  customers — furdier  pro<  l 
apparently,  that  90%  of  success  in  life  is  just 
matter  of  showing  up. 


!  ttsoni 


Find  out  where  the  next  trade  shows 
are  scheduled.  Click  Online  Extras  at 
frontier.businessweek.com. 
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Designer,  Owner  of  Barraza  NevYorJ? 
Small  Business  Services  User       """  -a 


14  years  as  a  designer.  Maria  Barraza  invested  her  vision  and  savings  in  her  own  company.  And  while 
cus  on  detail  helps  her  designs  endure.  American  Express  Small  Business  Services  helps  make  sure  her 
low  endures.  Her  Card  gives  her  maximum  flexibility  when  traveling,  a  Quarterly  Management  Report 
er  exactly  what  she  spent,  while  sheenjoys  10%  savings  on 
FedEx*  delivery  services.  All  of  which  are  always  in  style.  ()6    illtj 
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800-SUCCESS  or  visit  www.americanexpress.com. 


Small  Business 
Services 
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Shovy 


At  a  big  trade  show, 

a  novice  learns  the 

ropes  and  a  veteran 

gathers  leads 


IT'S  8  A.M.  AT  the  Los  Angeles  Convention 

Center,  and  Fabien  Hyon  is  on  an  adrenaline  high.  He  has  been 

up  since  5:30  getting  ready  for  opening  day.  Standing  in  front 

of  the  $6,000,   20-by-30-foot  black  steel  booth  he  built 

himself,  the  25-year-old,  Paris-born  entrepreneur  nervously 

scans  the  vast  exhibition  hall — row  upon  row  of  hungry 


entrepreneurs  ready  to  compete  with  him 
for  business.  He  jockeyed  hard  for  this 
location.  It's  close  to  the  large,  well-ap- 
pointed booths  of  the  industry  leaders  he 
hopes  will  strike  a  deal  with  his  1  /2-year-old 
San  Francisco  startup,  Abvent  Inc.,  a  maker  of 
architectural  design  software. 

Hyon  rallies  his  little  sales  army — seven 
staffers   even   younger   than  he   is,   all 
dressed  in  dark  pants  and  button-down 
beige-and-brown  shirts  emblazoned  widi 
the  company's  logo.  "We  need  lots 
of  energy  from  everybody.  You've  all 
got  to  be  on  your  toes,"  he  says.  They 
can  all  see  the  boss  is  tense.  As  he  un- 
packs the  boxes  of  black  company  T- 
shirts  and  cd-rom  samples  for  giveaways, 
he  worries  that  he'll  never  recoup  the 
$55,000  he  has  sunk  into  this  show. 
Just  a  few  aisles  away,  Jas  Dhillon  is 


BUSINESS  WEEK  FRONTIER 


also  preparing  for  the  10  a.m.  floor  opening. 
The  only  difference  is,  he's  flanked  by  15 
staff  members  and  $80,000  worth  of  wood- 
en faux-Roman  columns  and  built-in  demo 
screens  all  displaying  the  new  logo  of  his 
Web-based  software  company,  Blueline  On- 
line Inc.,  founded  in  1997.  Widi  a  lightning- 
quick  startup,  the  51 -employee  company  has 
recently  secured  financing  to  fuel  its  ex- 
hibition budget  and  the  launch  of  its  hot 
new  internet  supply-chain  management 
system  software,  ProjectNet  3.0. 
Welcome  to  a/e/c  systems  '99, 
die  Super  Bowl  of  trade  shows  for 
technology  companies  serving  the 
architecture,  engineering,  and 
construction  industries.  Like  the 
other  347  exhibitors  who  are 
camped  out  for  three  days  to  pitch 
business  to  12,000  information 
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Technology  professionals,  Hyon  and  Dhillon  need  to 
see  and  be  seen  if  they  want  to  be  taken  seriously. 
For  three  days,  they  will  pitch  their  products, 
schmooze  prospective  customers,  and  pass  out  free 
goodies.  If  they're  lucky,  they'll  get  some  serious 
sales  leads,  and  if  they're  really  lucky,  they'll  close 
some  deals  on  the  spot. 

While  Hyon  is  a  relative  newcomer  (he  was  all 
but  invisible  in  his  first,  shared  booth  last  year), 
Dhillon  knows  the  routine  well.  In  fact,  he  so  hated 
trade  shows,  he  sat  most  of  them  out  last  year.  But 
Blueline's  absence  provoked  a  competitor's  gossip 
that  the  company  was  in  trouble.  This  year,  Dhillon, 
who  emigrated  19  years  ago  from  India's  Punjab 
state,  is  back  with  a  vengeance. 
Over  the  next  three  days, 
Blueline    will 

host    a    press 

conference, 
sponsor  four  edu- 
cational   sessions 

and   serve   on   two 
industry  panels.  Dhil- 
lon has  invested  close  to 
$250,000  in  this  show, 
in  die  hopes  of  snar- 
ing   $3    million   in 
new    business    over 
the  next  year.  "You've 
got  to  do  it  right  or 
you    can    use    your 
money  better  in  other 
ways,"  he  cautions. 

As    a    rule,    small 
companies    have    to 
work  harder  to  com- 
pete with  the  giants, 
who  have  far  greater 
resources  and  more 
staffers  to  do  the  nig- 
gling work  of  trade- 
show  publicity,  prep- 
aration,   setup,    and 
scheduling.       Their 
sales  forces  fly  in  for 
the  first  show  day, 
fresh   and   ready   to 
make     deals.      "We 
have  to  be  fresh  and 
ready  to  go,  too,"  Hyon 
says,    "even    though    we've 
done    10  times  more  work 
behind  the  scenes  than  they 
have." 

Across  the  aisle  from  Ab- 
vent,  a  performance  artist 
shrouded  in  a  bedsheet  un- 
dulates to  New  Age  music 
on  a  stage  sponsored  by  one 
of  the  big  exhibitors.  He 
morphs  from  a  fetal  positioi 
to  an  upright  stance  with 
arms      and      legs      out- 


stretched. Curious  passers-by  pause  to  figure  I 
what  on  earth  is  going  on.  Hyon  couldn't  af 
any  such  glitz.  His  entire  budget  went  for 
motion,  travel,  space  rental,  hotel,  and  marke| 
materials. 

At   11   a.m.,  Hyon  gets  a  nibble:  A  couplJ 
execs  drop  by  from  one  of  the  companies 
hopes  will  "hot  bundle,"  or  co-package,  his 
ware  with  their  own  computer-aided  design 
ware.  They  want  to  meet  him  for  a  drink 
later — the  same  execs  who  ignored  him 
last  year. 

Meanwhile,  over  at  Blueline's  booth, 
crowds  of  white- 
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Custom  Web  design.  Full-time  Internet  access. 
Web  site  hosting.  E-commerce  solutions. 


And  you  thought  we  were  just  another  ISP. 


Introducing  MindSpring  Biz.  Everything  you  need  to  help  your  small 
business  profit  from  the  Internet,  in  one  convenient  place. 

We  offer  direct,  full-time,  reliable  connections  to  the  Internet.  With 
around-the-clock  customer  support,  network  monitoring  and  more. 

Our  professional  designers  will  work  with  you  to  create  a  dynamic, 
attention-grabbing,  customized  Web  site  for  your  business. 

We'll  help  you  register  your  domain  name,  set  up  e-mail  boxes  and 
generate  tracking  data. 

And  we  offer  a  full  suite  of  e-commerce  solutions  ranging  from  catalog 
software  to  credit  card  authorization  and  payment  processing. 


In  short,  everything  you  need  to  get  your  business  off  the  sidelines 
and  on  the  Web  is  now  available  from  the  award-winning  people  at 
MindSpring  Biz  for  plans  as  low  as  $29.95/mo.  This  is  what  you've 
been  waiting  for. 

MindSpring  Biz' 


The  future  of  your  business  is  online' 


'  MINDSPRING  ENTERPRISES.  INC   ALL  RIGHTS  RESERVED 

I     m&z 
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business.mindspring.com     Call  now   1  -888-MSPRI NG   (677*7464) 
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shirted  engineers  stand  three  deep  to  watch  a  slick 
videotape  demo.  "We  spent  $10,000  on  the  self- 
running  introductory  screen  alone,"  says  Bill  Alli- 
son, Blueline's  vice-president  for  operations  and 
administration.  Dhillon  winced  at  the  cost.  But  so 
far,  it's  paying  off.  The  project  director  of  Uni- 
versal Studios'  hot  new  3-D  thrill  ride,  Terminator 
2,  watched  the  ProjectNet  demo  and  wants  to  dis- 
cuss new  construction  projects.  This  is  one  of  the 
best  trade-show  leads  Blueline  has  gotten  since 
the  company  was  hired  in  1997  to  manage 
construction  of  the  $2.1  billion  Venetian  Hotel, 
Casino  &  Convention  Center  in  Las  Vegas.  Dhillon 
grins  widely  at  the  thought  of  this  potential 
windfall. 

Several  weeks  later,  Hyon  and  Dhillon  can  just 
begin  to  assess  their  trade-show  experience. 
Dhillon  can  see  the  gamble  clearly  paid  off  this 
time.  He  figures  he  got  1,000  qualified  sales  leads, 
at  about  a  quarter  of  the  typical  $8,500  it  costs 
him  to  drum  up  a  sales  lead  outside  of  a  show  en- 
vironment. Even  better,  Dhillon  signed  up  100 
new  projects  at  the  show  itself,  bringing  in  $2.5 
million  to  $3  million — right  on  target.  Dhillon 
plans  to  do  half  a  dozen  shows  this  year,  maybe 
eight  next  year.  As  for  Terminator 2,  Dhillon  has 


exchanged  more  infor- 
mation with  the  repre- 
sentative from  Universal  <^ 
and   expects   to   discuss 
specifics  in  the  next  few 
weeks.  Deals  like  this  can  take  months  to 
along,  Dhillon  knows. 

Hyon  didn't  fare  nearly  as  well.  Direct  sales 
show,  and  follow-ups  on  450  leads  in  the 
after    the    show,    brought    his    company 
$45,000 — still  leaving  him  $10,000  in  the| 
And  those  promising  meetings  with  potential 
ners?  Not  a  single  company  signed  on  with  Art| 
tis,  Abvent's  software.  But  the  advice  he  reca 
was  invaluable.  His  main  problem,  those  prospe 
customers  told  him,  was  that  his  product 
commercially  viable.  So  Hyon,  who  acknowle 
that  a  fancier  booth  wouldn't  have  helped,  is 
back  to  the  drawing  board  and  plans  to  assign  I 
or  five  developers  to  the  project. 

Is  he  ready  to  give  up  on  trade  shows? 
chance.  He's  already  making  plans  for  a/e/c  2| 


r 
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Get  more  tips  on  successful  trade  shows. 
Click  Online  Extras  at 
frontier.businessweek.com. 


What  11  It 
Cost  You? 

Trade  show  costs  vary 
widely  by  show,  industry 
and  location.  Here  are 
some  typical  costs  incurred 
by  one  cost-conscious 
small  business  exhibitor 
(Doumar  Products  Inc.  of 
Dallas 
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Vhat  will  ACCPAC  do  for  you  ?  Together  Wlth  Windows  NT  and  Microsoft       Server 
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Tech 
opping 

It's  not  reality  yet,  but  the 
dream  is  c>  fit  everything 
in  one  neat  package 

by  Wayne  Kawamoto 


ADAM  CHILVERS  HAS  nothing  against  shopjt 
around.  After  all.  his  company,  Wine  Countr 
built  on  customers  seeking  out'  high-qu.i 
V    products  at  discount  prices.  But  shopj 
around  for  computer  gear?  That  was 
what  Chilvers  expected  to  be  doing  «l 
he  hired  a  consultant  to  get  his  Wi 
Park  (Fla.)  store  ready  for  E-c< 
merce.  But  the  consultant  knew  i 
ware,  not  hardware,  and  Chil 
was  left  to  round  up  the  res 
.    what  he  needed  from  vari 
vendors.  He  felt  like  a  novice  | 
couldn't  tell  a  zinfandel  from  an 
t   "I'm  a  wine  guy,"  he  says,    1 
computer  genius."  Before  long,  W 
Country  dropped  the  consultant  s  piecer. 
approach  and  turned  to  IBM,  which  promts, 
r   one Sop  shopping  experience-from  keybo. 
to  complex  E-commerce  software.  The  job  took 
four  weeks  and  cost  $10,000.  More  important, 
Chilvers,  it  let  him  focus  on  running  his  comp 
instead  of  its  computers.  .A 

Ever  since  the  PC  became  a  tool  in  s. 
businesses,  owners  have  dreamed  of  a  te 
nology  nirvana  that  spared  them  die  ag 
of  playing  systems  manager.  They  ve  ei 
sioned  calling  one  number,  having  a  ven 
ask  a  few  questions,  then  tell  them  * 
they  need.  A  delivery  person  wheels  in  i 
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Got  your  hands  full  with  e-mail? 

Try  GTE  Outsourced  E-Mail.  And  let  us  take  e-mail  off  your  hands.  But  that's  just  the  tip  of  the  e-mail. 
We  offer  24/7  service.  Built-in  security  and  disaster  recovery.  Domain-name  mail.  Remote  access  for 
authorized  users.  And  the  best  thing,  it  eliminates  the  cost  of  having  to  install  and  maintain  an 
infrastructure  yourself.  Just  call  1-877-48  3-41  14  today.  It's  so  helpful,  you  might  just  give  us  a  hand. 
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equipment  a  few  days  later  with  a  technician  who 
installs  it.  If  anything  breaks,  the  supplier  gets  it 
fixed.  One  call,  one  stop,  one  shop. 

If  some  of  this  sounds  familiar,  you're  right. 
Before  the  PC,  long-forgotten  companies  such  as 
Sperry  Rand  fielded  armies  of  technicians  who  en- 
sured their  big  computer  systems  were  set  up  per- 
fectly at  customers'  sites  and  kept  running.  Not 
such  a  bad  idea,  it  turns  out.  Suddenly,  it's  a  busi- 
ness model  many  PC  manufacturers  are  pursuing. 

As  Chilvers'  experience  indicates,  IBM — not  sur- 
prisingly— is  ahead  in  the  race  back  to  the  future, 
dusting  off  its  old  playbook  to  develop  the  only  true 
one-stop  shop  serving  small  business.  The  giant  of 
the  mainframe  era  recently  began  selling  Pes, 
servers,  and  peripherals  direcdy  to  small  companies, 
and  offers  an  array  of  services  for  building  cus- 
tom networks  and  intranets.  Want  Web  access  or 
hosting,  or  an  E-commerce  site?  They'll  arrange 
that,  too,  and  host  it  for  $25  to  $200  per  month. 

ibm's  rivals  are  close  behind.  Compaq  Computer 
Corp.  is  exploiting  a  similar  heritage,  having  bought 
Digital  Equipment  Corp.  last  year,  and  now  offers  in- 
stallation services  and  contracted  repair  through 
Digital's  extensive  field  organization.  The  online 
component  of  Compaq's  strategy  isn't  quite  as  seam- 
less as  ibm's  plan,  but  Compaq  covers  its  bases.  It  has 
agreements  with  CompuServe  and  gte  to  provide  In- 
ternet access,  and  even  offers  small  businesses  E- 
commerce  through  an  agreement  with  inex  Corp. 
What  about  Dell  Computer  Corp.,  lauded  for  pio- 
neering direct  sales?  Until  now,  it  didn't  install 
networks;  so  Dell  is  partnering  with  some  old 
mainframe  and  minicomputer  companies  that  have 
refocused  on  service.  Ask  Dell  for  networking  help, 
for  instance,  and  it  will  get  Wang  Laboratories  Inc. 
to  send  a  qualified  technician — whose  work  is  war- 
ranted by  Dell.  A  year  down  the  line,  a  Unisys 
Corp.  rep  might  be  dispatched  to  solve  a  nagging 
server  problem.  As  for  the  Web,  Dell  already  offers 
access  via  AT&T.  It  doesn't  help  small  companies 
build  customized  E-commerce  services  or  intranets. 
Still,  some  current  Dell  customers  say  they'll  take  a 


close  look,  if  only  because  the  convenience  pj 
ises  some  relief  from  the  onslaught  of  newl 
sometimes  incompatible  products.  "One-stop  si 
ping  sure  would  make  things  simpler,"  says 
Santiago,  chief  technology  officer  for  Arial  Sys 
Corp.,  a  communications-software  company 
40  employees  in  Vernon,  111. 

All  this  service  costs  extra,  although  per  hap 
more  than  entrepreneurs  are  willing  to  pay.  Stik 
by  Ray  Boggs,  director  of  small-business  resa 
at  International  Data  Corp.  in  Framingham, 
have  found  most  business  owners  consider  a  I 
premium  reasonable  for  the  convenience  of  woi 
with  a  single  vendor.  And  whatever  the  real 
now,  competition  is  likely  to  lower  it.  Gateway 
and  Micron  Electronics  Inc.  are  already  ma 
moves  toward  the  one-stop  model  (they  havl 
ready    signed    up    Unisys    and    several    Inti 
providers). 

What's  not  to  like?  Charles  Rutstein,  an 
with  Forrester  Research  Inc.  in  Boston,  notes 
sues  such  as  design  services  and  order  fulfil 
still  need  to  be  managed  by  the  entreprerj 
"They're  not  exacdy  turnkey,"  he  says.  Even  ifl 
were,  says  Chris  Goodhue,  an  analyst  with  Ga 
Group  Inc.  in  Stamford,  Conn.,  using  a  single  I 
dor  means  you  risk  not  getting  the  best  of  breej 
each  part  of  your  system;  you're  locked  ir 
package  of  hardware  and  services,  taking  the 
with  the  bad.  The  key,  he  says:  Focus  on  the 
ices.  If  they  are  top-grade,  it's  worth  the  trade 

Just  remember,  there's  nothing  like  experienl 
work  the  bugs  out  of  technology,  so  it's  bel 
stick  with  a  company  that  has  offered  a  partil 
service  for  at  least  a  year.  And  hardware  vendor 
just  getting  their  feet  wet  with  Internet  accej 
won't  be  long,  though,  before  they  are  full) 
mersed,  and  nirvana — at  least  for  technology- 
be  just  another  purchasing  option. 
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For  tips  on  picking  a  one-stop  consultant, 
click  Online  Extras  at 
frontier.businessweek.com 


ffce  Step  Closer 

Leading  PC  makers  are  moving  toward  one-stop  shops,  but  most  have  a  ways  to  go. 
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HINK  LONG-TERM  SURVIVAL 
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corporation  can  point  your  company  in  the  right  direction  for  staying  power,  legally  outlasting  sole 
oprietors  and  partnerships.  It  may  also  provide  substantial  tax  advantages,  maximum  protection  of 
•ur  personal  assets  and  the  option  to  attract  investors.  Best  of  all,  incorporating  can  be  simple  and 
fordable.  Let  The  Company  Corporation  show  you  the  way. 


Hi 


ill  us  at  1-800-465-1579  and  our  Incorporation  Specialists  will  help  you  with  your  incorporation 
er  the  phone,  in  just  minutes.  Or,  you  may  visit  us  on-line  at  www.corporate.com/path  to  initiate  an 
•.orporation  at  any  time,  24  hours  a  day,  seven  days  a  week.  While  you  are  at  our  site,  learn  about  the 
ler  advantages  of  incorporation  such  as  the  many  tax-deductible  benefits  that  may  be  available  to  you. 
you  need  more  information,  click  on  Starting  Your  Business  to  find  answers  to  your  "frequently  asked 
estions"  about  incorporating.  Think  long-term  survival.  Incorporate  with  us  today. 


The  Company  Corporation 


Creating  Successful  Businesses  Since  1899 


CotapMy  Corpora 


Corporation  It  an  Incorporation  »mc«  company  and  dun  not  offer  legal  or  financial  advice. 


©  To*  Company  Corporation  1999 
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OFF  AND  WATCHING 

Now,  Clemens  can 
track  his  business' 
finances  on  the  road 


New  Web  services  are 
pulling  together  all  of  a 
company's  financial  needs, 
frorr  banking  to  benefits 

by  Jeremy  Quittner 


Making  a 

Bundle 


ASKING  CLINT  CLEMENS  to  sit  down  with  h 
nancial  statements  isn't  as  simple  as  it  sou 
Clemens  is  an  advertising  photographer  who  tr 
150,000  miles  annually.  His  office  is  in  Rhod 
land,  but  his  bookkeeper  lives  in  New  Hamps 
his  production  facilities  are  in  Los  Angeles,  an 
has  agents  in  New  York  and  Italy.  Even  if  Cle 
had  the  time  do  all  his  paperwork,  there  wa 
guarantee  it  would  all  be  in  the  same  place. 

Then  in  April,  he  heard  about  OneCore  Fina 
Network  Inc.,  a  new  small-business  service 
promised  to  do  it  all  online.  In  short  order,  Cler 
had  transferred  everything — from  bookkeeping 
payroll  for  his  four-person  staff — and  started  r 
aging  by  modem.  "It  makes  everybody's  life  eaij 
he  says.  "It  allows  me  to  have  a  financial  histor 
my  laptop." 

OneCore,  now   16  months  old,  isn't  the 
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The  amazing  Clik! "  PC  Card  drive  and  40MB  disks.  Tiny  laptop  storage  that  goes  a  long  way. 
We've  just  changed  the  shape  of  portable  laptop  storage.  The  new  Clik! "  drive  actually  disappears 
right  into  your  laptop's  PC  Card  slot  then  accepts  the  2"x  2",  40MB  disks.  This  is  portable  storage 
at  its  best.  Convenient,  cordless,  easy  to  carry,  easy  to  use,  and  affordable.  Plus,  the 
ncluded  QuikSync  software  creates  effortless  real-time  backup  of  your  laptop  files,  anytime,  anywhere.  At  $199  for 
he  drive  (including  1  disk)  and  under  $10  per  additional  disk,*  this  little  drive  is  going  to  be  the  next  big  thing. 

irab  your  Clik!  PC  Card  drive  and  disks  wherever  you  buy  computer  products,  or  buy  direct  at:  www.iomegadirect.com 


Iomega 

www.iomega.com 


imt|a  IS  5  registered  tradi  i.lemark  of  Iomega  Corporation 

•'I  $10  ■■.'  ,  ..iry 
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nonbank  selling  financial  services  to  small  compa- 
nies. The  field  includes  several  giants,  led  by  Merrill 
Lynch  &  Co.  But  Merrill  sells  only  through  its  own 
brokerage-based  sales  force.  OneCore,  taking  a  page 
from  E*Trade  Group  Inc.'s  playbook,  caters  to  the 
do-it-yourself  crowd  with  a  system  diat's  inexpen- 
sive, takes  only  minutes  to  set  up,  and  offers  more 
functionality  than  Merrill's  tentative  online  effort. 
OneCore  uses  some  big  names  of  its  own.  The 
basic,  $25-a-month  service  provides  an  interest- 
bearing  checking  or  sweep  account  administered 
by  mutual-fund  company  Scudder  Kemper  Invest- 
ments Inc.  Other  offerings  include  payroll  process- 
ing by  Computing  Resources,  bill  payment  through 
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"GRIZZLED  VETERANS":  Littman-Quinn  (left)  and  Star  assembled  a 
team  with  experience  in  small-business  systems 

CheckFree,  401(k)  administration  by  Bankers  Sys- 
tems, merchant  card  services  from  Michigan  Na- 
tional Bank,  and  equipment-leasing  loans  from 
Bank  Vest  Capital,  with  OneCore  taking  a  percentage 
of  each  deal.  All  transactions  are  handled  online, 
and  clients  can  download  information  into  stan- 
dard small-business  accounting  programs,  such  as 
QuickBooks  and  Peachtree  Accounting. 

The  company  is  the  brainchild  of  founder  Barry 
L.  Star,  41,  who  says  it  was  conceived  in  1995, 
when  he  was  charged  85£  to  deposit  a  $100,000 
check  in  his  consulting  firm's  account.  Charging 
nuisance  fees  on  incoming  deposits  didn't  seem 
very  smart  to  Star,  a  former  executive  at  Apple 
Computer  Inc.  and  Fidelity  Investments,  where  he 
worked  on  Fidelity's  On-line  Xpress  system. 

Using  $  1  million  raised  from  friends  and  family, 
Star  set  up  a  company  in  1995  to  develop  his  idea, 
but  it  ran  out  of  money  and  shut  down  after  only 
nine  mondis.  Still,  the  idea  kept  nagging  at  him,  and 
Star  managed  to  persuade  two  small  venture-capital 
firms  to  put  up  $3  million  in  fresh  capital.  By  April 
1998,  Star  had  assembled  a  team,  led  by  president 
and  ceo  Jack  Littman-Quinn,  with  experience  de- 


veloping small-business  systems.  If  nothing 
the  process  gave  him  a  feel  for  what  entrepre: 
go  through.  "I  had  all  my  mother's  folding  c 
around  the  conference  table,"  Star  says.  "We 
extremely  frugal."  But  the  Web  venture  was  ai 
too.  "This  is  not  a  group  of  25-year-olds  s: 
around  trying  to  figure  out  what  to  do,"  he 
"This  is  a  bunch  of  grizzled  veterans  with 
marks  on  their  backs  and  scar  tissue  all  ovei 
place."  By  last  November,  OneCore  was  on  the 
using  an  office  in  Woburn,  Mass.,  as  its  base. 

Competition  will  come  from  many  sides 
eluding  payroll  processors,  such  as  Paychex  Inc 
Internet  banks,  such  as  recendy  launched  ebank 
in  Adanta.  OneCore,  however,  is  chartered  as  | 
tional  broker-dealer,  so  it  can  operate  immedf 
in  all  50  states,  while  banks  must  register  i 
rately  in  each  one.  Another  strength  is  ranjj 
services.  Payroll  companies  aren't  bankers,  and  i 
Net  banks  offer  little  more  than  online  chec 
says  Octavio  Marenzi,  research  director  at  Mer 
Research  Inc.  in  Newton,  Mass. 

Tackling  Merrill  Lynch  promises  to  be  more 
challenge.  The  brokerage's  Working  Capital 
agement  Account  and  Retirement  Cash  Managd 
Account  offer  many  services  similar  to  OneG 
These  include  a  cash  account  (fee:  $150  a  ) 
401(k)  plan  administration,  merchant  card  ser 
and  payroll  processing.  While  OneCore  says  i 
fewer  than  1,000  customers  and  $1  million  in 
enues,  Merrill  Lynch  boasts  600,000  business^ 
ing  parts  of  its  two  small-business  packages — I 
80,000  of  whom  access  accounts  onjine. 

Can  both  prosper?  Marenzi  says  OneCore 
solid  product  offering,  but  it's  no  match  for  Mi 
customer  base  and  powerful  brand.  But  Dan 
more,  a  director  at  Mainspring  Communic 
Inc.,  an  Internet  strategy  consulting  firm  in 
bridge,  Mass.,  says  demand  for  online  small-b 
services  is  big  enough  for  a  number  of  player: 
chief  challenge  will  be  attracting  customer 
keeping  them  "from  defecting  to  the  next  s 
with  better  services  and  better  rates,"  he  says. 

And  OneCore  isn't  exactly  a  helpless  start 
grubstake  of  $10.5  million  in  venture  capit 
eludes  a  second-round  booster  shot  from  An 
(Mass.)-based  cmgi,  one  of  the  most  successf 
well-connected  underwriters  of  Web  busin 
including  Lycos  and  GeoCities. 

What  does  Merrill  Lynch  say  about  this  u 
Spokeswoman  Wendell  Collins  says  OneCor 
even  on  their  radar  screen.  But  Merrill  prom 
major  revamping  of  its  own  online  site  next 
Collins  adds:  "We  are  not  just  offering  a  pre 
we  are  offering  a  whole  range  of  solutions  deli 
by  people." 

Who's  right?  In  the  end,  that  will  hinge  n 
man  vs.  machine,  but  whedier  the  actual  ser 
self  is  any  good. 
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Learn  more  about  small-business  financi| 
services.  Click  Online  Extras  at 
frontier.businessweek.com 
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i<j  small  and  mid-sized  companies  can  sort,  trac 
fcl  analyze  their  expenses.  Right  on  the  Web. 


First  Teligent  gave  smaller  companies  better  local,  long  distance  and  high-speed  Internet.  Now 
we're  giving  them  a  smarter  way  to  pay  for  it.  Introducing  e'maginer"  our  exclusive  interactive 
online  billing  system.  Now  you  can  sort,  track  and  analyze  your  expenses,  right  through  your 
Internet  browser.  You  can  itemize  calls  by  account  code,  length  of  call,  originating  number, 
terminating  number,  almost  any  way  you  want.  You  can  download  the  data  for  your  own 
use.  Even  pay  your  bill  right  online.  And  what  you  pay  is  just  as  exciting:  a  flat  monthly 
charge  for  local  service  and  the  Internet  that's  up  to  30%  less  than  you're  currently  spending. 
And  long  distance  as  low  as  5.5e  a  minute  for  interstate  calls.  No,  this  isn't  a  dream. 
This  is  Teligent.  And  this  is  just  the  beginning.  For  more  information,  visit  www.teligent.com. 
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CampMnolah 

It's  the  '90s.  Forget  the  campfire. 
These  would-be  entrepreneurs  are 
burning  for  business. 

BY  ROBIN  D.  SCHATZ 


summer 


WHENEVER  I  THINK  of 
camp,  I  remember  tromping  around 
in  the  muddy  Pennsylvania  woods  after 
a  rainstorm,  triumphantly  catching 
bright  red  salamanders  and  gray-green 
toads.  Okay,  I  admit,  it  was  a  long 
time  ago.  Clearly,  I'm  way  behind  the 
times — or  maybe  I've  just  entered  a 
parallel  universe. 


here  to  tell  you  how  treating  people 
well  will  actually  increase  your  bottom 
line,"  she  says.  They  practice  proper 
handshakes.  Next  week,  table  manners. 
There's  no  tetherball  at  this  camp. 
Think  golf,  squash,  and  tennis,  offered 
through  Krinsky's  other  camp  pro- 
grams. For  field  trips,  these  kids  tour 
Philadelphia's  five-star  Rittenhouse  Ho- 


Here  I  am  hanging  out  with  the 
kids  in  the  "business  track"  at  Julian 
Krinsky  Enrichment  Camp,  nestled  on 
the  leafy  suburban  campus  of  Haver- 
ford  College  in  Haverford,  Pa. 

Witness  these  happy  campers:  one  girl 
and  14  boys,  clad  neady  in  khaki  shorts 
and  exceptionally  clean  T-shirts — many 
with  collars  (gasp!).  They're  listening  to 
entrepreneur  Roger  Grass,  who  just  paid 
$26  million  to  buy  a  baseball  card  com- 
pany, impart  some  pearls  of  wisdom: 
"Just  because  you  can  get  the  money 
doesn't  mean  you  should  get  it.  If  the 
concept  is  crap,  you  shoulr  Ti  gel  it." 

Later,  ihey  sit  most  poliiely  for  a 
talk  by  Mary  A.  Mitchell,  audior  of  the 
syndicated  Ms.  Demeanor  column  and  a 
consultant  in  business  etiquette.  "I'm 


tel.  They  ooh  and  aah  over  the  Ferraris 
at  a  local  dealership,  while  the  owner, 
an  ex-dentist,  extols  his  new  lifestyle. 

"I  told  the  guy,  'one  day  they'll  be 
buying  stuff  from  you.'  I  truly  hope  I 
inspired  them  to  go  for  the  gold,"  says 
Krinsky,  an  emigre  from  South  Africa 
and  pro-tennis-player-turned-account- 
ant, who  started  a  tennis  camp  two 
decades  ago  widi  partner  Adrian  Castel- 
li.  They've  since  branched  out,  into 
golf,  cooking,  academics,  and  drama. 
Five  years,  ago,  they  added  business. 
Out  of  2,500  kids  every  summer, 
about  100  study  business. 

While  summer  entrepreneur  camps 
are  still  a  tiny  niche  market,  they're  a 
true  '90s  phenomenon,  as  parents  seek 
value-added  experiences,  not  just  fun 


and  games.  My  Web  search  turns  i 
good  half-dozen,  including  Millenn 
Entrepreneurs  Camp,  in  Chula  V 
Calif,  which  takes  them  as  youn  I 
the  third  grade.  "I  know  a  coupl 
nine-year-olds  whose  parents  say  t 
kids  are  already  trying  to  make  m 
ey,"  says  founder  Tonja  McCoy 

Perhaps  it  was  inevitable.  After 
entrepreneurs  are  now  cultural  ic 
Wage  slaves  are  out,  ipos  are  in.  1 
these  kids  can't  remember  life  bejlj 
the  bull  market.  They  already  s<|tj 
that  being  a  wage  slave  isn't  near);  I 
cool  as  doing  an  ipo.  About  a  qu 
to  a  half  of  Krinsky's  business  cam, 
already  have  their  own  si 
portfolios. 

Nadia  Schwartz,  14,  f| 
Brookline,  Mass.  the  lone  g 
this  session,  confesses: 
been  interested  in  the  bus: 
world  all  my  life,  and  I  w, 
to  get  to  know  it  better." 
Ballen,  15,  from  Katonah, 
already  runs  a  travel  sen 
from  his  home  computer 
During  four  weeks  in 
sky's  program,  the  teens 
write  a  business  plan,  lear 
use  the  proper  fork,  and 
prove  their  golf  swing.  Per  J 
most  exciting  to  the  kids, 
practice  trading  stocks  and  c 
modities.  Last  year,  Krinsk) 
calls,  one  camper  went 
and  took  advantage  of  the 
gust  market  plunge.  By  Dec 
ber,  he'd  paid  his  mother  Jf*10* 
the  $3,400  in  camp  tuition.  "I  sai 
the  mom  'what  a  great  investmei 
crows  Krinsky.  "I'm  into  returns.' 
When  I  returned  from  sum 
camp  after  four  weeks  in  the  co 
I  could  raise  a  flag  and  catch 
critters  like  a  pro.  I  proudly  hai 
my  mother  a  glass  terrarium,  com  >TRAT(qm 
with  a  fat  toad.  I  can't  say  she 
thrilled,  since  she's  not  exacdy  an 
mal  lover.  But  I  suspect  she  was  pi 
of  the  life  skills  I'd  developed— 
the  ones  a  kid  of  my  generation  r 
needed.  In  that  regard,  nothing  n 
has  changed. 
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Schatz,  a  small-business  editor 

can  be  reached  at 

Robin  SchatzObusinessweek.conn 
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The  Thirteenth  Annual 


Entrepreneurial 

Woman's 
Conference 

featuring  the 

usiness  and  Buyers  Mart 


WOMEN- 
OWNED 
BUSINESSES 
SHAPE  THE 
NEW  CENTURY 


j 


3  Ann  Gillespie  Christy  Haubegger    Almeda  E.  Dunn       Terry  Savage 


i  Chief, 

jazine 

it,  Liberty  Media 

len  ,  L.L.C. 


President  and  Publisher,       President  and  CEO, 
Latina  Publications,  L.L.C.    Star  Detective  and 
Security  Agency,  Inc. 


VORS:    ffieritech.       £| 


Financial  Analyst, 
Syndicated  Columnist, 
Television  Personality 
and  Best-selling  Author, 
President,  Terry  Savage 
Productions,  Ltd. 
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Wednesday,  Sept.  8,  1999 
8:00  am  -  6:00  pm 

Navy  Pier 

600  E.  Grand  Avenue 

Chicago,  Illinois 

•  The  Conference  provides  marketing, 
information  and  networking  opportu- 
nities for  prospective  and  established 
women  business  owners. 

•  The  Hall  of  Fame  Awards  Breakfast 
honors  prominent  women  entrepreneurs. 

•  The  Business  and  Buyers  Mart  is  your 
opportunity  to  market  your  business 

to  over  100  corporate  and  government 
buyers. 

•  The  Women's  Forum  features  nationally 
and  internationally  known  business 
owners. 

Hedy  M.  Ratner  &  S.  Carol  Dougal,  Co-Presidents 

Co-Chairpersons:  Judith  Gold,  Partner,  Altheimer 

&  Gray  and  Debra  Jennings-Johnson,  Director  Supplier 

Diversity,  BP  Amoco 

For  more  information  call: 
(312)  853-3477  ext.  24 
FAX  (312)  853-0145 


MEDIA  SPONSORS: 
ENTREPRENEUR 
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13th  Annual  Entrepreneurial  Woman's  Conference 


4TRATI0N  Send  or  FAX  to:  Women's  Business 

iment  Center  8  S.  Michigan  Ave.,  Suite  400, 
ml),  IL  60603-3306  (312)853-3477  ext.  24  FAX  (312)  853-0145 
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COST:  Full  day  registration:  $110.00  includes  breakfast  &  lunch 

Registration  after  Sept.  1  and  at  door:  $150.00 

Awards  Breakfast  only:  $40.00 

Lunch  and  Women's  Forum  only:  $80.00 

CHECK: 

Please  enclose  with  registration.   □  AmEx  □  VISA  □  MC 
Make  checks  payable  to  WBDC. 

CREDIT  CARD: 

Amount Account* 


ire  tax  deductible  to  ttie  extent  allowed  by  law 

lie  v  A  lull  relund  will  be  given  through  August  15,  1999 

ire  handicapped  accessible 


Expiration  Date_ 
Signature 
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B  Moraan  Cislini  Has  a  Lock  on  Phoenix'  Door-to-Door  Catering 
e .  Morgan  tisum  home  |n  Tucson_ 


i  For  B  Morgan  Cislini,  meals-on-wheels  means  business. 
no    cbariW-a  $3  million  system  for  del.ver.ng  eats  to 

|  sine,  Cislini's  Delicious  Del.ver.es  Inc.  in  Tempe,  Ariz., 
I  rolls  out  a  movable  feast.  manlic  in  a 

|      The  concept  is  simple.  Cislin.  publishes  menus  ,n  a 
I  cheaply  printed  booklet  left  at  hotels,  in  ™™«Z£*?* 

anOn  residential  doorsteps.  Customers  phone  orders  into 

the  company's  15-seat  call  center,  which  faxes  them  onto 
he  reTtaurants.  Then,  drivers-mostly  college  students 

vl  their  oTn  cars-are  dispatched.  How  do  the  numbers 
\32wS  On  average,  Delicious  Deliveries  drops  off  400 

meals'a  n^ght T$35  *~  With  a  30%  commissi  and  a 

1  ^^'T &?£l!^  **•*•  (modeled 

I  on^rtlona^rch^TUeout  Taxi,  ~W*%~ 

when  a  friend  asked  him  to  help  boost  profits  and  ex 


he  of  i 

any  \vi 

I  unprovi 

eem] 

lees' ta 


tie  ail 
Price 

lo|Uj 

acces 


pand  from  its  original  home  in  T^OJj^g 
so  with  a  vengeance.  There  were  11  competitors  in  pnoe 
whe^  he  came  to  town  in  1995;  he  scooped  them  all  up 
meters  and  acquisitions  financed  with  company  reven 
KTK  practically  no  salaryK  He  also .bough m*M 

hree  former  college-buddy  partners  and  now  owns  /. 
S  oneTilent  partner.  "We're  basically  a  monopoly 
savs  happily.  That  hasn't  deterred  him  from  <^  cunm9 
S^develo  ed  time-saving  custom  ^J-^J^ 

cally  maps  a  delivery  route,  us.ng  Caller  ID  to  locate 

"line?  Deuci^eliveries  now  takes  him  only  10  ho, 
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We  have  a  plan  that 


CAN    HELP  CLEAR 


THE 


ADMINISTRATIVE    BURDEN 


OF  YOUR  COMPANY'S  401  (k) 


RIGHT  OFF  YOUR   DESK. 


One  ol  the  main  objectives  of  every  com- 
pany wishing  to  establish  a  -J01(k)  plan,  or 
improve  upon  its  existing  one,  is  to  add  to 
the  employ- 
ees' benefits 
without 


IT'S  CALLED  THE  401(h)  Century  Plan! 


adding  to 


the  administrative  workload.  The  T.  Rowe 
Price  401  (k)  Century  Plan  was  designed  to 
do  iusi  that— cost-effectively. 

This  comprehensive  plan  not  only  provides 
access  to  one  ol  the  nation's  most  respected 
Families  ol   100%  no-load  mutual  funds,  it 
also  relieves  you  ol  most  ol  the  administra- 
tive and  recordkeeping  tasks  other  plan 
providers  may  expect  you  to  perform. 

To  begin  with,  the  -l01(k)  Century  Plan  is 
easy  to  set  up.   And  because  we  provide  one 
mjdcdicated  plan  manager  to  service  your 
llcoinpain  s  administrative  needs,  you'll 
S always  know  whom  to  call  for  quick  and 

<H  accurate  answers. 


We  also  provide  your  employees  with  effec- 
tive communications  materials  and  toll-free 
access  to  plan  specialists,  so  the  time  you 

spend  hav- 
ing to  deal 
with  the 
plan  is 

reduced  even  more  —  which  leaves  you  more 
time  to  run  your  business. 

To  learn  more  about  the  T.  Rowe  Price 
-i01(k)  Century  Plan  and  how  it  can 
benefit  your  company 
and  your  employees,  call 
today  to  request  your 
free  inlormation  kit. 


401 


i  I  Ml  in  I'l  \\ 


1-800-831-1454 


Invest  With  Confidence 

T.RoweRlce 


-lit* 


i 
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Read  it  carefully  before  investing    I    Rowe  Price  Investment  Se 
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The  lobster  that  made  it  all  the  way  from 
Portland,  Maine,  to  Easy  Street. 


kk 


A  young  boy  in  Ames,  Iowa,  runs  out  to  the  mailbox. 
He  yanks  down  the  flap  and  peers  in.  A  package  greets 
his  eyes.  It's  moving  slightly.  It's  smelly.  It  has  Caution: 
Live  Animals  written  all  over  it.  He  winces.  He  takes  a 
breath.  Then  he  runs  the  box  inside,  yelling  at  the  top 
of  his  lungs,  "Dinner  is  here!" 

This  is  just  the  sort  of  scene  that's  happening 
around  the  country,  thanks  to  the  online  business 
TheLobsterNet.com. 

To  New  Englanders  Lance  Cleveland  and  Phil  Rose, 
lobsters  were  stew  meat.  But  they  knew  that  to  some, 
their  product  was  a  delicacy.  To  people  in  Tucson. 
Or  Hollywood.  Or  West  Amarillo. 

But  when  they  set  up  their  Web  site,  nobody  had 
heard  of  TheLobsterNet.com  so  the  inventory  started 

to.  well,  smell.  To 
prevent  further 
spoilage,  they 
resorted  to  eating 
lobster  dinners 
every  night.  (It 
sounds  better 
than  it  was.) 

Triumphantly,  six  months  and  about  eight  gallons  of 
bisque  later,  their  first  order  finally  came. 


www.linkexchanqe.com 


At  MSN  LinkExchange,  there's  nothing 
fishy  about  finding  more  online  customers. 

To  find  new  customers,  they  turned  to  the  marketing  solutions 
at  MSN"  LinkExchange?  As  the  champion  of  small  businesses, 
MSN  LinkExchange  is  making  it  easier  for  online  businesses  like 
TheLobsterNet.com  to  turn  ideas  into  profits.  And  that's  exactly 
what  Lance  and  Phil  started  to  do. 

They  used  ClickTrade,  a  service  where  other  online  businesses 
who  send  customers  to  TheLobsterNet.com  get  a  commission. 
Pretty  soon  click-thru's  to  TheLobsterNet.com  started  coming  fro 
sites  they  never  would  have  thought  of.  One  order  came  from  a 
wedding  chapel  site.  Another  from  a  Florida  golf  supply  site.  A  big 
response  from  the  home  dating  network.  (Nothing  says  lovin'  like  a 
live  lobster.)  Then  they  used  Submit  It!  to  easily  register  "lobster' 
with  dozens  of  search  engines.  So  whenever  someone  types  lobster 
whether  it's  "I'm  looking  for  lobster,"  "I  need  a  picture  of  a  lobster,' 
or  "My  rash  looks  like  a  lobster,"  their  name  pops  up.  They  were  hot 
Dare  we  say,  boiling. 


Lobster  etouffee  is  nice,  but  a 
healthy  portion  of  profit  is  better. 


Lately,  the  guys  from  Maine  boast  50,000  online  visitors  -  ar 
nearly  200  lobster  orders  -  every  month.  For  the  first  time  in  a  Ion 
time,  Lance  and  Phil  are  knee-deep  in  something  other  than  seaweed 

If  you  want  to  find  new  customers,  increase  sales,  and  build 
awareness  all  on  a  shoestring  budget,  go  to  www.linkexchange.ci 
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<±|9N  LinkExchange 


Create  your  own  small  business  success  story. 


©1999  Microsoft  Corporation.  All  rights  reserved.  Microsoft,  LinkExchange,  MSN,  and  Whore  do  you  want  to  go  forJay?  are  either  registered  trademarks  or  trademarks  of  Microsoft  Corporation  in  the  U.S.  and/or  other  countriH  jQ] 
Other  products  and  company  names  may  be  trademarks  of  their  respective  owners. 
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BALL 


IT  EXACTLY  WHAT 

IUD  CALL  A  WEAK  SISTER 

1 5  DeBartolo  is  about  to  lose  the  49ers  to  sibling  Denise 


Bight  almost  as  familiar  to  San 
cisco  49er  fans  as  a  diving  touch- 
1  by  Jerry  Rice:  the  DeBartolos 

heads.  The  final  battle  between 

iwners  of  the  team — Edward  J. 

olo  Jr.  and  his  sister,  Denise  De- 

Ybrk — may,  however,  be  just 

\tT. 

■  two  months  of  fighting  behind 
Bed  doors  of  a  feileral  court  in 
nd,  word  leaked  on  July  30  that 
tive  deal  has  been  reached.  Ed- 
e  quickly  dismissed  the  report  as 

■  tion,  and  any  pact  must  be  ap- 
I  by  the  federal  judge.  But  insid- 
1  that  by  mid- August,  York,  the 
fold  head  of  the  family's  Youngs- 
f»hio)  real  estate  holding  company, 

Ik  away  with  one  of  the  most 
franchises  in  sports. 
52-year-old  brother,  Eddie,  cur- 
nuined  by  the  NFL  from  operat- 
I  team  he  has  run  since  1977,  will 
me  some  key  real  estate  assets 

f;k  valued  at  an  estimated  $120 
sources  say.  And  the  settlement 
1  >en  the  way  for  construction  of  a 
lllion  stadium  and  retail  complex 
i  considered   key  to  the  team's 
.■ni  survival. 
jjr  WEAK."  That  would  end  a  fam- 
e    that  has  raged  since  Edward 
J  olo   Sr.,    father   of  Eddie   and 
>s    died  in  1994.  It  really  got  vi- 
siter late  1997  when  the  National 
111  League  forced  Eddie  to  step 

■  li'ter  a  wide-ranging  federal  in- 


of  bribery   ill    Louisiana's 

industry  led  to  his  indictment 

ling  $400,000  to  secure  a  casino 

Eddie  pleaded  guilty  in  1998, 

million  in  fines,  and  agreed  to 
against  former  Louisiana  Gov- 
dw  in  W.  Edwards. 
considers  say  the  internecine  war- 
significantly  worsened  the  I9ers' 
—despite  three  division  champi- 

i|  and  a  Super  Bowl  in  the  past 

lars.  "It's  pretty  weak  fmancial- 

s  Marc  s.  Ganis,  president  of 

based  Sportscorp  Ltd.,  which 

ports  franchises.  lie  figures  the 
routed  last  year  only  from  the 
i  on  it  tiKik  in  expansion  fees  from 


the  new  Cleveland  Browns  franchise. 
With  the  agreement,  the  49ers  would 
be  able  to  move  forward  with  the  new 
stadium  Eddie  had  been  planning  at 
Candlestick  Point,  near  the  team's  ex- 
isting stadium,  according  to  Sam  Singer, 
a  spokesman  for  Edward  J.  DeBartolo 
Corp.  The  stadium  has  been  a  key  issue 
in  the  sibling  dispute.  Eddie  was  to 
have  received  a  $10  million  "work  site 


Eddie  for  varioii.-  deal-   and   for  what 

In-  lister  calls  a  "lavish  lifestyle."  Mill 
Corp.  declined  to  comment,  although  a 
spokesman  Bayt  if  remairu  committed  to 

the  project.  Eddie  claim-  the  money 
from  Mills  was  partly  intended  to  help 
win  voter  approval  in  1W7  for  $100  mil- 
lion in  revenue  bonds  for  the  stadium. 
Denise  and  her  businessman  husband, 
John  York,  who  has  been  running  the 
team — along  with  former  49er  coach  and 
general  manager  Bill  Walsh — have  said 
they  intend  to  find  "an  economically  sen- 
sible" plan  to  build  the  stadium.  They 
also  say  they  will  keep  the  team  in  San 
Francisco.  And  while  their  spokes-man 
maintains  that  the  Yorks  have  no  plans 
to  sell  out,  the  Washington  Redskins 
and  one-year-old  Jack  Kent  Cooke  Sta- 
dium sold  for  $800  million  earlier  this 
year,  and  there  are  plenty  of  newly 
minted  Internet  billionaires  in  the  Bay 


DUELING  DEBARTOLOS:  Insiders  say  the  family  feud  has  hurt  team  finances 


fee"  from  Prince  William  (Ya.)  develop- 
er Mills  Corp.,  and  a  22'*  stake  in  the 
$200  million  mall  that  was  to  have  been 
built  alongside  the  new  facility. 

^.CCUSUlg  Eddie  of  "self-dealing," 
York's  suit  seeks  to  have  his  contract 
with  Mills  voided.  It  also  demands  the 
repayment  of  more  than  $136  million 
that  the  family  corporation  had  lent  to 


Area  who  might  be  potential  buyers. 
\-  tor  Eddie,  he  may  not  be  headed 
for  tin-  showers  just  yet.  He  recently 
sold  his  home  in  the  posh  San  Francisco 
suburb  of  Atherton  for  $5  million  and  is 
moving  to  Tampa.  From  there,  he  is 
expected  soon  to  launch  a  new  sports 
and  entertainment  empire. 
Ronald  Qt\ 
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S  44-year-old  day  trader  in  Atlanta  snaps  and 
murders  12  people.  A  pair  of  teenagers  barge 
Into  Columbine  High  School  in  Littleton,  Colo., 
and  gun  down  12  fellow  students  and  a  teacher. 
In  rural  Arkansas,  a  1-'! -year-old  and  an 
11-year-old  assemble  a  collection  of  10  fire- 
arms and  kill  five  at  an  elementary  school. 
With  each  new  massacre,  America's  outrage 
j ■  un  violence  flames  higher.  A  Harris  Poll  conducted  on 
|'t  and  15  showed  that  T-Wo  of  Americans  now  favor 
I  handgun  controls.  Hoping  to  capitalize  on  this  passion, 
u  atic  Presidential  hopeful  Bill  Bradley  is  demanding 
p  nent  registration  of  every  handgun — a  proposal  that, 
firearms  owners,  raises  the  specter  of  an  outright 
■anwhile,  Chicago,  De- 
ul  more  than  20  other 
nave  filed  lawsuits 
the  firearms  industry 
staggering  toll  of  ur- 
ndgun  violence  and 
ring  hundreds  of  mil- 
dollars  in  damages. 
le  center  of  this  hur- 
are  the  world's  gun 
cturers,  a  diverse 
inging  from  true-blue 
an  brand  names  like 
&  Wesson  and  Colt's 
during  to  foreigners 
ly's  nearly  500-year- 
etta  to  idiosyncratic 
yers  like  W.  S.  Daniel, 
jany  in  Ducktown, 
hat  makes  mail-order 
weapon  kits.  They're 
odent  on  America  as 
Id's  largest  consumer 
market — and  they're 
ning  scared  and  in- 
gly  divided  on.  how 
defend  themselves, 
een  in  this  industry 
and  this  is  the  most 
set  of  circuni- 
ve  ever  seen,"  says 
G.  Momson,  chief  op- 
officer  of  Miami- 
Taurus  International 
■turing  Inc.,  the  U.S. 
Brazilian    handgun 

r  Forjas  Taurus. 

since  George  Wash- 

jstabnahed  the  Springfield  (Mass.)  Armory  to  defend 

ng  republic  has  the  American  gun  industry  faced  a 
•rious  crisis.  Trouble  looms  on  every  front.  Politically, 
ipanies  are  facing  the  prospect  of  a  Big  Tobacco-like 
ui  (if  their  power  in  Washington  and  clout  with  state 
ires,  a  development  that  could  lead  to  tough  new 
ons  that  aren't  riddled  with  loopholes.  While  handgun 
tion  is  still  unlikely,  measures  that  would  make  it 
for  criminals  to  buy  weapons  at  gun  shuws  and  limit 
iber  of  firearms  purchased  at  one  time  seem  more  vi- 
■ry  day. 

My,  gunmakers  are  facing  an  onslaught  of  lawsuits 
n  kirelv  affiird  to  fight,  much  less  lose,  'flies, •  cases 
ed  on  the  controversial  theory   that    manufacturers 


GUN-CONTROL  LEGISLATION. 
LITIGATION.  AN  ANGRY  PUGLIC. 
GUNMAKERS  ARE  FEELING  THE 

HEAT.  A  CLOSE-UP  LOOK  AT 
THE  SECRETIVE  INDUSTRY 


Cover  Story 


are  partially  responsible  for  gun  violence.  Th<  eek 

millions  to  cover  local  government  expenses  for  health  care 
and  policing.  That's  a  scary  prospect  to  many  gun  execu 
lives  because  the  business  is  financially  .diaky.  While  1999  will 
be  a  strong  year,  thanks  in  part  to  fears  of  new  restrictionf 
on  ownership,  most  executives  expect  the  market  to  -teadily 
shrink  over  the  long  term. 

EAST-WEST SPUT.  Together,  these  problems  could  threaten  the 
survival  of  some  companies,  says  Andrew  Molchan,  director  of 
the  National  Association  of  Federally  Licensed  Firearms 
Dealers.  If  some  lawsuits  go  against  the  industry,  many  of  the 
major  producers  "will  be  forced  to  operate  under  bankruptcy- 
court  protection,"  Molchan  predicts. 

The  intense  financial  pressure  bearing  down  on  gunmaker- 

could  have  a  ripple  effect  far 
beyond  the  secretive,  com- 
paratively small  $1.5  billion 
firearms  business.  Fearing 
for  their  survival,  a  break- 
away group  of  bigger,  more 
established  companies  is 
starting  to  show  a  willing- 
ness to  compromise  with  the 
industry's  many  adversaries. 
Located  largely  in  "Gun  Val- 
ley," the  swath  of  Connecti- 
cut and  Massachusetts  where 
the  American  firearms  busi- 
ness was  forged,  this  group 
includes  Smith  &  Wesson, 
Colt's,  and  Mossberg,  among 
others.  Also  in  this  camp  are 
some  foreign-owned  manu- 
facturers such  as  Glock,  an 
Austrian  company  with  U.  S. 
headquarters  in  Atlanta. 

While  these  companies  are 
still  passionate  in  their  be- 
lief that  Americans  have  a 
constitutional  right  to  bear 
arms,  they  are  beginning  to 
drop  their  traditional  hard- 
line opposition  to  any  newr 
form  of  regulation.  A  few  ex- 
ecutives, for  example,  are 
stepping  out  front  and  saying 
they  would  agree  to  tougher 
background  checks  at  gun 
shows.  "I,  for  one,  would  be 
very  much  interested  in  dis- 
cussing fundamental  changes" 
in  the  gun  business,  says 
Alan  I.  Mossberg,  chief  executive  of  Mossberg  Corp.  in  North 
Haven,  Conn.,  the  nation's  second-largest  producer  of  shot- 
guns. "When  guns  get  into  the  wrong  hands,  it  doesn't  help 
the  industry." 

Words  such  as  these  are  heresy  to  many  smaller  manu- 
facturers— not  to  mention  the  politically  formidable  National 
Rifle  Assn.,  led  by  actor  Charlton  Heston.  "1  don't  think  it's  in 
|the  manufacturers'!  best  interests  to  negotiate.  When  the  to- 
bacco companies  talked  about  settlement,  they  begat  more 
lawsuits,"  says  .lames  Baker,  the  \i:\'s  chief  lobbyist.  Th 
views  are  widely  echoed  in  the  other  major  center  of  the  U.S. 
gun  business.  Southern  California.  Headquarters  of  several 
small  manufacturers  of  cheap  Saturday  night  specials,  such  as 
l.orcin  Engineering,  Davis  Industries,  and  Bryeo  Arms,  the 
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4  DIVIDED  CAMP 


Fearing  for  their  survival,  some  of  the  oldest  and 
largest  gun  manufacturers  are  beginning  to  break 
away  from  the  NRA's  hard  line  on  handgun  control. 


THE  HAWKS 


■4  HESTON: 

The  NRA  isn't 
about  to 
back  down 

LORCIN 

ENGINEERING 

Headquartered  in 
Southern  Califor- 
nia's Ring  of  Fire, 
Lorcin  specializes 
in  cheap  Saturday 
night  specials.  Its 
top  seller,  the 
Lorcin  .380,  is 
consistently 
among  the 
Bureau  of  Alco- 
hol, Tobacco  & 
Firearms'  top  10 
crime  guns. 

JENNINGS  COMPANIES  Bryco  Arms,  Davis  Industries, 
and  Phoenix  Arms,  Ring  of  Fire  companies  owned  by  rela- 
tives of  distributor  Bruce  Jennings,  all  sell  inexpensive 
handguns.  Jennings  is  dead  set  against  any  concessions. 
If  manufacturers  were  to  give  opponents  what  they  ask, 
"about  a  year  later,  they'd  be  out  of  business,"  he  says. 

NAVEGAR  Perhaps  the  most  contro- 
versial gun  manufacturer  in  the  U.S., 
Miami-based  Navegar  produced  the 
Tec-9  semiautomatic  pistol  used  in 
the  Littleton  massacre.  CEO  Carlos 
Garcia  (photo  taken  in  1989)  has 
brazenly  publicized  the  "excellent  re- 
sistance to  fingerprints"  provided  by 
the  Tec-9's  coating. 

West  Coast  wing  of  the  industry  tends  to  oppose  any  con- 
cessions at  all  (page  67). 

Many  foreign  makers,  such  as  Beretta  and  Forjas  Tauras, 
are  also  taking  a  hard  line.  And  given  that  imports  account 
for  about  30%  of  U.S.  handgun  sales,  including  key  contracts 
with  the  U.S.  military  and  many  police  departments,  their 

views  count.  "At  this 
point,  we  plan  to  set- 
tle this  by  winning 
these  lawsuits,"  says 
Jeff  Reh,  general  counsel  and  vice-general  manager  of  Beretta 
USA  Corp.  in  Accokeek,  Md. 

BIG  YEAR.  Because  nearly  all  of  the  major  manufacturers  are 
privately  held  and  shrouded  in  secrecy,  little  is  publicly  known 
about  their  revenues,  profits,  lobbying,  or  other  inner  workings. 
But  for  at  least  a  decade,  the  domestic  firearms  market,  while 
highly  cyclical,  has  been  in  a  slow  retreat,  largely  because  of  a 
decline  in  hunting.  U.  S.  gun  production  peaked  at  5.7  million 
guns  in  1980;  it  averaged  around  4  million  units  annually  be- 
tween 1995  and  1997,  the  most  recent  years  for  which  federal 
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That's  considered  treachery  by  smaller  players  on 
West  Coast,  in  Florida,  and  elsewhere.  A  few  key 
members  of  each  camp: 


THE  DOVES 


SMITH  &  WESSON  A  division  of  Britain's  Tomkins, 
the  largest  U.S.  producer  of  handguns.  While  Smith 
Wesson,  like  other  manufacturers,  has  angered  hanc 
gun-control  advocates  by  selling  easy-to-conceal 
known  as  "pocket  rockets,"  it  was  also  among  the  fir 
to  ship  child-safety  locks  with  its  products. 

COLTS  MANUFACTURING  Fou 

in  1836,  the  company  whose  .44 
volver  helped  win  the  West  is  now 
trying  to  lessen  its  dependence  on 
the  types  of  guns  typically  used  in 
crimes  and  is  branching  into  new 
markets.  President  Steve  Sliwa  is 
promoting  its  prototype  "smart  gu 
which  can  only  be  fired  by  the  owi 

GLOCK  The  largest  importer  of  handguns  into  the  U 
the  Austrian  company  joined  Smith  &  Wesson  in  prel 
inary  peace  talks  in  June  with  Philadelphia  Mayor  Ec 
ward  Rendell,  who  launched  one  of  the  first  municip 
lawsuits  against  the  industry. 
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fcom 
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data  are  available.  "We  are  a  veiy  mature  industry,  and 
all  fighting  for  a  very  finite  amount  of  business,"  says  Mo  it 

Despite  its  small  size,  the  gun  market  is  fiercely  co 
tive.  In  1997,  Smith  &  Wesson,  the  leading  handgu 
ducer,  grabbed  just  19%  of  the  handgun  business.  The  r 
largest  domestic  producers  split  up  36%  of  the  ma 
leaving  a  healthy  45%  for  imports  and  more  than  4< 
small  producers.  Such  a  crowded  field  means  margins 
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row  and  profits  modest.  Sturm,  Ruger  &  Co.,  the  on  . 
ducer  publicly  listed  in  the  U.  S.,  earned  just  $23  mil  ™ 
sales  of  $212  million  last  year — and  some  of  that  st<  I 
from  its  $67  million  nongun  businesses.  And  Ruger,  be  b 
or  not,  is  considered  among  the  most  profitable.  Colt's,  g.. 
sank  into  bankruptcy  in  1994,  had  profits  of  about  $6  . 
on  sales  of  $96  million  last  year.  "This  is  not  a  busine  r  J, 
want  to  get  into  if  you  want  to  make  a  lot  of  money," 


Elizabeth  Saunders,  owner  and  president  of  America 
ringer  Corp.,  a  small  Waco  (Tex.)  producer  of  handgu 


Ironically,  1999  is  shaping  up  as  a  gangbuster  yes* 
surge  is  being  driven  by  prospects  of  harsher  gun  conti 
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SMITH  I  WESSON  .38        I  LORCIN  380 


TYPE 

SMITH  &  WESSON  .38  PISTOL 
LORCIN  ENGINEERING  .380  PISTOL 
STURM  RUGER  9mm  PISTOL 
RAVEN  ARMS  .25  PISTOL 


mi    thai  V2K  will  prompt  a 

ietal  breakdown.  Problem 

many  of  these  customers  have 

I  their  weapons,  they  aren't 

i  come  hack  SOOn.  Indeed,  the 

datory  of  the  tfim  business  has 

roller  coaster,  with  peaks  dri- 
fears  of  gun  control.  The  last 

Iter  mark,  in   1993-94,  is  at- 

|  to  Pn  Bident  Clinton's  gun- 

efforts.  But  that  was  followed 

•e  straight  years  of  decline  in 

aroduction  plunged  over  30%. 

vear  will  be  a  disaster,"  pre- 

rmer  industry  lobbyist  Richard 

nan,  who  expects  sales  to  drop 

MSI  a  third. 

'UALizers.  Because  of  these 
prospects,  the  industry  is  des- 

/  reaching  out  for  new  mar- 
has  heavily  promoted  cowboy 

.hooting,  in  which  participants 

p  in  rodeo  costumes  and  reen- 

nes  from  the  Wild  West,  re- 

fith  gunfire.  It  is  also  trying 

nore  weapons  to  women.  One 

doneers  was  Derringer's  Saun- 

■lo  in  1989  introduced  the  Lady 

;er,  the  first  handgun  designed 

toman.  With  such  touches  as  a 

lie  ivory  handle  and  a  bur- 
ase,  it  became  an  overnight 
m  and  spurred  development 
.ady  Colt  and  Lady  Beretta. 
women  now  account  for  about 
the  gun  market.  Based  on  the 
that  more  people  would  buy 

there  were  less  danger  of  children  accidentally  mis- 
em,  Colt's  is  also  speeding  ahead  with  development  of 
1  smart  guns,  which  can  only  be  fired  by  the  owner, 
r  companies  are  looking  outside  the  gun  market. 
it  (Conn.)-based  Ruger,  for  example,  in  1994  diversi- 
)  making  titanium  golf  club  heads.  Smith  &  Wesson 
ned  stores  in  Springfield,  Mass.,  and  elsewhere  to 
ine  of  clothing.  Still  other  companies  are  trying  to  get 
he  business  altogether.  "It's  no  secret  what's  for 
ys  one  industry  executive.  "Everything."  But  until  the 
's  political  and  legal  woes  ease  up,  no  one  is  going  to 
.  "Who  would  buy  one  of  these  businesses  if  you 
ow  your  continuing  liability?"  says  one  New  York  in- 
\t  banker. 


THE  CRIME  WORLDS 
_WEAP0NS  OF  CH0ICE_ 

Top  guns  traced  to  crimes  in  1998 


***i     jp' 


How  far  will  the  legal  and  regula 
attack  on  the  Industry  go?  At 

tin     point   it'    hard  to  te||.  In  the  p 
the  political  clout  of  the  I  mil 

lion  members  hai  ah*  ned  that 

most  federal  gun  regulation-  are  -hot 
through  with  loophole.-.  Manufact 
have  managed  to  sidestep  the  1994 
assault-weapons  ban,  for  example,  by 
making  minor  design  modifications  on 
their  weapons. 

Now,  Congress  is  working  on  gun- 
control  measures  again — but  their  out- 
come Is  far  from  clear.  Senate  and 
House  lawmakers  began  meeting  the 
first  week  of  August  to  hammer  out 
differences  between  their  bills.  The 
final  measure,  expected  in  the  fall, 
likely  will  include  criminal-background 
checks  for  purchasers  at  gun  shows 
and  flea  markets  and  require  that 

"0"„.r.H.!!T.'"':.^"™™."'F" 4'.rf4         vendors  verify  their  identities  to  gun- 

MOSSBERG  12-GAUGE  SHOTGUN  3,970         show  promoters.  Congress  also  will 

call  on  the  Federal  Trade  Commis- 

SMITH  &  WESSON  9mm  PISTOL  3,968         sjon  to  stU(jy  whether  gun  marketing 


NO.  OF  TRACES 


8,096 
5,746 
4,594 
4,520 


SMITH  &  WESSON  .357  PISTOL 
DAVIS  INDUSTRIES  .380  PISTOL 
MARLIN  .22  RIFLE 


3,849 
3,350 
3,235 


DATA:  BUREAU  OF  ALCOHOL.  TOBACCO  &  FIREARMS 


MARLIN  .22 


illegally  targets  youngsters. 

A  much  bigger  threat  to  the  in- 
dustry comes  from  the  2000  Presi- 
dential race,  in  which  Vice-President 
Al   Gore  and  former  Senator  Bill 
Bradley  have  made  gun  control  a  key 
plank  in  their  Democratic  campaign 
platforms.  Gore  has  responded  to 
Bradley's  sweeping  proposal,  calling 
for  nationwide  gun  licensing,  limiting 
gun  purchases  to  one  a  month,  and 
making  trigger  locks  mandatory.  Risk- 
ing the  key  suburban  swing  vote,  Bush  has  largely  adopted 
the  nra  line,  supporting  instant  background  checks  for  gun 
shows  and  stricter  enforcement  of  existing  laws  (page  68). 

The  outcome  of  the  lawsuits  filed  by  cities  is  also  hard  to 
handicap.  The  cases  are  based  on  the  innovative  legal  theo- 
ry that  the  gunmakers  are  somehow  responsible  when  a 
third  party  uses  their  product  to  maim  or  kill.  How  so?  By 
allegedly  distributing  guns  to  people  who  the  companies 
should  know  are  likely  to  use  them  for  criminal  purposes. 
This  argument  is,  at  best,  problematic.  For  starters,  the 
gunmakers  point  out  that  most  of  them  sell  strictly  to  dis- 
tributors and  so  don't  come  into  contact  with  rogue  dealers. 
But  even  assuming  that  wasn't  the  case,  the  manufacturers 
are  still  only  suppliers.  They  don't  pull  the  trigger.  Thus,  they 


GUN  RESTRICTIONS:  WHAT'S  ON  THE  TABLE 


1NG  PERIOD  Lawmakers  want  to  close  a  loophole 
l'  ng  firearms  to  be  sold  at  gun  shows  without  a  crim- 
■ackground  check  on  the  buyer.  The  Senate  has  ap- 
d  a  three-day  waiting  period  and  background  check 
t  shows.  The  House  will  push  for  weaker  measures. 


:.', 


«ES  AND  REGISTRATION  Vice-President  Al 
and  former  New  Jersey  Senator  Bill  Bradley  would 
'e  all  handgun  owners  to  pass  a  basic  safety 
e  and  be  licensed  before  they  could  buy  a  hand- 
Bradley  also  would  seek  to  have  privately  owned 
juns  registered  with  the  government. 


ENFORCEMENT  Texas  Governor  George  Bush  and  mil- 
lionaire publisher  Steve  Forbes,  who  are  vying  for  the 
GOP  Presidential  nomination,  say  what's  needed  is  better 
enforcement  of  existing  laws.  The  NRA  agrees  with  them. 

FEDERAL  OVERSIGHT  Some  gun-control  advocates 
want  to  subject  guns  to  consumer-protection  laws.  That 
would  mean  that  the  government  could  order  a  recall  of 
defective  guns  or  fine  a  manufacturer  for  a  product  that 
doesn't  meet  minimum  standards.  Repeated  attempts 
to  bring  guns  under  the  purview  of  the  Consumer  Prod- 
uct Safety  Commission  have  failed  in  Congress. 
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HOW  ONE  GUN  GOT  INTO 
THE  WRONG  HANDS 

• 

It's  rare  for  gun  manufacturers  to  market  directly  to 
consumers.  Instead,  firearms  roll  off  the  assembly 
line  into  a  complex  network  of  retail  dealers,  whole- 
sale distributors,  and  lightly  regulated  gun  shows. 
Here's  the  path  authorities  claim  was  allegedly  taken 
by  the  Tec-9  used  by  the  shooters  in  the  massacre  at 
a  high  school  in  Littleton,  Colo.,  in  May: 


J  One  of  the  most  lethal 
firearms  civilians  can 
own,  the  Tec-9  was  made 
by  Navegar  in  Miami.  The 
manufacture  of  the  semi- 
automatic pistol  was 
banned  by  Congress  in 
1994,  but  thousands  re- 
main in  circulation. 


2  The  gun  was  sold 
about  five  years  ago  to 
Zanders  Sporting  Goods  in 
Baldwin,  III.  Like  most 
wholesalers,  it  offers  a 
wide  range  of  sporting 
equipment,  from  buck 
knives  to  shotguns  to 
ammunition. 
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argue,  they  can't  be  held  legally  liable  for  any  shooting 
deaths. 

Still,  the  legal  pressure  on  the  industry  intensified  last  Feb- 
ruary when  a  federal  jury  in  Brooklyn,  N.  Y.,  in  Hamilton  vs. 
Accu-tek  found  15  gun  manufacturers  responsible  for  negligent 
distribution.  True,  only  three  companies — including  Beretta 

and  Taurus — were  or- 
dered to  pay  damages. 
But  it  was  the  first 
time  a  jury  had  ever 
held  the  industry  responsible  for  distribution  practices. 

The  case  featured  testimony  from  Robert  Hass,  a  former 
vice-president  for  marketing  at  Smith  &  Wesson,  who  claimed 
executives  could  have  stemmed  the  underground  distribution 
of  guns  in  cities.  He  testified  that  manufacturers  could  easily 
cut  off  retailers  that  repeatedly  make  multiple  sales  of  guns 
or  have  many  crime  guns  traced  to  them,  "in  the  same  way  a 
retailer  would  be  cut  off  who  broke  price  [agreements]." 
U.S.  District  Judge  Jack  B.  Weinstein  agreed  and  didn't 
mince  words  about  the  industry's  responsibility.  Concluded 
Weinstein:  "It  is  the  duty  of  manufacturers  of  a  uniquely 
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am 


5  Manes 
resold  tl 
Tec-9  for  $5 
to  Littleton 
shooters  Eric  I 
Harris,  left,  ;  m 
Dylan  Klebol 
whom  he  me  I 
through  a  co 
mon  friend. 


hazardous  product,  designed  to  kill  and  wound  human 
to  take  reasonable  steps ...  at  the  point  of  sale  to  prims  fe, 
tributors"  to  prevent  their  misuse. 

The  manufacturers  are  appealing  the  verdict.  Ulti 
Harvard  Law  School  Professor  W  Kip  Viscusi  doesn't 
the  law  is  on  the  plaintiffs'  side.  But  Viscusi,  who  watcl  j^Z 
tobacco  litigation  closely,  warns  that  may  not  matt  tg^' 
you  get  enough  of  these  claims  lodged  against  you,  ; 
need  is  one  jury  getting  mad  at  you."  In  today's  enviro 
with  mass  shootings  a  regular  affair,  that  hardly  st 
stretch.  And  given  gun-industry  finances,  even  one 
would  be  cause  for  panic. 

NO  LEADER.  That's  why  gun  companies  may  be  willing 
promise  over  their  own  distribution  practices.  It  would  n 
them  much  to  weather  a  crackdown  on  abuses.  National 
ing  Sports  Foundation.  President  Robert  T.  Delfay 
criminal  use  of  firearms  accounts  for  "far  less  than 
the  guns  and  ammunition  sold.  Already,  many  favor  beeij 
the  chronically  underfunded  Bureau  of  Alcohol,  Tob; 
Firearms,  which  regulates  gun  sales.  "These  [rogue]  r€iD 
ought  to  be  prosecuted  and  closed  down,  in  capital  k 


i 
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■Ml' that  means  the  \u  needs  more  help,  we  need 

them  more  help."  The  nssf  also  Btrongly  backs  manda 

round  checks  at  gun  shows    another  big  loophole. 

en   the  gulf  between   the  industry  and   its   toes, 

tlemenl  will  be  a  tough  Blog.  For  starters,  the  plaintiffs 

coalesced  enough  to  choose  a  leader  with  whom 

ppaniee  can  negotiate,  if  they  were  BO  inclined.  And  de- 

lentative  overtures,  "it  would  be  very  difficult,"  says 

VOWing  the  industry  "absolutely  will   not   agree  to 

Bndal  settlement."  Meanwhile,  the  NRA  has  already  got- 

states  to  pass  laws  preempting  local  government  suits 

in  double  the  number  next  year. 
challenge  of  making  peace  with  handgun-control  advo- 


uiii  be  made  more  difficult  by  the  deep   plil 

main  line   companies   and    militant    neWCOmi  • 

dominated  by  the  older  companie  .    uch  a      mil  I 

Remington,  and  Mo    berg,  thai  have  lonj 

Bober  marketing  campaigns.  Bui  thai  image  has  been  undercul 

by  mavericks  such  a.-  Miami-based  Navegar,  best  known  (bl 
Tec-!)  assault  pistol,  and  W.S.  Daniel,  which  offers  lull  Metal 
•Jacket  and  Streetsweeper  models,  drawing  howl.-  from  . 
control  activists.  Not  only  do  these  companies  not  belong  to 
the  NSSF,  they  have  even  been  banned  from  -bowing  BOme  of 
their  guns — and  their  provocative  ads — at  the  NSSF's  Shot 
Show  in  Atlanta,  the  world's  largest  gun  trade  fair. 
Now,  things  are  looking  grim  for  the  upstart  maker-  of 


NO  SURRENDER  FROM  MR.  SATURDAY  NIGHT  SPECIAL 


l#hile  America's  East  Coast 
W  firearms  Establishment  is 
¥  starting  to  break  away  from 
National  Rifle  Assn.'s  hard  line 
cun  control,  one  segment  of  the 
istry  is  unlikely  ever  to  accept 
promise.  Says  Bruce  L.  Jen- 
(s:  "There  will  not  be  any  con- 
ions  from  the  West 
st  people." 

Innings  should  know, 
has  long  served  as 
unofficial  spokesman 
i  feisty  group  of  in- 
ry  upstarts,  many  of 
■h  were  started  and 
by  members  of  his 
ly.  These  outfits. 
*h  include  Phoenix 
is,  Davis  Industries, 
in  Engineering,  and 
:o  Arms,  are  often 
tred  to  as  the  Ring- 
ire  companies  be- 
e  they  are  based  in 
suburbs  encircling 
Angeles.  Their  spe- 
:y:  churning  out  easi- 
mcealed,  small-cal- 
weapons  at  prices 
ing  around  $50.  Jen- 
s  calls  them  "afford- 
"  guns.  Law  enforce- 
t  officials  call  them  "junk  guns," 
Saturday  night  specials." 
>PENING.  This  maverick  wing  of 
gun  industry  got  its  start  in  the 
•  of  the  1968  Gun  Control  Act, 
'h  included  measures  to  restrict 
pensive  European  imports  by  es- 
shing  quality  and  safety  bench- 
es. Jennings'  late  father,  Geo 
ted  an  opportunity  for  a  dome.-- 

tanufacturer  to  make  the  same 
of  weapons.  In  1970,  George 

ings    converted  his  California 
A  machine  shop,  which  had  made 
;  >  for  the  aerospace  industry,  to 
UCe  an  inexpensive  .26  caliber 


pistol  of  his  own  design,  the  Raven. 
The  little  gun  was  a  hit — and  quickly 
spawned  many  imitators. 

Bruce  Jennings,  a  onetime  gunmak- 
er  who  now  owns  a  gun  distributor- 
ship in  Nevada,  sees  himself  and  the 
California  manufacturers  he  repre- 
sents as  apart  from  the  mainstream 


it 


One  plan 
file  for  ba 


would  have  the  Ring  of  Fire  gunmakers 
nkruptcy  and  let  things  blow  over 


companies.  None  of  the  West  Coast 
companies  belongs  to  the  National 
Shooting  Sports  Federation,  a  major 
industry  group  that  boasts  1,600 
members,  including  400  makers. 

Nor  are  the  Ring  of  Fire  compa- 
nies sought  after  to  join  up.  Because 
they  cater  unabashedly  to  their  price- 
conscious  customers,  the  hawkish 
companies  can  be  "their  own  worst 
enemies  [whose]  marketing  reinforces 
the  impression  they  are  targeting  the 
criminal  element,"  says  Robert  T 
Del  fay,  president  of  the  National 
Shooting  Sports  Foundation. 

Jennings  dismisses  any  peace  nego- 


tiations with  gun-control  forces  as  un- 
productive at  best  and  traitorous  at 
worst.  Measures  such  as  limiting  buy- 
ers to  one  purchase  a  month  or  im- 
posing a  three-  to  five-day  waiting 
period  before  a  gun  can  be  purchased 
are  aimed  at  shutting  down  gun 
shows,  he  says.  And  without  gun 

shows,  there  would  be  no 
gun  collectors.  "It  would 
be  just  like  shutting 
down  doll  show's,"  he 
says.  "Having  a  doll  col- 
lection would  be  meaning- 
less because  there'd  be  no 
way  to  buy  or  sell  them." 
TIME  OUT?  Bankruptcy  is 
the  likely  way  many  of 
the  West  Coast  companies 
will  deal  with  any  litiga- 
tion. "It  doesn't  mean 
they'll  be  gone  forever," 
Jennings  says.  "They  can 
file  for  bankruptcy,  dis- 
solve, go  away  until  the 
litigation  passes  by,  then 
reform  and  build  guns  to 
the  newr  standard — if 
there  is  a  new  standard." 
Lorcin  and  Davis  have  al- 
ready filed  for  bankruptcy. 

This  strategy  may  be 
ethically  questionable,  but 
there's  a  certain  logic  to  a  bankruptcy 
game  plan.  It  would  avoid  or  reduce 
any  potential  settlement  costs  with 
the  cities  and  private  plaintiffs  that 
have  sued  the  industry,  not  to  men- 
tion millions  of  dollars  in  attorney's 

More  important,  the  move  would 
consolidate  all  the  municipal  lawsuits 
under  local  bankruptcy  judges,  who 
are  apt  to  be  more  lenient  than  juries. 

Authorities  have  tried  to  rein  in 
the  King  of  Fire  before,  [f  Jenni' 
has  his  way.  they'll  be  no  more  suc- 
cessful this  time. 

By  Larry  A 
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cheaper  weapons.  Since  1994,  Navegar's  production  has 
plunged  over  60%.  In  the  same  period,  output  at  the  Ring  of 
Fire  companies — including  Lorcin,  Davis,  and  Bryco — has 
dropped  75%,  says  Garen  J.  Wintemute,  who  has  long  studied 

them  *as  director  of 
the  Violence  Preven- 
tion Research  Pro- 
gram at  the  Universi- 
ty of  California  at  Davis.  California,  meanwhile,  is  soon 
expected  to  approve  tougher  standards  for  guns  made  or 
sold  in  the  state.  The  bill  "would  outlaw  most  of  the  guns 
made  by  these  companies,"  says  Wintemute. 

The  future  has  never  been  more  uncertain  for  America's 
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oldest  manufacturing  industry.  Feldman,  the  former 
try  lobbyist,  figures  it's  now  conceivable  that  "the  i 
handguns  could  be  outlawed."  Asked  if  he  was  w 
about  such  a  threat,  Stephen  Sanetti,  Sturm  Ruger's  g 
counsel,  concedes  that  this  is  a  national  "cultural  de 
Adds  Sanetti,  fatalistically:  "If  the  will  of  the  peopl< 
tighten  up  on  gun  laws,  then  so  be  it.  If  the  law  is  ch; 
we  will  follow  the  law."  It  isn't  the  kind  of  defia 
sponse  you  might  expect  from  a  gun  executive.  But 
realistic  admission  that  this  business  has  lost  much  c 
over  its  future. 

By  William  C.  Symonds  in  Boston  and  Lorraine  W 
and  Susan  Garland  in  Washington,  with  bureau  repo 


rhey  were  gleeful  over 
at  the  Democratic  Na- 
tional Committee  on 
July  23.  That's  when 
Richard  E.  Dyke,  Maine  fi- 
nance chairman  for  Texas 
Governor  George  W.  Bush's 
Presidential  bid,  abruptly 
resigned  after  reporters  be- 
gan quizzing  him  about  his 
business  dealings.  Dyke's 
company,  Bush- 
master  Firearms 
Inc.,  is  notorious 
for  using  loop- 
holes to  sidestep 
a  1994  federal 
ban  on  assault  ri- 
fles. To  avoid  a 
furor,  Dyke 
stepped  down. 

It  was  another 
casualty  in  the 
political  gun 
wars.  The  fuss 
didn't  give  much 
pause  to  the 
Bush  juggernaut, 
but  it  gave  Dem- 
ocrats an  early 
chance  to  use  the 
Texan's  gun  record  as  target  practice 
for  Campaign  2000.  As  the  public  re- 
coils from  a  new  wave  of  gun  vio- 
lence, tougher  gun  laws  could  be- 
come a  centerpiece  of  the  political 
debate  this  election  season. 

Millions  of  votes  may  be  in  play, 
especially  those  of  women.  In  mid- 
July,  more  than  60%  of  women 
polled  by  the  nonpartisan  Pew  Re- 
search Center  said  a  member  of 
Congress  who  had  voted  against  gun 
control  didn't  deserve  reelection.  The 
Pew  poll  found  that    oters  of  nearly 
all  stripes  favor  gun  t  >ntrol:  Minori- 
ties, college  grads,  the  elderly,  and 
those  making  more  than  $75,000  a 
year  are  more  likely  to  oppose  a 
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background  checks  at  gu 
shows. 

He's  walking  a  narrow  " 
line.  To  appeal  to  conser   : 
tives  in  primary  states, 
Bush  must  stress  his  pre 
gun  bona  fides.  But  that 


Bush's  pro- 
gun  views 
could  hurt 
him  in  the 
long  run 


pro-gun  candidate.  Says  Pew  Direc- 
tor Andrew  Kohut:  "The  best  one 
can  do  if  one  is  an  opponent  of  gun 
control  is  hope  the  issue  doesn't 
come  up." 

Not  a  chance.  Gore  already  is  ex- 
ploiting what  he  sees  as  a  vulnerabili- 
ty in  Bush's  otherwise  unflappable 
campaign.  In  May,  Gore  cast  a  dra- 
matic tie-breaking  vote  to  pass  a 
Senate  measure  that  would  require 
background  checks  for  people  buying 
weapons  at  gun  shows.  On  July  12, 
he  followed  up  with  a  plan  that  calls 
for-  a  three-day  waiting  period,  a  ban 
on  "junk"  guns  commonly  used  in 
crimes,  mandatory  trigger  locks, 
stiffer  penalties  for  illegal  sales,  and 
a  national  licensing  system. 
NARROW  LINE.  In  contrast,  Bush  has 
signed  bills  that  make  it  easier  to 
legally  carry  concealed  weapons  and 
tougher  for  localities  to  sue  gunmak- 
ers.  The  "compassionate  conserva- 
tive" echoes  the  National  Rifle  Assn. 
refrain:  Better  enforcement  of  exist- 
ing laws,  not  new  rales,  is  the  an- 
swer to  crime.  Yet  even  Bush  is 
quick  to  boast  of  gun-control  mea- 
sures he  has  enacted — including 
tougher  penalties  for  selling  guns  to 
kids — and  his  support  of  instant 


spic 


could  cost  him  in  the  ger  ' 
al  election.  Hard-liners  a   ' 
ready  detect  some  waffli 
Larry  Pratt,  executive  d: 
rector  of  the  u 
traconservativ< 
Gun  Owners  o 
America,  fears 
Bush  will  wim 
out.  "He  seem 
to  be  trying  tc 
avoid,  deftnitioi 
Pratt  fumes 

Pro-gun  foil* 
argue  that  fall 
from  gun  viole 
can  actually  en 
both  ways.  Afl  * 
all,  nra  memb  ■  ^ '-» com 
ship  and  dona-  "« mo 
tions  spiked  2(  Wei 
after  the  Littl.  "it's 
ton  massacre.  ^ofAi 
And  the  nra  \  i;  - 
a  huge  victory  this  spring  when  tl  «» it  e 
House  killed  a  Clinton  proposal  to  ^ 


Democrats 
are  confident 

have 
a  defining 
issue 


Amer 


clamp  down  on  gun-show  sales. 


Still,  that  win  might  be  the  last  ■export 
for  a  while.  On  July  30,  the  House  *}ttn 
backpedaled  from  its  earlier  hard  * 
line  and  told  conferees  to  accept  g* 
show  background  checks  in  talks    "' 
with  the  Senate  on  a  final  bill.  As  ■ 
such,  Democrats  are  convinced  ths B 
they  have  found  a  wedge  issue  th: (' 
could  help  them  retain  the  White  lr 
House  and  maybe  even  regain  the  «tlj ,  r 
House.  The  gop  worries  that  they  fcabroj, 
may  be  right. 

By  Lorraine  Woellert  in  Washii l 
ton,  with  Richard  S.  Dunlmm  in 
Austin,  Tex. 


i\\ 
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COMMENTARY 


By  Brian  Bremnei 

GUNS  ARE  WOUNDING  AMERICA'S  IMAGE  ABROAD 


he  images  arc  graphic,  hearl 

rending,  and  all  too  familiar. 
The  victims'  bodies.  The  grainy 

0  of  tlif  killer.  The  funerals, 
weeping  survivors.  The  drama 
e  Atlanta  mas-acre  perpetrat- 
y  a  disgruntled  day  trader 

itself  out  endlessly  on  the 
ision  screens  of  America.  But 
-omething  that  Americans 

1  forget.  The  rest  of  the  world 
itching,  too,  and 
lering  what  kind  of 
e  model  America 
ally  is. 
i  Americans  debate 

renewed  passion 
jros  and  cons  of  gun 
*ol,  they  should  re- 
ber  what  an  impact 
issue  has  overseas, 
ign  countries  love 
:  things  American. 
transoceanic  tri- 
l  of  American  mar- 
tg  icons  such  as 
,  Coke,  and  Levi's  is 
tar  stuff.  Of  more 
it  vintage  and  far 
•  significant  is  the 
ual,  grudging  adop- 
of  America's  eco- 
,c  icons.  It  involves 
nil  range  of  share- 
NT  rights,  individual- 
and  the  energizing, 
(formative  power  of  free  mar- 
,  No  country  has  swallowed  this 
rican  model  whole,  and  many 
Jii  leaders  are  still    ipposed  to 
it  it's  fair  to  say  that  the 
uric  of  American  economic  free- 
,is  asserting  a  greater  pull  over- 
than  it  ever  has  done  before. 
.    vision  of  capitalism's  benefits  is 
>f  the  great  American  psycho- 
il  exports. 

»LY  BY-PRODUCT.  Hul  then 
Mb  Atlanta.  And  Littleton,  Colo., 
je  two  teenagers  shot  and  killed 
■nates.  And  other  mayhem  in 
Shopping  malls,  city  streets, 
KiamletS  of  America,  much  of  it 

;,|d  by  the  widespread  ownership 
j  ns.  That  vision  of  violent  Amer- 
ihtly  corrodes  the  country's  in- 

Ice  abroad.  When  Europeans  and 

is  see  these  frightening  images, 
!  are  not    just  seeing  terrible 

dies.  They  are  also  Beeing  e\  i 

(  !  that   America's  fanatical  ob 


sion  with  open  market  -  and  personal 
freedoms  can  have  a  deadly  by-prod- 
uct that  no  self-respecting  french- 
man or  Japanese  would  ever  want  in 
his  land.  And  if  the  American  way 
can  be  fatal,  why  adopt  any  part  of 
the  American  way  at  all? 

Sure,  such  sentiments  may  be 
grossly  unfair  and  simplistic.  For 
starters,  Europeans  and  Asians  of- 
ten love  the  graphic  cinematic  vio- 


The  outcome  of  the  gun  debate  could  help 
determine  how  the  world  accepts  the  U.S. 


lence  that  Hollywood  projects  on 
screens  around  the  world.  And  de- 
spite the  horrifying  events  in  At- 
lanta, crime  rates  in  America  have 
actually  fallen  to  1973  levels,  gun 
control  or  no  gun  control.  The  long 
economic  expansion  delivered  by 
free  markets  has  helped  drive  those 
crime  rates  down.  Meanwhile,  crime 
is  rising  in  Europe  and  Japan,  al- 
though to  nowhere  near  U.  S. 
levels. 

But  in  the  electronic  echo  cham- 
ber of  the  global  mass  media,  such 
rational  arguments  easily  crumble 
before  the  repeated  images  of  real- 
world  American  violence.  The  horror 
those  images  provoke  W'vth  the  la- 
tent fear  and  resentment  of  America 
that  exists  in  many  quarters  of  the 
world- 

Many  leaders  hostile  to  U.S.  in- 
tluence  are  read)   to  exploit  that 
fear.  In  Malaysia,  one  writer  in  the 
New  Sh i/<l(ii/  Times,  deflecting  U.S. 


criticism  of  the  trial  of  ■"■.  Deputy 
Prime  Minister  Anwar  Ibrahim, 

wondered  why  anyone  would  listen 
to  these  objection.-,  considering 
where  they  came  from.  "In  the 
I '.  S.,  there  are  as  many  gun-  as 
there  are  7-Eleven  outlets,"  he 
quipped,  adding  that  possession  of 
illegal  firearms  can  earn  you  the 
death  penalty  in  Malaysia. 
bloody  coverage.  The  stakes  get 
much  bigger  when  you 
look  at  Japan  and  Eu- 
rope. There  are  vital 
U.  S.  economic  interests 
in  seeing  these  trading 
partners  embrace  global- 
ization. Yet  in  Tokyo,  the 
more  ghastly  U.  S.  crime 
stories  get  more  media 
coverage  than  the  news 
of  America's  record 
gross  domestic  product. 
It's  small  wonder,  then, 
that  the  most  conserva- 
tive elements  of  Japan- 
ese society  are  ambiva- 
lent about  U.  S.-style 
reform.  "We  want  to 
change,  but  not  to  the 
winner-take-all  American 
system,"  says  one  insider 
at  the  Finance  Ministry. 
That's  the  type  of  sys- 
tem, in  the  eyes  of  many 
Japanese,  that  also  un- 
leashes violence  indiscriminately. 

The  truth  is,  many  people  over- 
seas think  there  is  something  a  bit 
off  in  the  U.  S.  circa  1999.  Yes,  the 
U.  S.  economy  has  had  a  terrific  run. 
But  that  doesn't  expunge  the  revul- 
sion at  the  permissive  U.  S.  gun  laws 
that  allow'  deranged  individuals  to 
kill  innocents.  It's  time  for  Ameri- 
cans, regardless  of  their  political 
persuasion  on  gun  control,  to  take 
into  account  how  the  world  B< 
them.  Europeans  and  Asians  know 
theyr  are  going  to  have  to  accept 
American  influence.  But  they  want 
that  influence  to  be  as  sane  and 
helpful  as  possible,  and  the\  have 
every  right  to  think  that  way.  It's 
only  natural  that  the  tenor  of  the 
ongoing  gun-control  debate  will 
a  stmng  effect  on  the  America!!  Im- 
age abroad. 

Bn  mi/,' i-  writes  about    I 

economics  from  Tokyo. 


model 
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Management 


J^OMMENTAIW 

By  Wendy  Zellner 


EARTrrOHEMLMCOCO^U^ 


— " ft-       the  chairman  The  Southwest 

At  a  press  conference  following  n-om  committee  to  regularly 

Southwest  Airlines  Co.'s  annual       board has  n  succession  pians, 

.meeting  in  May,  Chief  Executive      ^»££  governance  experts  rec- 
Herbert  D  Kelleher  pulled  out  his  a L^end  There  is  apparently  little 

5Ll  comedy  routine  fen  questions     onmend^  ^^  P  ^^  ^^ 
turned  to  succession.  Asked  about  a       sub  ^  ^  e     un. 

failed  shareholder  proposal  complain      ana  Company  c0„founder 

ing  about  "one-man  rule    the  68-  °-  tor  Roffin  w  ^g  says  the 

year-old  Kelleher  joked:   Just  the  an  ^  discussed 

other  day,  I  said  to  myself   H«b  as       p  ^^  t>       th_ 

chairman,  are  you  satisfied with  1 he       m  ^^  by  th    e        ts. 

results  of  Southwest  Airlines?  And  P      hvperkinetic  Kelleher  shows 

the  response  I  gave  myself  was;  ■ 

'Well  Herb,  as  president,  I 
think  you  ought  to  be  com- 
plimented for  the  outstand- 
ing job  you  have  done.  And 
then  in  my  third  capacity,  1 
said,  'As  ceo,  Herb,  I  want 
you  to  know  that  both  the 
president  and  chairman  are 
proud  of  what  you  have 

accomplished.' " 

Hardly  an  arms-length 
evaluation.  But  many  ob- 
servers  would  be  inclined  to 
agree.  For  most  of  South- 
west's  28  years,  the  Wild 
Turkey-gulping,  chain-smok- 
ing Elvis-impersonating  Kel- 
leher has  made  precious  few 
missteps  in  building  one  of 
the  most  profitable  and  ad- 
mired airlines,  now  a  model 
for  low-fare  earners  around 
the  globe.  But  for  all  of  his 
success,  Kelleher's  toughest 
challenge  may  lie  ahead: 
handing  over  the  controls  in 
the  right  way,  at  the  right 
time,  to  the  right  person. 
DISQUIETING.  Making  sure 
that  happens  is,  of  course, 
the  job  of  Southwest's  board. 
But  some  investors,  former 
employees,  and  other  ob- 
servers find  it  disquieting 
that  there's  no  obvious  suc- 


wed 


hi 


LARGER  THAN  LIFE: 

Kelleher  is  the 


no  signs  that  he's  prepar- 
ing to  retire,  and  certain- 
ly no  one  is  asking  this 
madcap  maestro  to  leave 
the  stage.  Who  can  argue 
with  the  airline's  indus- 
try-leading profit  mar 


UlclU    unci co   «~ m 

cessor  and  no  visible  sign  ot 

%£%!&£%       Southwesfshard 

see  a  succession  plan  spelled      giving  spirit 

out,"  says  senior  analyst  d  itg  history  of  peaceful  labor 

Steven  J.  *  lolbert  of  Junta  &  Voyles  guv  gg  infamous  f 

Inc.,  an  investment  firm  that  holds  ^«  this  year  are  expected 

nearly  3  million  Southwest  shares.  stnie.  ^.^  m  rev. 

The  company's  mostly  longtime  di-  t J»nm  18  *,   ^  The  stock  has 
rectors  are  clearly  taking  their  cues 


risen  144% 
in  the  past 
three  years, 
compared  with  68% 
for  the  American  Stock  Ex- 
change's airlines  index.  It  has  law 
18%  since  late  July  as  fuel  prices 
and  Southwest  missed  second-qui 
earnings  expectations  by  a  penny 
Indeed,  Kelleher  and  board  me 
bers  have  insisted  for  years  that 
have  a  solid  executive  team  in  pi 
that  won't  miss  a  beat  whenever 
Kelleher  departs.  But  it! 
Kelleher's  larger-than-lif 

sona  and  his  embodiment  to 

Southwest's  hard-driving  Mm 

trepreneurial  spirit  that  i  M\ 

planning  for  his  eventual  ;w 

cessor  so  difficult.  Wlnle   «. 

has  delegated  much  of  tin  ;fe 

day-to-day  running  of  the  sanantn 

line  Kelleher  is  still  the  1  l-appim 

ter  strategist  and  primar  a  Em, 

spokesman  in  Washingtor  « the  It 

on  Wall  Street.  tenr 

BOARD  IS  MUM.  This  is  a  p  nil 

ticularly  touchy  topic  at  atblr. 

company  where  >the  ceo  iM 

larly  jokes  that  he's  immcfcit'; 

The  normally  voluble  Kern  "Co 

doesn't  like  to  discuss  sue  [sueces 

sion  himself  and  was  not   age 

able  to  comment  for  this  I  hk 

All  six  of  the  eight  outsid  ireholt 

rectors  reached  by  busini  nripal 

week  refused  to  talk  abo  afe 

the  details  of  the  compan  mfa 

succession  planning.  But  i  iCor 

eral  said  they  saw  no  net  icerfc 

to  make  Kelleher's  hen  n  i  reco 

apparent.  "Anytime  you  ]  *,; 

successor,  you've  got  two  Way 

er  executives]  mad,  and  1  it fo 
others  quit,"  says  Travis  nas 

mm  Johnson,  an  El  Paso  (Tex  iem 
lawyer  and  director  for  21  years.  U 
Directors  insist  there  is  a  suoj  ft 
sion  plan  that's  reviewed  at  leas]  0 
avear  Yet  it  doesn't  seem  to  ha  i 
provided  much  clarity.  Asked  aW  to, 
their  contingency  plans  if  Kelleh 
should  exit  tomorrow,  two  cured  to 
said  they  don't  know  who  would  i 
his  place;  two  others  said  a  succnr, 

has  been  identified.  And  it  appeju 
that  Kelleher,  not  the  board,  is  Ci,;H 
Stnis  process.  "If  Herb  ^ 


ict  If,    1999 


contract  a  termi- 
I  illness  and  knew  he  had  six 
•  tn  live,  I'm  sure  when  the 
imi'  that  he  thought  he  needed 

down,  we'd  probably  accept 
gment  as  to  who  should  suc- 
m.  He  knows  better  than  we," 
ing.  When  might  it  be  good  to 
a  successor?  "At  an  appropri- 
e,  that's  Herb's  decision,"  says 

E.  Barshop,  the  former  CEO  of 
nta  Inns  and  a  Southwest  di- 
nar 24  years, 
should  it  be?  Governance 

warn  that  allowing  an 
tent  boss  to  simply  pre- 
I  choice  to  a  compliant 
i  an  antiquated — and  ill- 
— approach  to  choosing  a 
|o.  Even  the  best  CEO  may 

ee  the  flaws  in  favored 
nates  or  be  partial  to 

ith  a  similar  leadership 

so,  strong  executives 
i  ecessarily  good  at  recog- 

(foen  it's  time  to  hang  up 

ts.  "Companies  in  general 

succession]  very  badly. 

single  most  important 

the  board  of  directors," 
lireholder  activist  Nell  Mi- 
■ntipal  of  the  Lens  Fund 
member  of  a  commission  on 
jon  for  the  National  Asso- 

'i  ( !orporate  Directors. 

■  certainly  many  success- 
recommend  their  re- 
nts, a  growing  number  of 

oday  are  moving  to  en- 

it  they  are  actively  in- 

|  a  search.  After  all, 

|fi  only  way  to  make  an 

1  choice. 
4 THE  DIFFERENCE."  At  General 

( lo.,  for  example,  ceo  John  F 

sks  each  of  his  potential  sue- 
to  make  frequent  presenta- 
tlie  hoard.  He  has  also  asked 
•tors  to  spend  t  ime  in  the  held 

•h  of  the  candidates    without 

present. 

a  company  and  its  CEO  an 
out  who's  next  in  line,  the 
>n  tends  to  be  smoother. 


Roberto  ( '.  Goizueta 
at  Coca-Cola,  Sam 
Walton  at  Wal-Mart 

Stores,  and  Andrew  S.  Grove  at  In- 
tel come  to  mind.  All  clearly  signaled 
who  then-  successors  would  be  well 
before  they  gave  up  the  CEO  title  or 
died.  Says  one  veteran  airline  indus- 
try executive:  "Herb  has  to  start  now 
identifying  and  building  up  the 
stature  of  his  successor.  He  has  got  to 
bless  the  difference  in  style  that  will 
inevitably  come  with  a  new  person." 

Such  advance  notice  to  employees 
and  investors  is  critical  for  someone 
following  in  the  footsteps  of  a  legend. 


WHO'S  IN  THE  WINGS  AT  SOUTHWEST? 
WHO  KNOWS? 


A  DOMINANT  CEO... 


Herb  Kelleher,  68,  holds  the  top  three 
positions  at  Southwest — chairman,  CEO,  and 
president — and  he  also  represents  the 
company  on  Wall  Street,  in  Washington,  and 
to  the  board. 


...AND  A  SUBMISSIVE  BOARD... 


Directors  rarely  meet  with  inside  candidates, 
don't  have  a  permanent  succession-planning 
committee,  and  don't  talk  about  the  issue 
unless  Kelleher  is  around. 


.CLOUD  THE  SUCCESSION  PICTURE 


Most  inside  candidates  are  virtually  unknown 
to  outsiders.  Front-runners  include  James  C. 
Wimberly,  46,  executive  vice-president  and 
chief  operations  officer;  John  G.  Denison, 
54,  executive  vice-president  for  corporate 
services;  James  F.  Parker,  52,  general 
counsel;  and  Gary  C.  Kelly,  44,  chief 
financial  officer. 


•lust  ask  David  I).  Class,  who  succeed- 
ed the  beloved  Walton.  "The  one  thing 
that  benefited  me  the  most  is  that 
everyone  inside  and  outside  the  compa- 
ny knew  that  I  was  going  to  be  CEO 
because  Sam  had  chosen  me  to  be  the 
I  i 'ii,"  says  Class,  a  low-key  finance  man 
who  became  president  in  1984  and  I  EO 
ill  1988}  lour  years  before  Walton  died. 

Observers  would  he  shocked  if 
Southwest  picked  its  next   chief  evol- 
utive from  outside.  "For  a  company 


as  homogeneous  as  Southwest,  the  in- 
ternal solution  is  the  only  solution," 
says  Michael  J.  Bell,  head  of  the  glob- 
al aviation  practice  at  search  firm 
Spencer  Stuart. 

That  leaves  a  short  list  of  insiders 
who  have  been  thoroughly  overshad- 
owed by  then-  flamboyant  boss.  In- 
cluded are  the  three  executive  vice- 
presidents,  Colleen  C.  Barrett,  who 
oversees  customer  relations;  Chief  of 
Operations  James  C.  Wimberly;  and 
corporate  services  chief  John  G.  Deni- 
son. Below  them  are  Chief  Financial 
Officer  Gary  C.  Kelly,  General  Coun- 
sel James  F.  Parker,  and  Vice-Presi- 
dent for  Government  Affairs 
Ron  Ricks.  Barrett,  54,  Kelle- 
her's  most  trusted  adviser,  al- 
ready has  said  she  does  not 
want  the  top  job. 
"IRRESPONSIBLE."  Former 
Southwest  insiders  say  most 
of  those  top  executives  have 
little  exposure  to  the  board  ei- 
ther, with  the  exception  of  Bar- 
rett and  Kelly.  King  says  all 
have  appeared  before  the 
board,  but  couldn't  say  how  of- 
ten. "Frankly,  it  would  be  al- 
most irresponsible  of  us  to  try 
to  make  an  independent  deci- 
sion based  on  the  exposure 
that  the  board  could  get  to  one 
of  these  people,"  he  says. 

One  of  Kelleher's  signal 
achievements  was  to  entrench 
Southwest's  low-cost,  short- 
haul  formula  so  thoroughly 
that  many  believe  it  could  sur- 
vive under  anyone's  command. 
Former  Southwest  CEO 
Howard  D.  Putnam,  who  left 
in  '81,  recalls  the  words  of 
Lamar  Muse,  the  company's 
first  chief:  "Only  an  idiot  could 
screw  up  Southwest  Airlines."  Maybe. 
But  a  great  company  can  surely  lose 
its  way  under  weak  leaders.  lake  it 
or  not,  Kelleher  and  his  board  will 
someday  have  to  face  his  mortality. 
The  question  is  whether  they're  doing 
everything  they  can  today  to  make 
that  eventuality  less  painful  for  em- 
ployees and  shareholders  alike. 

Wnrrau  Chief  Zelliu  the 

airline  industry  from  Dallas. 
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EXECUTIVE  SUITE 


TM  WORKING  MY  TAIL 
OFF  TO  FIX  IT* 

New  Manpower  CEO  Joerres  is  looking  for  a  quick  turnaround 


You'd  think  it  would  be  a  great  time 
to  take  charge  of  a  giant  tempo- 
rary services  company.  The  U.  S. 
economy  continues  to  muscle  forward. 
With  qualified  workers  desperately 
scarce,  plenty  of  companies  are  turning 
to  temps  to  fill  in  the  gaps.  The  Internet 
is  making  it  easier  than  ever  to  search 
for  job  candidates.  And  in  high-demand 
fields  such  as  technology,  a 
whole  new  specialty  has  arisen 
to  provide  the  skilled  workers 
who've  made  a  way  of  life  out 
of  moving  from  one  contract 
job  to  the  next. 

But  three  months  into  his 
tenure  as  the  new  ceo  of  Man- 
power Inc.,  Jeffrey  A.  Joerres 
faces  anything  but  a  cakewalk. 
The  Milwaukee-based  compa- 
ny— until  last  year  the  world's 
largest  temporary  staffing 
company — seems  to  have  lost 
its  moorings.  Profits  have  stag- 
nated, owing  to  high  overhead, 
too  many  low-margin  contracts, 
and  problems  in  its  key 
French  unit.  Nor  has  Man- 
power, which  gets  90%  of  its 
revenues  placing  temps  in  light 
industry  and  office  jobs,  tak- 
en full  advantage  of  the  de- 
mand for  technical  workers  or 
the  rise  of  the  Net. 
STREET  SMARTS.  All  this 
helped  23-year  ceo  and  Chair- 
man Mitchell  S.  Fromstein — an 
industry  icon  who  brought  ben- 
efits and  training  to  temps — 
decide  to  step  down  last  April. 
Now,  Joerres,  a  39-year-old  for- 
mer iBMer  and  seven-year  Man- 
power vet,  has  his  work  cut 
out  for  him.  He  must  "remake 
a  company  more  intent  on  rev- 
enue and  market  share  than  on 
profits,  return  on  capital,  and 
margins,"  says  Adam  Waldo  of 
Credit  Suisse  First  Boston. 
The  amiable  Joerres,  a 


candidate  for  the  top  job.  He  ascended 
after  expected  successor  and  CFO  Jon  F. 
Chait  resigned  last  July  in  a  tussle  with 
Fromstein.  The  board  has  brought  in 
John  R.  Walter  as  nonexecutive  chair- 
man to  provide  support.  It's  his  first 
major  role  since  winning — and  losing — 
the  heir  apparent  spot  at  AT&T  in  1997. 
Joerres  is  the  first  to  admit  he  faces  a 


REINVIGORATING  MANPOWER 

CEO  Joerres  has  big  plans  for  the  company 


CHALLENGE 


■  Labor  shortage  makes 
temps  hard  to  find 


PROPOSED  SOLUTION 


■  Target  new  communities 
such  as  disabled  workers 


na- 


Boost  IT  temp  business, 
perhaps  spin  off  the  unit 


■  Depressed  stock  has 

frustrated  shareholders 

tive    of    Milwaukee  s    tough      ~. stein  ally  who 

South  Side  and  the  first  mem-      ■  Online  job  sites  threat-  ■  Build  out  Web  site;  part-  French  unit  for 

ber  of  his  family  to  attend  col-      en  traditional  recruiters  ner  with  online  companies  has  no  plans  to  retire.  B* 

lege,  was  a  bit  of  a  dark-horse  erres  says  he'll  have  newi 


host  of  hurdles.  Manpower's  earning 
$133  million  on  revenues  of  $8.8  bi] 
last  year — have  been  virtually  flat 
three  of  the  past  four  years.  That's 
ly  because  of  rising  costs  following 
ill-fated  attempt  to  gain  share, 
power  took  on  too  many  low-ma| 
contracts  in  the  U.  S.  and  France, 
kets  that  make  up  two-thirds  oi 
sales.  Complicating  matters  wasl 
glitch-filled  implementation  of  a 
puter  system  meant  to  link  back  i 
front  offices,  customers,  and  emploj 
Overruns  led  to  a  $57  million  writ 
last  year.  In  the  chaos,  Manpower! 
its  No.  1  spot  to  Swiss  rival  Adeccq 
takeover  talk.  Investors  aren't! 
ing  Joerres  much  of  a  breather, 
stock  has  sunk  to  around  22'A,  less  | 
half  its  August,  1997,  peak  of  5011 
ther  the  current  management  fixq 
they  look  outside  for  new  ] 
agers,  or  the  company  get 
quired,"    says    Anthony| 
Spare,  chairman  of  money 
ager  Spare,  Kaplan,  Biscli 
Associates,  which  owns 
Manpower  shares.  Joerre 
cedes  that  the  low  stock 

make  the  co| 
JOERRES:  ny  vulnerabl 
Trying  a  takeover. 

to  boost  have  not 
technology  justice  fori 
recruiting  shareholders 
I'm*  working 
tail  off  to  fix  it,"  he  says. 

Certainly,  Joerres  is 
big  ideas,  starting  with 
to  target  more  profitabl 
tors  such  as  technology, 
Manpower  supplies  eve: 
from  programmers  to 
paid  desktop  support  st; 
though  Joerres  himself 
build  the  $800  million  ] 
sional  services  unit — no' 
of  sales — he  says  Man 
should  have  paid  more 
tion  to  it  in  the  past. 

That  was  particular! 
in  France,  Manpower's  1 
market,  where  profits  fe 
last  year,  in  part  beca 
tax  law  changes.  As  oni 
mer  Manpower  exec  p 
"If  you  supply  illiterate 
sweepers  to  the  Paris 
you're  going  to  have  t: 
getting  it  people  to  woi 
you."  One  potential  oh 
Michael  Grunelius,  70,  a 
has  rui 
42  vearl 
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Computer  gremlins  mangle  and  abuse 
yet  another  email  attachment. 
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ership  there  within  12  to  18  months. 

Back  home,  Joerres  has  introduced 
an  ambitious  plan  to  boost  Manpower's 
it  recruiting  from  18%  to  33%  of  U.  S. 
revenues  in  two  years.  He  wants  to  run 
the  $430  million  business  as  a  separate 
unit  and  make  acquisitions  at  home  and 
abroad.  He's  also  launching  a  tech  skills 
training  and  internship  program  at 
dozens  of  U.  S.  high  schools  to  train 
more  potential  temps. 

It's  a  start,  but  Joerres  has  a  long 
way  to  go  to  make  Manpower  truly 
tech-savvy.  At  a  time  when  Web  sites 
such  as  Monster.com  are  taking  the  mid- 
dlemen out  of  the  job  market,  the  com- 
pany is  just  beginning  to  recruit  via  the 
Internet.  A  casual  look  at  Manpower's 
Web  offerings  leads  John  Sviokla  of 
Chicago-based  consultants  Diamond 
Technology  Partners  Inc.  to  snap:  "It 
looks  like  the  Stone  Age." 

Stay  tuned,  says  Joerres,  who  is  start- 
ing online  tech  training  courses  and 
boosting  Manpower's  listings  on  Mon- 
ster.com.  He  also  hints  at  building  a  job 
portal  or  taking  a  stake  in  a  Web  com- 
pany. Down  the  line,  says  James  J.  Trea- 
cy,  chief  operating  officer  of  Monster.com's 
parent  tmp  Worldwide,  Manpower  could 
find  a  role  by  marrying  job  listings  with 
its  expertise  in  mterviewing  and  training. 
NATIVE  APPEAL.  Still,  Joerres  can't  ig- 
nore his  bread-and-butter  staffing  needs. 
One  ironic  consequence  of  the  economic 
boom:  It's  as  tough  for  temp  agencies  to 
find  people  as  for  other  companies.  In 
the  halcyon  days  of  the  early  1990s, 
with  unemployment  at  5%  or  so,  "we 
could  all  look  like  geniuses,"  says  Ray- 
mond Marcy,  chairman  and  ceo  of  rival 
Interim  Services  Inc.  "That  era  is  over." 

So  Joerres  is  turning  over  every  stone 
to  pull  more  workers  into  the  labor 
force.  He  is  targeting  Native  American 
groups  and  the  disabled.  He  also  aims  to 
expand  a  program  now  in  inner-city  De- 
troit churches,  where  Management  pays 
the  churches  to  spread  its  word.  And 
to  rev  up  execs,  Joerres  is  tying  pay  to 
an  array  of  financial  returns. 

Will  Joerres'  new  game  plan  be 
enough?  Many  believe  he's  starting  to 
get  the  company  in  line.  "He  has  a  real 
focus  on  improving  shareholder  value," 
says  one  of  Manpower's  largest  share- 
holders. And  John  C.  Steele,  group  per- 

nnel  director  of  British  Telecommu- 
nications PLC,  a  large  Manpower  account 
that  shifted  some  business  to  rivals, 
came  away  impressed  after  a  recent 
meeting.  "He  realizes  he  has  to  get  peo- 
ple satisfied  that  the  business  can  run 
properly  before  he  can  put  in  place  a 
longer-term  strategy,"  says  Steele. 
What's  not  clear  is  whether  Joerres  has 
enough  time  to  do  both. 

By  Richard  A.  Melcher  in  Milwau- 
kee, with  Carol  Matlack  in  Paris 
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When  it  came  to  the  day-to-day  op- 
erations of  Oracle  Corp.,  founder 
and  Chairman  Lawrence  J.  Elli- 
son wasn't  showing  much  interest.  If 
he  wasn't  masterminding  some  dramat- 
ic new  software  strategy,  he  was  off 
pushing  the  limits  of  man  and  machine 
on  his  80-foot  racing  sailboat,  Sayonara. 
And  his  evenings?  They  were  spent  gaz- 
ing at  the  cherry  blossoms  that  blew 
from  his  lush  backyard  Japanese  gar- 
den into  his  teahouse.  Those  were  Elli- 
son's passions. 

That  is,  until  this  past  April. 
That's  when,  for  the  first  time  in 
years,  Ellison  took  an  active  role 
in  the  annual  budget  meetings  at 
the  Redwood  Shores,  Calif.,  com- 
pany. Perhaps  he  should  have 
tuned  in  sooner.  Sure,  nine  of  the 


TECH 


COMPANY 


top  10  corporate  Web  sites  w> 
Oracle's  database  or  financial  softviji 
the  foundation  for  creating  E-con 
Web  sites.  But  what  the  outside  %%, 
didn't  see  was  that  Oracle,  the  \ 
second-largest  independent  so 
company,  was  in  near-chaos. 

Embarrassingly,  the  cause  of  th< 
lem  was  poor  use  of  technology-  | 
cle's  own.  The  company  was 
older,  non-Net  versions  of  its  so: 
Even  though  Oracle  sang  the 

centralized  management  of 
rate  data,  it  had  its  financL 
human  resources  informatio^, 
tered  across  the  world  on 
70     computing     systems 
couldn't  easily  communicat 
one  another.  The  result: 
execs  couldn't  quickly  fir 
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ic  things  as  how  many  employ- 
:i  I  ad  or  how  many  copies  of  its 
■  had  been  sold  in  the  past  week. 
NCS.  Today,  the  E-engineering 
It-  is  Ellison's  newest  passion. 
Bordered  hie  managers  to  radi- 
'amp  the  way  they  use  comput- 
the  Internet.  His  deadline:  The 
000.  The  biggest  single  initiative 
dllidating  all  of  the  company's  vital 
it|ng  systems  from  mure  than  40 
iters  around  the  world — includ- 
u-ial  info,  human  resources,  and 

-into  two  locations.  Oracle   has 

■OUtine  jobs  like  travel  planning 

license  reports  online.  Ellison  has 
ed  about  300  positions  and  ex- 

t  ransfer  people  from  obsolete 
,i)  consulting  or  sales.  Total  pro- 
t    ivings:  $]  billion  a  year. 


\i  I he  same  time,  the  company  will 

adopt  its  own  software  lo  automate  and 
integrate  its  sales  force,  Web  site,  and 

marketing  operations,  And  it'   launching 

a  new  Internet  store  linked  with  the 
sales  force  that  will  computerize  rou- 
tine tasks  like  letting  customers  update 
their  contracts.  That  should  free  Bales 
people  to  target  new  accounts.  The  com- 
pany hopes  its  online  store  will  eventu- 
ally increase  database  sales  alone  by 
10' <  to  1595  a  year. 

It's  benefits  like  these  that  Oracle 
hopes  to  not  only  enjoy  but  to  show 
off  to  potential  customers.  In  the  past, 
Oracle  preached  to  buyers  the  benefits 
of  using  its  software  to  streamline  op- 
erations, boost  revenues,  and  take  full 
advantage  of  the  Net's  reach.  Yet  it 
had  to  point  to  other  companies — such 
as  Cisco  Systems  Inc. — as  glowing  ex- 
amples of  how  it's  done.  "We  can't  sell 
this  and  not  use  it.  This  is  ridiculous," 
says  an  exasperated  Ellison.  "We  are 
supposed  to  be  selling  the  technology  to 
help  customers  become  an  E-business, 
but  we're  not  an  E-business.  This  is 
just  not  credible." 

Oracle's  snuggles  show  just  how  hard 

ORACLE8 


How  Oracle  Corp. 
Is  Harnessing  the  Web 

CENTRAL  COMPUTER  OPERATIONS  The  com- 
pany is  shuttering  close  to  40  data-processing 
centers  worldwide  and  placing  its  financial  and 
human-resources  systems  in  just  two  locations — 
all  accessible  via  a  corporate  intranet.  Result:  Ex- 
pected savings  of  tens  of  millions  of  dollars  a  year. 

SALES  AUTOMATION  SOFTWARE  Oracle 
will  begin  using  its  new  customer-relationship 
management  software  to  track  field  sales,  cus- 
tomer service,  online  sales,  and  marketing. 
Result:  It  expects  to  get  a  better  grip  on  what  cus- 
tomers have  purchased  and  what  quarterly  earnings 
will  be. 

ONLINE  SOFTWARE  SALES  The  company  will 
funnel  all  of  its  sales  through  its  online  store- 
front. Result:  Since  many  customers  will  order  soft- 
ware directly,  salespeople,  who  will  get  credit  for 
online  orders,  will  have  more  time  to  focus  on  new 
accounts  and  complex  orders. 

ONLINE  EXPENSE  REPORTS  Oracle  now  re- 
quires employees  to  file  their  expense  reports 
electronically.  Result:  With  online  approvals  and 
no  paper  to  shuffle  around,  turnaround  time  has  im- 
proved from  two  months  to  four  days. 


it  is  for  companies  to  gel  beyond  the 
rhetoric  of  E  business  and  actually  do 
something  about  It,  Thu  overhaul  a 
provides  a  checklist  for  all  sorts  of  b 

indertaking  the  same  wrl  of 
wrenching  transformation.  Firsl  on  thai 
list:  anticipate  hiccups.  While  E-engi- 
neering  can  bring  a  huge  savings  in  cost 
and  time,  it  can  also  bring  turmoil  and 

resistance.  For  example,  Weyerhaeuser 

Corp.'s  efforts  to  re-engineer  its  door- 
building  operations  have  taken  four 
years  to  get  right,  while  costing  four 
times  its  initial  $2  million  investment. 
MIDNIGHT  OIL  For  Ellison,  E-engineer- 
ing  may  prove  to  be  just  as  tricky.  Per- 
haps that's  why  he's  tackling  it  person- 
ally. Employees  say  Ellison  is  plugged  in 
as  never  before.  Phone  calls  before  9 
a.m.  are  now  common  from  the  normal- 
ly late-rising  ceo.  And  he's  asking  peo- 
ple to  defend  their  usefulness  to  the 
company.  Ellison  says  he  has  three 
questions  for  his  employees:  "Are  you 
building  our  products?  Are  you  servicing 
our  products?  Are  you  selling  our  prod- 
ucts? If  the  answer  is  no,  no,  and  no — 
tell  me  again  very  slowly  what  it  is  you 
do?  We  are  going  to  try  to  automate 
you  away." 

Even  President  Raymond  J.  Lane 
feels  the  pressure.  For  the  first  time  in 
his  seven  years  at  Oracle, 
Lane — who  oversees  daily 
operations — feels  as  if  he 
has-  a  boss.  "It's  healthy  to 
have  somebody  scrutinize," 
says  Lane.  "It  may  feel 
nice  to  not  have  a  boss, 
but  it  is  not  good  for  the 
shareholders." 

Ellison  has  made  four 
executives  responsible  for 
turning  Oracle  into  an  E- 
business.  Vice-President 
Gary  Roberts  is  in  charge 
of  technology  purchases 
and  consolidating  the  data 
centers.  And  three  man- 
agers are  supposed  to  en- 
sure Oracle  is  making 
more  effective  use  of  the 
products  they're  develop- 
ing: Senior  Vice-President 
Ronald  A.  Wohl  for  cor- 
porate applications,  Senior 
Vice-President  Mark  Bar- 
renechea  for  customer-re- 
lationship software,  and 
Executive  Vice-President 
Gary  L.  Bloom  for  Ora- 
cle'.- cure  databases.  Elli- 
son hopes  to  create  a 
feedback  loop  between  the 
people  inside  the  compa- 
ny who  are  using  its  prod- 
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One  problem:  Standardized  online  sales  may 
mean  no  breaks  for  smaller  customers 


ucts  and  the  people  who  are  creating 
the  products. 

There's  no  doubt  Oracle  needed  these 
jolting  changes.  Because  the  company 
didn't  link  its  sales  data  to  marketing 
activities,  it  had  no  way  of  quickly  eval- 
uating the  effectiveness  of  a  marketing 
program.  It  took,  for  example,  two 
years  to  learn  that  the  company's  Safe 
Switch  program — which  encouraged 
corporations  to  move  from  competitors' 
databases — had  been  a  roaring  success. 
Had  Oracle  known  earlier,  it  would  have 
put  even  more  resources  into  it.  "We 
have  been  like  blind  people  behind  the 
wheel  of  a  car  speeding  down  a  high- 
way," says  Mark  Jarvis,  senior  vice- 
president  for  worldwide  marketing. 
SHARING  AN  EDGE.  Oracle  hopes  to  fix 
that  problem  by  quickly  adopting  its 
own  customer-relationship  management 
software.  That's  a  suite  of  programs 
that  links  data  about  customers'  direct 
purchases  and  service  records  with 
marketing  plans  and  information  about 
orders  processed  through  Web  stores. 
On  June  7,  the  crm  software  was  hand- 
ed out  to  4,000  of  Oracle's  U.  S.  sales- 
people, marking  the  first  time  the  com- 
pany's sales  force  has  been  required  to 
enter  detailed  customer  data  into  a 
centralized  system  accessible  to  any 
Oracle  executive  or  salesperson.  This 
move  helps  Oracle  catch  up  with 
archrival  Microsoft  Corp.,  which  on 
June  23  announced  it  will  roll  out  a 
second  generation  of  similar  software 
for  its  12,000  salespeople. 

In  the  past,  it  took  two  weeks  for 
top  Oracle  executives  to  see  mere  sum- 
maries of  sales  reports — often  too  late 
to  do  anything  about  it.  Now  they  can 
log  on,  look  at  the  latest  detailed  re- 
ports, and  take  action.  Last  month,  for 
instance,  Lane  noticed  that  the  U.  S. 
sales  forecast  had  dropped  by  $3.5  mil- 
lion. He  quickly  drilled  down  into  the 
data  and  found  out  which  customer  had 
changed  its  purchasing  plans.  After  talk- 
ing to  a  sales  rep,  he  contacted  the  cus- 
tomer and  helped  negotiate  a  deal.  The 
whole  process  took  just  24  hours. 

The  new  software  makes  team  play- 
ers of  Oracle  salespeople,  too.  In  the 
past,  they  were  reluctant  to  share  in- 
formation about  customers  for  fear  that 
they  would  become  expendable.  But 
now  they're  gaining  invaluable  infor- 
mation that  helps  them  pitch  to  cus- 
tomers and  close  sales.  Vicki  Ross,  a 


sales  manager  in  Seattle,  says  she's 
able  to  initiate  a  sales  call  knowing  al- 
most as  much  about  the  customer's 
technology  needs  as  the  customer  does. 
The  system  even  helps  her  keep  track 
of  her  commissions — an  incentive  to 
close  more  sales. 

Oracle  expects  its  sales  force  to  be 
even  more  efficient  since  its  online  store 
opened  in  July.  The  store  enables  cus- 
tomers to  purchase  software  upgrades 
or  add  extra  users  to  their  license  with- 
out having  to  call  a  salesperson.  That 


KEEPING  TRACK 

It  used  to  take  weeks  to  get  sales 
numbers.  Now  VP  Mark  Bar- 
renechea  is  installing  Oracle  soft- 
ware that  offers  real-time  data 

way,  reps  can  spend  their  time  culti- 
vating new  customers. 

Oracle  already  is  reaping  measurable 
benefits.  For  example,  it  has  done  away 
with  its  paper-based  expense  reporting 
system,  opting  instead  to  have  employ- 
ees file  everything  electronically  across 
the  company's  computer  network.  The 
result:  Instead  of  an  eight-week  turn- 
around time  on  getting  paid,  Oracle  re- 
imburses its  employees  in  four  days. 

While  the  potential  rewards  of  trans- 
forming the  business  are  great,  the 
challenges  can't  be  overlooked.  Right 
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off  the  bat,  Ellison  ran  into  res 
from  some  European-based  ex< 
were  afraid  of  losing  control  ov 
they  run  their  businesses.  Elli 
fered  a  choice.  They  could  sti 
the  current  systems  and  pay  ft 
on  their  own,  or  they  could  g 
tralized  computing  services  for 
pointed  out  that  their  profit  mal 
and  bonuses — were  at  stake 
they  are  beating  down  doors  as] 
get  on  the  system  as  fast  as  th 
Ellison  says 

NO  deals.  There  are  extern 
lenges,  too.  Oracle  risks  irking 
tomers.    The    sales-system    o 
changes  the  way  the  company 
ates  prices  and  other  terms.  In 
sales  reps  cutting  practically  a: 
they  can  to  make  quota,  Oracle  i: 
ing  standard  contracts  with  vj 
based  discounts.  And  since  all  t! 
ing  and  order  information  is  onl 
can  be  readily  analyzed,  it  will  1 
for  a  salesperson  to  break  the  r  i 

Already,  some  customers  are  l 
about  the  new  system.  Alan 
chief  technology  officer  at  Web 
eer  Onsale  Inc.,  says  that  his  c( 
got  great  prices  even  when 
small — and  that  was  an  importan 
in  its  ability  to  afford  Oracle  datj 
Now    that    price-haggling    has  >o(e; 
purged  from  the  system,  he's  coi  | 
that  prices  may  simply  be  too 
think  the  move  to  a  more  stand 
contract  makes  lots  of  sense,  es  ^  ] 
since  the  negotiations  with  Orac 
been  tense  in  the  past,"  says 
"But  I  hope  that  Oracle  will  p 
software  fairly  from  the  start." 

Can  Ellison  pull  this  off?  It's  n 
sailing  ahead.  After  all,  this  is  t 
time  the  company  has  ever  tried 
it  its  growth  in  expenses.  Still,  if 
can  get  the  job  done,  it's  Elliso 
analyst  Neil  J.  Herman  of  S 
Smith  Barney.  "Hey,  what  they 
ing  is  just  good  business,"  say 
man.  "Larry  is  a  great  motivato 

Ellison  doesn't  plan  on  beii 
much    of    a    bean    counter    f 
though — it's  just  not  his  style 
goes  as  planned,  he'll  be  able 
centrate  on  smelling  the  cherr 
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'  LYN  L.  WRIGHT 


IS  SEA 

II 

■SB'S  PARADISE 

I  HE  VOYAGER  SPACE- 

vv  by  Saturn's  largest 
"itan,  in  1980,  it  saw 
led  with  a  thick,  yel- 
own  hydrocarbon 
mil  little  else.  Now, 
lers  at  the  Keck  Ob- 
iry  in  Hawaii  have 
d  to  peer  through  Ti- 
le.  Using  a  computer 
ine  hundreds  of  milli- 
snapshots,  they  fil- 
ut  the  atmospheric 
ice  to  reveal  a  com- 
lly  surface  that  may 
!  solar  system's  only 
Testrial  oceans. 
I  oceans  wouldn't  be 
:h  water  but  with  liq- 
/drocarbons.  Scientists 
hat  at  Titan's  surface 
iture,  -290F,  smog 
ndense  and  fall  as  a 
•lack  rain.  Claire  Max, 
physicist  at  Lawrence 
>re  National  Labora- 
o  collaborated  on  the 
suggests  that  the  lain 

onto  highlands — the 
i«as  in  the  image — 
down  the  hillsides  to 
si  lark,  oily  sea. 
aays  that,  except  for 
nendous  cold,  condi- 

Titan  are  probably 
I  nilar  to   those   that 
il  nn  Earth  just  be- 

began.  But  it's  un- 
rhether  bacteria  could 
,'ir  the  frigid  seas.  A 
o  be  launched  from 
sini  spacecrafl  onto 
urface  in  2004  Bhould 
I  iiuc  a  bit  more  about 
iterious  moon.         a 
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LEVITATION: 

ITS  ALL 

IN  THE  FINGERS 

LEVITATION   ISN'T  JUST  FOR 

magicians  anymore.  Physi- 
cists at  the  University  of  Nij- 
megen  in  the  Netherlands 
have  discovered  that  they 
can  make  a  magnet  float  in 
space  using  nothing  more 
than  another  strong  magnet 
and  their  fingertips. 

Scientists  have  known 
since  1845  that  levitation 
using  magnets  alone  is 
physically  impossible.  Try- 
ing to  balance  one  magnet 
atop  the  repulsive  field  of 
another  is  like  trying  to 
balance  a  needle  on  its 
point — it  will  always  fall  to 
one  side  or  the  other. 
However,  just  as  you 
might  deploy  a  few  care- 
fully positioned  pebbles  to 
keep  the  needle  upright,  the 
researchers  in  the  Nether- 
lands found  that  they  could 
hold  their  magnet  steady  by 
taking  advantage  of  a  curi- 
ous property  of  nonmagnetic 
materials. 

All  nonmagnetic  materi- 


als—including human  fin- 
gers— have  the  ability  to 
slightly  disrupt  a  magnetic 
field,  a  property  called  dia- 
magnetism.  The  disruption 
produced  by  the  fingers  of 
the  Dutch  researchers  gen- 
tly pushed  the  magnet  back 
into  position  each  time  it  be- 
gan to  wiggle  away  from  the 
balance  point,  explains  Uni- 
versity of  Nijmegen  physi- 
cist Andrey  K.  Geim,  who  re- 
ported on  the  team's  work  in 


the  July  22  issue  of  Nature. 
Geim  envisions  a  number 
of  applications  for  his  team's 
technique — using  graphite  in 
place  of  fingertips — including 
frictionless  bearings  for  de- 
vices that  rotate  at  an  ex- 
treme rate.  D 


A  CLEANER  WAY  TO  MAKE  ETHYLENE 

RESEARCHERS  AT  THE  UNIVERSITY  OF  MINNESOTA  HAVE 

developed  a  faster  and  cleaner  process  for  producing 
ethylene,  the  raw  material  used  to  make  everything  from 
polyester  suits  to  milk  jugs. 

Nearly  50  million  tons  of  ethylene  are  produced  each 
year  in  the  U.  S.  in  a  half-century-old  process  called 
steam  cracking.  A  five-story  furnace  is  used  to  heat  the 
natural  gas  ethane  to  more  than  1,400F,  stripping  away 
hydrogen  and  producing  ethylene.  Because  of  its  high 
energy  consumption,  steam  cracking  produces  nearly  1% 
of  U.  S.  emissions  of  the  greenhouse  gas  carbon  dioxide, 
according  to  the  Environmental  Protection  Agency. 

Researcher  Lanny  D.  Schmidt  and  his  colleagues  have 
done  away  with  the  furnace.  They  feed  ethane,  hydro- 
gen, and  oxygen  through  a  fingertip-size  ceramic  disk 
filled  with  tiny  holes  and  coated  with  platinum  and  tin. 
The  hydrogen  and  oxygen  combine  to  generate  heat,  and 
the  metal  catalyst  speeds  up  the  process  1,000-fold.  Re- 
actors employing  the  new  process  should  be  much  small- 
er, simpler,  and  cheaper  than  current  ones,  says  Schmidt. 
who  reported  in  the  July  30  issue  of  Science.  And  since 
all  the  heat  is  generated  internally,  it  should  use  far  less 
energy  and  be  much  less  polluting.  D 


HEALING  HEARTS 

AND  MINDS 

IN  KOSOVO 

AS  THE  Kosovak  REFUGEES  re- 
turn home,  international  at- 
tention has  turned  to  recon- 
struction, nato  countries  have 
pledged  more  than  $2  billion 
toward  rebuilding  the  physi- 
cal and  political  infrastructure 
of  this  war-torn  land.  But  a 
new  study  of  refugees  from 
the  earlier  Bosnia-Herzegov- 
ina war  indicates  that  the 
Kosovo  recovery  may  stag- 
nate if  psychological  wounds 
left  by  the  trauma  of  war,  tor- 
ture, and  flight  from  home  are 
overlooked. 

In  the  Aug.  4  issue  of  the 
Journal  of  the  American 
Medical  Assn.,  Dr.  Richard  F. 
Mollica,  a  psychiatrist  at  Har- 
vard Medical  School,  reports 
the  results  of  a  study  of  534 
adults  living  in  a  refugee 
camp  in  Croatia.  Mollica  and 
his  colleagues  found  that 
nearly  40%  of  the  refugees 
were  suffering  from  depres- 
sion, and  one  in  four  of  the 
refugees  was  functionally  dis- 
abled— unable  to  carry  out 
simple  tasks  such  as  walking 
up  a  small  hill  or  participating 
in  everyday  family  activities. 
While  some  of  the  disabled 
were  suffering  from  physical 
handicaps,  many  more  ap- 
peared to  be  unable  to  func- 
tion simply  because  of  the 
psychological  trauma  they  had 
experienced. 

Mollica,  who  has  been 
working  with  refugee  popu- 
lations for  more  than  20 
years,  suspects  similar  prob- 
lems will  arise  among  Koso- 
var  refugees.  The  answer,  he 
says,  is  not  to  turn  tens  of 
thousands  into  psychiatric  pa- 
tients but  to  give  them  op- 
portunities to  help  themselves 
and  each  other.  Work  and  al- 
truism are  very  therapeutic. 
Mollica  says,  and  he  recom- 
mends actively  involving 
refugees  in  rebuilding  their 
own  communities  and  en- 
couraging the  development  of 
local  small  business 
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Finance 


INVESTIGATIONS 


CURRENCY  TRADING 
OR  CURRENCY  SCAM? 

A  New  York  firm  may  have  bilked  investors  out  of  millions 


The  British  female  voice  on  Winthor- 
pe  Grant's  recorded  greeting  is 
inviting:  "We're  a  full-service  for- 
eign-currency firm,  with  50  years' 
combined  management  experience . . .  ded- 
icated to  helping  you  reach  your  invest- 
ment goals."  But  on  August  3,  the  New 
York  attorney  general's  office  seized 
records  and  computers  from  Winthorpe 
Grant,  a  six-month-old  foreign-currency 
trading  firm. 

The  goals  of  many  investors  were 
dashed  after  they  rushed  checks  or 
wired  money  to  this  alleged  commodities 
"bucket  shop"  tucked  away  in  the  office- 
park  wilds  of  central  Long  Island.  Reg- 
ulators estimate  investors  have  lost  mil- 
lions since  February  to  the  former 
rogue     stockbrokers     who     run 
Winthorpe  Grant.  The  firm  al- 
legedly committed  a  felony  by 
"soliciting,  offering  and  selling  | 
commodities  through  deceitful 
and  fraudulent  practices,"  ac- 
cording to  an  affidavit  from 
the  attorney  general's  office. 
A    lawyer    for   Winthorpe 
Grant,  David  Hirschberg,  de- 
nies the  allegation  and  says 
that  the  FBI  examined  the  firm's 
practices   recently   and   found 
nothing. 

The  action  against  Winthorpe 
comes  in  the  midst  of  the  biggest 
attack  ever  on  micro-cap  stock 
fraud  by  the  Securities  &  Ex- 
change Commission  this  week,  in 
which  82  individuals  and  firms  were 
charged.  It  points  to  a  worrisome 
trend        more  stock  fraudsters  are 
put  out      business,  many  are  moving 
into  currency  trading,  an  area  almost 
devoid  of  regulation. 

Winthorpe  Grant,  in  Melville,  N.  Y.,  is 
one  of  a  growing  number  of  firms  that 
trade  foreign  currency  on  behalf  of  aver- 
age investors.  But  Winthorpe  most  likely 
never  bought  or  sold  actual  currency. 
"There  was  no  evidence  of  real  trading — 
no  order  tickets,  no  dealer  statements," 
says  Louis  F.  Burke,  an  attorney  spe- 
cializing in  financial  instruments  who  has 
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studied  customer  statements  from  the 
firm.  Winthorpe's  lawyer  denies  this. 
Burke  notes  that  many  of  these  new,  so- 
called  currency  firms  do  little  or  no  trad- 
ing and  mostly  pocket  customers'  money. 
"Winthorpe  said  I  could  triple  my 
money  overnight,"  says  Ronald  Schrue- 
fer,  an  Anchorage  (Alaska)  investor  who 
lost  $400,000  to  the  firm,  the  bulk  of 
his  savings.  Says 
Hirschberg,  "Cus- 
tomers are  told 
they 


fcr 


till* 
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straj 


make  a  lot  of  money  or  los 

The  10  to  15  "brokers"  at  Wj 
cold-called  hundreds  of  people  a 
marily  small-business  owners 
from  Dun  &  Bradstreet  Corjj 
cards."  They  were  promised  asi 
returns  for  little  risk  over  tb 
then  mailed  a  brochure  that  stab 
rencies  are  the  world's  most 
markets . . .  they  invariably  out 
stocks,  bonds  and  other  commoi 

When  a  Winthorpe  broker 
customer,  he  would  have  the 
send  a  check  for  a  few  thousand 
After  a  day  or  two,  he  would  inf 
customer  that  he  had  made  a  pro 
the  broker  went  for  higher  stake 
a  bank  "electronic  transfer  form 
investor  for  approval  (table), 
abled  Winthorpe  to  tap  into  a  cu 
bank  account  for  the  amount  ne 
do  a  trade.  Investors  were  told 
key  because  fast  moves  were  ci 
currency  markets.  "One  time  the 
ed  me  to  approve  a  $1.2  millic 
transfer.  I  told  them  I  didn't  h; 
kind  of  money,"  says  Schruef  i 
Schruefer  says  that  Wi:  i 
brokers    would    also    f; 
Reuters  news  stories  aboi 
ing  official  meetings  or 
in  economic  factors  tha' 
"dramatically  and  imm  implst 
affect"  the  price   ' 
yen,  euro,  or  pour 

The  firm's  pror  | 
material  and  confi 
statements  sent  to  cu 
indicate  the  firm  cl< 
trades  through  First 
Holding  Corp.  in  Hun 
N.Y.  (box).  But  Fir 
eign  was  registered  a 
poration   by   a   princ 
Winthorpe  Grant,  Gil  1 
PascuUi  Jr.,  in  Novembei  | 
year.  Efforts  by  business  ^  m 
locate  it  at  757  Park  Ave.  h 
ington  proved  unsuccessful.  1 
such  address,  nor  does  it 
listed  phone  number.  Winthorpe's 
declines  to  comment  on  First  F 
He  claims  the  firm  trades  throu 


■to,  he 
^  am 


J.-y  Management  Corp.)  in  I 

'  when-  iii  Winthorpe'8  sales  ft 

customer  agreement   is  r.tnc 
|<  ■«!. 
i  orpe  Grant  also  allegedly  pro 

with  fabricated  trading 
i  say  t\|RMls.  Bank  records  oh 
I  .  the  attorney  general  show  that 
j  bruary  to  June  of  this  year,  in- 
r  money  was  tunneled  into  an  ac- 
,  a  Long  Island  branch  of  Key 
.  /inthorpe  principals  Lawrence 
^rtichael  Richard  MacCaull,  and 
l)  withdrew  !):!';  of  that  money  in 

cash       and       checks. 


d."  And,  ai  at  Sterling  Po  ter,  there 
was  the  broker  disappearing  act.  As 

Schruel'er's   losses   mounted,   he   repeal 

edly  called  Mad  'null,  the  "senior  trad 
er"  who  was  handling  his  account.  He 

was  routinely  told  that  MacCaull  was  in  a 

meeting,  out  of  the  office,  or  "on  the 

trading  floor." 

Bui  there  is  no  trading  floor  anywhere 
near  Winthorpe's   Long   Island  offii 
Winthorpe  is  merely  an  open  room  con 
sisting  of  several  cubicles  with  computers, 
phones,  and  a  fax  machine. 

Besides  Sterling  Foster,  MacCaull,  Pas- 
culli,  and  Salice  have  a  long  history  of 
working  together  at  other  micro-cap 
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pe's  lawyer  says 
m  money  went  into  First  For- 
ding Corp.'s  account, 
lorpe  Grant  is  run  by  former 
kers  who  were  all  barred  or  sus- 
rom  the  securities  industry.  The 
j  ncipals  in  the  firm — Pasculli,  Sal- 
MacCaull,  along  with  another 
u  e,  Vincent  Vaccaro — all  previ- 
irked  at  Sterling  Foster  &  Co., 
„j|rious  micro-cap  stock  fraud  firm 
v  s  shut  down  by  regulators  in 
(j  lasically,  these  guys  got  nailed 
;t  ecurities  industry  and  migrated 
ui  ign  currency,  where  regulation  is 
i;  "  says  Bradley  W.  Skolnik,  Indi- 
|j  irities  commissioner  and  presi- 
inl  ,'t  of  the  North  American  Secu- 
]   Iministrators  Assn. 
jji  ttorney  general's  office  says  that 
S1  om  techniques  used  at  Sterling 
j  Jso  formerly  situated  in  Melville, 
1  lilar  to  those  used  at  Winthorpe. 
■re  was  the  hard  sell.  According 
.  tefer,  he  was  initially  told,  "We 
\  been  around  as  long  as  Merrill 
«  but  our  reputation  is  just  as 


stock  firms  such  as 
iar  Securities,  Royce  Investment  Group, 
J.  Gregory  &  Co.,  and  most  recently,  In- 
ternational Bond  &  Share.  All  of  these 
firms  have  been  in  trouble  with  regula- 
tors. "These  guys  could  be  poster  boys 
for  the  rogue  broker  industry,"  says  Skol- 
nik. They,  along  with  all  of  the  brokers 
employed  by  Winthorpe,  have  "extensive 
regulatory  disciplinary  histories,"  accord- 
ing to  the  attorney  general's  affidavit. 
Securities  industry  records  indicate  the 
principals  have  engaged  in  activities  such 
as  unauthorized  trading  and  stock 
manipulation. 

Foreign  currency  is  the  perfect  are- 
na for  rogues.  Regulation  among  small 
investors  is  vague  at  best.  Because  of  a 
1974  amendment  to  the  Commodity 
Exchange  Act,  federal  commodities  reg- 
ulators do  not  have  jurisdiction  over 
the  interbank  foreign-exchange  (forex) 
market,  where  global  institutions  and 
banks  trade  some  $1.5  trillion  daily. 
The  amendment's  intent,  say  experts, 
was  to  make  it  easy  for  institutions  to 


trade  among  thei  but  It  b 

regulatory  gap  when  it  con  mall 

inve  toi  We're  encouraged  to  ignore 
activity  among  average  in  be 

cause  we  can't  do  anything  about  it," 
says  an  investigator  at  a  commodities 
regulatory  agen 

Individual   Mate-    may    have    broader 

power  m  prosecuting  Buch  activity  be- 
cause Mime  states,  such  as  New  York 
and  Texas,  require  foreign  currency 
traders  to  be  registered  and  treat  for- 
eign currency  as  a  security.  Texas  secu- 
rities regulators  recently  shut  down  a 
foreign-exchange  scam  run  by  a  former 
local  football  star  that  cost  investors  an 
estimated  $50  million. 

The  action  against 
Winthorpe  Grant  is  the  first 
to  be  brought  about  by  a 
new  division  of  the  New 
York  attorney  general's  office, 
the  Securities  Prosecutions 
Unit.  "We're  strengthening 
state  securities  enforcement, 
especially  in  regard  to  those 

REALITY  CHECK:  The 

address  on  Winthorpe 
statements  doesn't  exist 

entities  that  too  often  fall  beneath  the 
radar  screen  of  the  sec  or  other  federal 
agencies,"  says  Eliot  Spitzer,  New  York's 
attorney  general. 

Still,  there  is  scant  coordination  among 
individual  states  or  between  states  and 
federal  agencies.  Because  of  this,  foreign- 
currency  promotions  are  heating  up. 
There  are  now  numerous  classified  ads 
with  headings  like  "Triple  Your  Money  In 
a  Week,  Trade  Japanese  Yen!"  A  cable- 
television  commercial  features  a  Jay 
Gatsby-like  party  host  telling  a  guest  he 
made  his  money  by  trading  currency. 
And  the  Internet  has  become  a  hotbed 
for  forex  scams. 

But  Winthorpe  Grant  has  no  Web 
site,  nor  do  they  run  television  or  clas- 
sified ads.  The  firm  gets  customers  the 
old-fashioned  way,  by  making  cold  calls. 
And  unlike  the  voice  on  Winthorpe's 
recorded  greeting,  not  one  of  them  has 
a  British  accent. 

By  Martin  Vickers 
in  New  York 
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is  repeated  several 

money  is  gone. 

bank. 

times. 

BUSINESS  WEEK  /  AUGUST  16.  1999  79 


Finance 


DEALMAKERS 


that  "Sandy  won,"  says  one  insider. 
Investors  seem  to  like  the  idea.  "The 
nuts  and  the  bolts — who  gets  their  bud- 
get cut — is  up  to  Weill,  and  that's  a  good 
match  to  their  personalities,"  says  James 
K.  Schmidt,  portfolio  manager  of  the  $3 
billion  John  Hancock  Financial  Industries 
Fund.  Kenneth  C.  Feinberg,  co-portfolio 


CITIGROUP: 

SO  MUCH  FOR  50-50 

Weill  is  in  the  top  seat,  and  Reed  is  looking  forward 

On  the  cover  of  Citigroup's  current 
annual  report,  there's  a  picture  of  a 
car  with  the  words  "just  married" 
scrawled  on  the  back  window.  It's  an  apt 
metaphor — both  for  the  merger  that  cre- 
ated America's  biggest  financial  services 
company  and  for  the  relationship  be- 
tween Citi's  Co-Chief  Executives,  San- 
ford  I.  Weill  and  John  S.  Reed. 
Now,  after  a  year  of  ups  and 
downs,  the  association  between 
the  two  has  taken  a  new  turn. 

In  an  internal  memo  dated 
July  28,  Reed  and  Weill  said 
they  had  agreed  to  split  up  their 
responsibilities  atop  the  company 
created  by  last  year's  merger  of 
Weill's    Travelers    Group    and 
Reed's  Citicorp.  And  according 
to  consultants,  company  insiders, 
and  investors,  the  announcement 
signals  that  Weill  is  in  the  dri- 
ver's seat. 

"Sandy,"  the  memo  says,  "will 
act  as  the  primary  focal  point  for 
the  company's  operating  business- 
es and  financial  function."  Reed 
will  be  looking  ahead:  "John  will 
act  as  the  primary  focal  point  for 
the  Internet,  advanced  develop- 
ment, technology,  human  resources 
and  legal  function."  Risk  manage- 

Despite  what  may  be  on  paper,  "Weill  is  the 
chairman  and  CEO" 

WEILL  AND  REED:  CREATING  SEPARATE  SPHERES  OF  INFLUENCE 


ment,  credit  matters,  and  strategic  plan- 
ning will  still  be  handled  jointly. 

Upshot?  "De  facto,  the  co-CEO 
[concept]  is  dead,"  says  David  A. 
Nadler,  chairman  of  the  Delta  Consult- 
ing Group  Inc.,  which  advises  compa- 
nies on  organizational  structure.  Based 
on  the  memo,  Nadler  says,  "Sandy 
Weill  is  the  chairman  and  ceo."  Reed's 
longer-range  focus  is  more  in  keeping 
with  the  job  of  a  vice-chairman,  says 
Nadler.  Other  signs  also  point  to  Trav- 
elers' dominance:  Already,  most  top 
jobs  at  Citi  are  held  by  Weill's  lieu- 
tenants. Within  Citi,  the  perception  is 


manager  at  Davis  Selected  Advis- 
ers, owner  of  about  21  million  Citi 
shares,  says  he's  also  encouraged: 
"Sandy  has  proven  himself  to  be  a 
great  operator  of  businesses  over 
his  40-year  career,  and  clearly  now  he  is 
being  given  a  lot  of  the  operational 
responsibility." 

A  Citigroup  spokesman  declined  com- 
ment on  the  memo.  In  it,  Weill  and  Reed 
said  they  were  creating  spheres  of  influ- 
ence because  they  trusted  each  other. 
"We  feel  we . . .  instinctively  rely  on  each 
other's  judgment,"  they  wrote.  "We  no 
longer  feel  the  need  to  attend  every 


meeting  together  or  read  all  tl 
memos."  Major  decisions,  it  acj 
still  be  made  jointly. 

But  the  memo  underscores 
culties  the  two  have  faced  in  t 
run  such  a  large  company  in 
an  interview  with  business  week 
Reed  said  he  and  Weill  had  o\ 
differences  of  temperament  to 
gether,  but  that  neither  woulc 
spend  his  entire  life  as  co-ceo. 
acknowledged  that  the  co-ceo  s| 
was  unwieldy. 
FUTURE  PLANS.  The  new  divisionl 
reflects  the  histories  of  both  me| 
66,  is  a  hands-on  operator  wh 
over  companies  and  remakes  thel 
cost-conscious  image.  Reed,  60,  is[ 
a  long-range  thinker  who  has 
secret  of  his  interest  in  Inter 
tures.  Reed,  too,  was  known  for  I 
ing  authority  until  the  near-col 
Citicorp  in  the  early  1990s  promp 
to  play  a  greater  day-to-day  role| 

Although  the  memo  makes 
tion  of  succession,  Reed's  more 
tive  role  strengthened  speculatl 
he  is  more  interested  than  Weill  [ 
ing.  "The  scenario  where  Reed 
on  to  do  other  things  and  Sandj 
ues  to  be  in  charge  has  to  be  s«j 
higher-likelihood  event,"  says 
Berry,  research  director  at  inv^ 
bank  Keefe,  Bruyette  &  Woods 


In  the  meantime,  Citigroup  ask^ 
pany  is  speeding  along.  During  1 
ond  quarter,  it  made  a  record  $2. 
as  capital  markets  produced  a  prd^, 
that  beat  management's  goals.  V  s 
suits  like  that,  Weill  and  Reed  \$ 
themselves  anything  they  like 
vestors  won't  complain. 

By  Gary  Silverman,  urily 
Natlians  Spiro,  in  Ne 
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COMMENTARY 

By  Leah  Nathans  Spiro 


DAY  TRADING  IS  A  SUCKERS  GAME 


i  one  knows  why  Mark  Barton, 

\tlaiit.i  i lay  trader  who 
-acked  up  significant  losses,  went 
murder  spree,  killing  his  wife, 
hildren,  and  himself  and  nine 
e  at  the  offices  of  two  day-trad- 
rme  where  he  had  been  a  cus- 
•.  But  the  tragedy  will  accelerate 
s  by  regulators  to  crack  down  on 
ay-trading  industry.  And  it  may 
iome  day  traders  grasp  what  a 
proposition  day  trading  is. 
>  many  day  traders  don't  realize 
hey  have  about  as  much  chance 
king  money  day  trading  as  win- 
in  the  horses.  Some  "75%  to 
of  day  traders  lose  money,  says 
aa  Securities  Commissioner 
ey  Skolnick. 
Uy  is  day  trading  such  a  crap- 


I 


Some  day-trading  firms  require 
their  customers  to  trade  frequently. 

Skiersch  says  that  he  observed  per- 
sonnel at  two  day-trading  firms  physi- 
cally take  the  terminals  away  from 
customei-s  who  didn't  do  enough  trad- 
ing. In  his  experience,  when  cus- 
tomers ran  out  of  money,  they  were 
encouraged  to  borrow — not  only  from 
the  firm  but  from  friends,  family,  and 
their  credit-card  balances.  When  day 
traders  were  cleaned  out, 
they  were  unceremoniously 
ejected,  and  new  customers 
quickly  took  their  place.  "I 
realized  there  is  no  way  to 
win.  Just  like  there's  no 
way  to  beat  Caesars 
Palace,"  says  Skiersch. 

Of  course,  not  all  day- 
■^^■"    trading  firms  are 

alike.  Some,  such  as 

All-Tech  Invest- 


they  are  wealthy  enough  to  absorb 
substantial  losses.  That  rule  already 
applies  to  all  full-service  brokers. 
State  regulators  believe  that  "suitabil- 
ity rules  do  apply  because  day  trading 
is  a  strategy  for  a  program  of  invest- 
ing," which  is  just  the  same  as  recom- 
mending a  specific  stock,  according  to 
one  state  regulator. 

Regulators  are  also  expected  to 
crack  down  in  the  area  of  deceptive 
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After  all,  it's  based 
principle  that  the 
fa  are  not  100%  effi- 
so  there  is  an  oppor- 
'  to  make  small  profits  from  each 
Day  traders  buy  a  stock,  see  it 
by  as  little  as  a  sixteenth  of  a 
■nd  sell  the  stock  tor  a  modest 
before  the  end  of  the  day.  By 
ting  this  transaction  often 
;h,  these  modest  gains  will  add 
|  meaningful  numbers,  according 
J'  day-trading  tinns. 
J  OUT.  The  rub  is,  the  profits  from 
J  tiding  are  usually  wiped  out  by 
i-  mimissions  needed  to  make 

trades.  Former  Chicago  day 
.£•  r  John  Skiersch  paid  li.'.c  to  3.5(2 

are,  or  $26  to  $85  to  buy  1.000 

>.  To  bu\  and  sell  l.(MM)  shares 
h  $50  to  $70.  On  a  good  day. 
|ich  would  gross  about  $3,200  on 
d<s.  Bul  commissions  of  $3,500 

>  the  gross     and  then  sonic 
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ment  Group  and  Momentum  Securi- 
ties, offer  training  courses  and  offices 
for  trading,  while  others,  such  as  MB 
Trading,  just  offer  day-trading  soft- 
ware and  execute  customer  trades. 

Led  by  the  states,  new  regulations 
and  more  enforcement  actions  against 
day  traders  are  on  the  way.  The 
North  American  State  Securities  Ad- 
ministrators (nassa)  has  called  for 
new  rules,  now  before  the  Securities 
&  Fjxchange  Commission,  which 
would  close  the  regulatory  loopholes 
that  have  allowed  day-trading  firms  to 
thrive.  Since  they  don't  recommend 
specific  stocks,  these  firms  have  been 
able  to  ignore  the  suitability  require- 
ment. One  proposed  rule  would  make 
day-trading  tinns  screen  their  cus- 
tomers sufficiently  to  make  sure  that 


NO  DATA:  Some  day-trading  sites 

don't  disclose  customer  success  rates 

# 

marketing.  Massachusetts,  for  exam- 
ple, just  took  action  against  one  firm 
for  saying  on  its  Web  site  that  85%  of 
customers  were  successful  and  anoth- 
er firm  for  promoting  a  day-trading 
course  that  said  its  system  provides  a 
"6-to-7-figure  income  per  year."  An- 
other bone  of  contention  is  the  prac- 
tice at  some  day-trading  firms  of  en- 
couraging their  clients  to  trade  for 
others,  which  regulators  say  is  operat- 
ing as  an  unregistered  investment  ad- 
viser. "I  anticipate,  in  the  year  ahead, 
many  more  actions  by  state  and  other 
regulators  concerning  the  problems  in 
the  day-trading  industry,"  says  David 
Shellenberger,  chief  of  licensing  for 
the  Massachusetts  Securities  Div. 

So  far,  marketing,  technology,  and 
the  soaring  stock  market  have  out- 
paced regulators.  And  day  traders 
have  allowed  themselves  to  be  dazzled 
and  deceived  as  well.  But  tougher 
regulations  and  a  growing  realization 
that  day  trading  is  a  sucker's  game 
may  finally  dampen  the  euphoria  sur- 
rounding it. 

Spiro  writes  about  Wall  Stn 
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Dilettante  no  more, 
the  country's  third-richest 
man  becomes  a  serious 
cable  player 

He  was  one  of  the  big  draws  at  the 
cable  industry's  annual  gathering 
in  June.  But  for  Microsoft  Corp. 
co-founder  Paul  G.  Allen,  who  is 
rapidly  emerging  as  a  new  and  powerful 
player  in  the  cable  industry,  it  was  an 
awkward  coming-out  party.  Shifting  ner- 
vously onstage  alongside  such  media 
heavyweights  as  Time  Warner  Chairman 
Gerald  M.  Levin  and  Viacom  Inc.  head 
Sumner  M.  Redstone,  the  46-year-old 
Allen  mumbled  as  he  spoke,  under- 
whelming the  crowd  with  his  platitudes 
about  how  "technology  will  make  our  life 
easier." 

With  his  retiring  manner  and  Buddy 
Holly  glasses,  Allen,  the  third-richest 
man  in  the  country  behind  Bill  Gates 
and  Warren  Buffett,  is  still  more  at  ease 
playing  his  electric  guitar  in  private  than 


giving  speeches.  But  make  no  mistake.  In 
short  order  Paul  Allen  has  built  an  online 
empire.  Over  the  past  16  months,  he  has 
snatched  up  cable  and  Internet  companies 
worth  at  least  $25  billion,  betting  along 
with  AT&T  chief  C.  Michael  Armstrong 
and  Gates,  Allen's  old  friend  and  school- 
mate, that  cable-TV  systems  will  soon 
win  the  race  against  phone  lines  and 
satellites  to  bring  high-speed  Internet 
access  to  consumers.  Now,  Allen,  who 
was  unavailable  for  an  interview,  is  push- 
ing to  raise  $3.5  billion  more  in  an  initial 
public  offering  of  Charter  Communica- 
tions Inc.,  his  main  cable  holding. 
DERIDED.  Can  Allen  really  become  a  pow- 
erhouse in  the  emerging  world  of  online- 
everything?  Remember,  despite  playing  a 
key  role  in  the  launch  of  Microsoft,  Allen 
was  derided  most  of  his  adult  life  as  a 
billionaire  dilettante  who  got  rich  mainly 
because  he  was  a  high  school  pal  of 
Gates's.  While  Gates  has  built  Microsoft 
into  one  of  the  most  formidable  compa- 
nies on  the  globe,  Allen  left  in  1983  to 
fight  off  cancer.  He  beat  it,  but  rather 
than  jump  right  back  into  the  fray,  Allen 
decided  to  spend  time  sailing  on  his  150- 


CLEAN 
IMAGE: 

scruff; 
and  sc 
hair  a 


foot  yacht  and  jetting 
around  the  globe  on  his 
Boeing  757. 

For  years,  mean- 
while, Allen  talked  up 
his  vision  of  a  "wired  " 
world,"  but  his  strategy  was 
follow.  He  was  an  early  inve 
America  Online  Inc.,  but  sold 
stake  in  1994  after  a  dispute  oi 
trol  with  aol  ceo  Steve  Case.  A 
he  more  than  tripled  his  orig 
million  investment,  had  he  held 
investment  would  now  be  worth 
lion.  In  1995,  after  befriending  r( 
dustry  mogul  David  Geffen,  he 
down  $500  million  for  an  18%  : 
DreamWorks  sko,  the  movie  stu 
fen  founded  with  director  Steve 
berg  and  former  Walt  Disney  e: 
Jeffrey  Katzenberg.  The  studic 
unprofitable. 

Now,  however,  both  Allen 
wired-world  idea  have  grown  u 
are  the  scruffy  beard  and  scrag 
Gone,  too,  are  the  scattershot 
ments.  These  days  Allen  is  foci 
1998,  he  paid  $2.8  billion  for  Daft 
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If  Internet  billing  is  the  future, 


the  future 
has  arrived. 


Welcome  to  a  future  where  the 
power  of  the  Internet  transforms 
your  billing  from  a  mere  accounting 
function  into  a  strategic  business 
tool.  Where  your  Internet-based 
bills  enhance  customer  loyalty, 
increase  your  brand  awareness 
and  create  new  revenue  streams. 
Derivion's  unique  service  bureau 
approach  to  Electronic  Bill 
Presentment  and  Payment  makes 
that  future  easy  and  affordable 
for  every  company.  And  it's  ready 
now.  The  future  is  waiting  for  you. 
Find  it  at  www.derivion.com 


Denvion 


O  1999  Denvion  Corporation   1  877  937  3277 
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Marcus  Cable  Co.  A  month  later,  he 
shelled  out  another  $4.5  billion  for  St. 
Louis-based  Charter  Communications.  A 
dozen  more  deals  since  have  turned  Allen 
into  the  fifth-largest  cable  operator,  with 
62  million  subscribers,  behind  such  giants 
as  at&t  and  Time  Warner.  Says  Leo  T. 
Hindery,  ceo  of  at&t  Broadband  Ser- 
vices: "He's  got  enough  subscribers  to 
be  a  very  major  player." 

Owning  the  pipeline  to  the  Internet  is 
the  big  play.  But  Allen  also  wants  a  hand 


BUSY 
BILLIONAIRE 


in  what  consumers  see  once  they  get 
there.  So,  unlike  at&t  and  other  cable  gi- 
ants' that  are  focusing  mainly  on  building 
delivery  systems,  Allen  has  been  buy- 
ing into  an  array  of  services  and  con- 
tent companies.  Key  to  his  strategy  is  his 
24%  stake  in  Denver-based  High  Speed 
Access  Corp.,  which  provides  an  aol- 
like  entry  to  the  Net  via  cable.  Eventu- 
ally, when  Charter  subscribers  leave 
home,  they  will  be  able  to  log  on  to  the 
Net  via  Metricom  Inc.,  a  wireless  net- 


Paul  Allen  is 
racing  to  build 
a  full-service 
cable  and 
Internet  empire. 
Here  are  key 
deals  over  the 
past  eight 
months: 


DATA:  COMPANY  DOCUMENTS 


DEC.  1998 

Marcus  Cable 

(in  millions) 
$2,800 

5%  of  Wink  Communications 
(interactive  TV)                         $10 

JAN.  1999 

Charter  Communications 
(cable) 

$4,500 

10%ofTiVo  (digital  TV) 

$15 

24%  of  High  Speed  Access 

(cable  ISP)  $20 


MARCH 

Go2Net  (Web  portal) 

(in  millions) 
$426 

MAY 

Falcon  Communications 
(cable) 

$3,600 

JUNE 

Bresnan  Communs.  (cable) 

$3,100 

AUGUST 

Lil 


IK  E: 

hum: 


Allegiance  Telecom 
(phone,  ISP) 


work  in  which  he  has  a  49%  st  !^! 

Equally  important  is  the  batter  ai 
content  companies  he  is  amassing.  V  " 
covering  the  spectrum  from  shop  2 
and  entertainment  to  information,  t  ^ 
companies  won't  give  Allen's  neti  * 
any  proprietary  access  to  content.  [i 
they  will  ensure  that  he  has  a  ro  ^ 
determining  what  the  Net  looks  like  s 
evolves.  He  has  stakes  in  portal  com  -f 
Go2Net,  E -commerce  site  priceline 
music  site  Liquid  Audio,  and  Ox  ¥ 
Media,      Gera 
Laybourne's 
Oprah  Winfrey 
ble-TV  and  Im 
company  gearcj* 
ward  women. 
All    told,  j 
owns  pieces  of 
than    100   nor 
companies,  vali  t 
more  than  $5  i 
"And  we  still 
lot    more    t( » tie  if 
done,"  says  \  ^  tlir 
D.  Savoy,  Alle  iepi#i 
year-old    top 
tenant  and  pr< 
of  his  Vulcarft 
tures    Inc.    ip 


$75 


TOTAL  $14.5  billion 


«, 


HIS  lip 

Were  i 


fed  thro 

him 
to  bee; 


The  shoe  is  on 
the  other  foot. 


•  • 


m  %„ 


Pfetfn 


id.  Savoy,  ;i  former  in 
dear  who  has  worked  with 
t  13  years,  serves  as  an 

».  Allen  and  Savoy  huddle 
it  they  want  to  buy  next, 
oy  hunts  down  the  best 
(inches  the  numbers,  and 

briefing  papers  to  Allen. 

AWAY.  It's  up  to  Allen,  of 
o   make  a  deal,  and   he 
Lick  the  tires  before  writ- 
,'t'k.  When  he  invested  in 
ted  Access,  the  cable  mo- 
id, Allen  hooked  up  his 
iputer  with  cable  Internet 
irs    l-',\cite(^Home,   and 
nner,  clicking  away  for 
each,  says  HSA  president 
it  cock  Sr.  "He  is  the  ulti- 
umer,"  adds  Pitcock.  "If 
t,  he  figures  the  guy  at 
oing  to  as  well." 
out  Web  sites  to  invest 
part.  But  Allen  still 
f  hard  work  before  his  " 
ire  is  up  and  ranning  smoothly, 
nsiders  expect  him  to  use  pro- 
Iti  the  ipo  to  pay  down  debt 
Bete  the  rollout  of  fiber-optic 
le  problem:  His  cable  systems 
u  red  throughout  the  country, 
il  lard-to-wire  rural  areas.  So 
u  Is  to  beef  up  key  markets  in 
it  ast  and  on  the  Coast.  Already, 


BASKETBALL  OUTING:  Allen  with  buddy  Bill  Gates 


AT&T's  Hindery  says  he  is  negotiating  to 
swap  or  sell  off  some  of  AT&T's  Los  An- 
geles cable  assets  to  Allen. 

To  integrate  the  new  content  compa- 
nies, meanwhile,  Allen  has  been  gather- 
ing execs  for  the  past  two  years  for  his 
annual  "Synergy  Summit"  at  a  Scotts- 
dale,  Ariz.,  resort.  Allen  himself  rarely 
shows,  leaving  much  of  the  brainstorming 


to  Savoy  and  the  CEO    of  W     pari 

ner  companii 

In    many  \lh-n    i 

quirl  ■  r.  He  live   on  ai 

tate  "in  idi  Seattle  where  he  also 
has  built  a  house  for  hit  mother, 

I'ayc  He  and  his  >i-ter,  .Jody,  -nil 
spend  a  lot  of  time  on  such  Alien 
pel  projecte  ai  building  a  new  sta- 
dium for  his  Seattle  Seahawk.-  foot- 
ball team.  And  when  he  does  make 
an  appearance  at  the  Synergy 
Summit,  it's  often  to  do  a  Jimi 
Hendrix  imitation  on  his  electric- 
guitar.  "He  plays  a  very  good  gui- 
tar for  a  billionaire  computer  ge- 
nius," says  DreamWorks'  Geffen. 
Then  there  is  paulallen.com,  his 
personal  Web  site  complete  with 
favorite  diving  spots,  movies,  and 
books. 

But  Allen  looks  to  be  on  the 
light  track  this  time.  Hardly  the 
typical  cable  tycoon,  he  comes  from 
the  very  different  world  of  PCs  and 
the  Internet.  That,  as  much  as  his  deep 
pockets,  may  give  this  cable  guy  an  edge. 
The  ever-shy  Allen  may  not  show  up  at 
next  year's  cable  convention,  but  he  and 
his  Charter  Communications  have  already 
made  their  mark. 

By  Ronald  Grover  in  Los  Angeles, 
Richard  Siklos  in  New  York,  and 
Michael  Moeller  in  San  Mateo,  Calif. 
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BIG  SPENDERS  ARE 
KEEPING  THIS  PARTY  GOING 

Consumer  and  corporate  outlays  crush  any  thoughts  of  a  slowdown 


lays 
rations 


Led  by  tech  companies,  Corporate 
America's  profits  are  cruising  at 
warp  speed.  The  double-digit 
growth  rate  in  U.  S.  earnings  has 
rendered  the  unpleasantness  of  1998 — 
when  second-quarter  profits  dropped 
2% — a  distant  memory.  Profits  for  the 
900  companies  on  business  week's  Cor- 
porate Scoreboard  rose  a  merry  28% 


during  this  year's  second  quarter,  the 
best  performance  since  1996's  final  peri- 
od. Operating  income,  which  removes 
special  charges  and  other  one-time 
events,  was  up  a  healthy  12%.  Revenue 
growth,  meanwhile,  clocked  a  solid  10%. 
The  biggest  boost  to  the  bottom  line 
has  come  from  home.  Although  exports 
remain  sluggish,  low  inflation  and  high 


employment  in  the  U.  S.  have 
simple,  undeniable  fact:  Consun 
businesses  are  spending  tons  o1 
It  also  helps  that  companies  i 
to  make  efficiency  gains.  The 
annual  productivity  growth 
doubled,  to  2%,  over  the  past  foi  g 

These  days,  there's  little  to  d( 
sumers  from  flocking'  to  the  (  n  netwoj 


Winners  and  Losers  in  Quarterly  Profits 


INDUSTRIES 


COMPANIES 


LEADERS 

PERCENTAGE  CHANGE  FROM 
1998's  SECOND  QUARTER 

POLLUTION  CONTROL            185% 

PUBLISHING 

183 

ALUMINUM 

166 

MISCELLANEOUS  SERVICES 

125 

TEXTILES 

115 

ENTERTAINMENT 

112 

COMPUTER  SOFTWARE  &  SVCS.  95 

AUTO  PARTS  &  EQUIPMENT 

83 

SEMICONDUCTORS 

81 

DRUG  DISTRIBUTION 

56 

BANKS-WEST  &  SOUTHWEST 

56 

FOOD  DISTRIBUTION 

52 

CARS  &  TRUCKS 

51 

EATING  PLACES 

40 

LAGGARDS 

PERCENTAGE  CHANGE  FROM 
1998's  SECOND  QUARTER 

CONSTRUCTION  &  ENG.       LOSS 

GENERAL  MANUFACTURING 

-97% 

NONFERROUS  METALS 

-95 

BROADCASTING 

-76 

PETROLEUM  SERVICES 

-71 

STEEL 

-63 

TIRE  &  RUBBER 

-51 

SPECIAL  MACHINERY 

-29 

PERSONAL  CARE 

-21 

COAL,  OIL  &  GAS 

-17 

BUSINESS  MACHINES  &  SVCS 

.-14 

MISCELLANEOUS  LEISURE 

-14 

PRINTING  &  ADVERTISING 

-13 

CHEMICALS 

-10 

WHO  MADE  THE  MOST 

GENERAL  ELECTRIC 

MILLIONS  OF 
DOLLARS 

$2820 

CITIGROUP 

2448 

IBM 

2391 

FORD  MOTOR 

2338 

MICROSOFT*** 

2202 

PHILIP  MORRIS 

2030 

BANK  OF  AMERICA 

1915 

INTEL 

1749 

GENERAL  MOTORS 

1734 

AT&T 

1588 

MERCK 

1478 

CHASE  MANHATTAN 

1393 

AIG 

1277 

EXXON 

1205 

k  .hi 
the  firs 

spitalsp 

All  5'fc 


b 


WHO  LOST  THE  MO; 


MILL! 

Di  ^rlier  i 


-Si 


are,; 


"  Hi 


FORTUNE  BRANDS 

GENENTECH 

NAT'L  SEMICONDUCTOR** 

SPRINT  PCS  GROUP 

COMPUTER  ASSOCIATES 

NEXTEL  COMMUNICATIONS  -Ms  m 

MATTEL 

COMPAQ  COMPUTER 

MEDIA0NE  GROUP 

MICROAGE 

CONAGRA*** 

VLASIC  FOODS  INTL.** 

AMAZON.COM 

TENET  HEALTHCARE*** 


[Co 


'  sen 


Llg  Off 


0 


loi 


wst-cu 
Unlet 


CONSTRUCTION  &  REAL  ESTATE  37 

ALL  INDUSTRY 


SAVINGS  &  LOAN  -9  SBC  COMMUNICATIONS        1176 

AVERAGE: +28%  *  FISCAL  FIRST  QUARTER     *•  FISCAL  THIRD 

DATA:  STANDARD  &  POOR'S  COMPUSTAT,  A  DIVISION  OF  THE  McGRAW-HILL  COMPANIES 


WESTERN  DIGITAL*** 

QUARTER      *"  FISCAL  FOURTH  QUARTER 


-( 


ft 


^panii 
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1  ■  Conference  Hoard's  index  of 
I  r  confidence  hit  a  30-year  high 
I  Why?  Pockets  are  full  of  folding 
Leal  wages  during  the  quarter 
I  2%,  while  employment  growth 
1 2%  as  well.  "Goods  have  been 
I  f  the  shelf — almost  too  fast  to 
says    Credit    Suisse    First 
•conomist  Rosanne  M.  Cahn. 
rations  have  been  avid  shop- 
,  shelling  out  cash  for  new  plant 
pment,  but  particularly  for  com- 
Tiat  shopping  spree  pushed  cap- 
ding  up  10.8%,  after  a  rise  of 
the  first  quarter.  One  of  the 
apital  spenders  is  General  Elec- 
\nd  why  not?  Its  wide  array  of 
es,  ranging  from  aircraft  en- 
financial  services  to  the  nbc 
i  network,  gave  it  the  highest 
e:  $2.8  billion,  up  a  strong  15%. 
lowhere  are  flush  times  better 
than  in  the  tech  world.  "Com- 
nd  telecommunications  are  the 
;kbone  of  this  growth,"  says 
\   ling,  senior  economist  at  Bear, 
k  Co.  IBM's  boft'o  65%  gain  over 
-earlier  period,  to  $2.4  billion, 
mi  across-the-board  increases 
are,  software,  and  services.  Big 
led  nearly  $9.5  billion  in  new 
pntracts  during  the  quarter, 
vhile,  Microsoft  Corp.'s  domi- 
software  continues.  Paced  by 
lling  Office  and  BackOffice  sys- 
■ofits  surged  62%,  letting  Mi- 
ihmg  off  its  ongoing  antitrust 
Is.  The  $80  million  charge  it 
■legal  expenses  was  a  pittance 
|i  to  its  $2.2  billion  in  net  eam- 
the  same  time,  profits  at  Mi- 
Semiconductar  ally,  Intel  Corp., 
,'l!>',,  to  $1.7  billion.  Thanks  to 

e  cost  cutting,  Intel  racked  up 

while  trimming  prices  of  its 
[Tab  more  market  share. 

companies  that  were  hurting 
■  have  rebounded  nicely.  In 
cond  quarter,  Motorola  Inc. 

$1.3  billion  loss  after  it  took  a 


11 


large  and  painful  write-off  for  restruc- 
turing largely  due  to  sagging  chip  de- 
mand abroad.  Lately,  though,  the  chip 
business  has  revived  worldwide.  That 
has  helped  the  electronics  giant  to  score 
gains  in  a  host  of  thriving  areas,  like 
digital  cellular  phones,  letting  it  post  a 
tidy  $206  million  profit. 
BURNING  RUBBER.  The  good  news  ex- 
tends well  beyond  tech.  General  Motors 
Corp.,  hobbled  by  a  strike  last  year, 
roared  back  with  a  467%  profit  increase, 
to  $1.7  billion.  Consumers  are  snapping 
up  big-ticket,  high-profit  minivans,  sport- 
utility  vehicles,  and  trucks.  "The  North 
American  market  is  red-hot,"  says  GM 
President  G.  Richard  Wagoner  Jr.  Ford 
Motor  Co.  enjoyed  an  impressive  13% 
sales  gain,  even  though  earnings  dipped 
2%,  to  $2.3  billion,  due  to  a  $146  million 


charge  related  to  its  March  acquisition 
of  Volvo. 

One  of  the  strongest  sectors  was  pub- 
lishing, which  enjoyed  fat  advertising 
sales  and  overall  scored  a  stellar  183% 
profits  boost,  vs.  a  so-so  8%  in  the  year- 
before  quarter.  Time  Warner  Inc.,  the 
world's  largest  media  company,  enjoyed 
a  spectacular  487%  earnings  jump,  to 
$593  million,  partly  from  selling  some  of 
its  cable  systems  but  also  from  robust 
cable-channel  and  magazine-ad  revenue. 
Cash  flow,  a  common  measure  for  high- 
ly leveraged  companies  like  Time  Warn- 
er, jumped  15%,  to  $1.25  billion. 

Financial  services,  damaged  by  prob- 
lems overseas  in  1998's  second  half, 
were  back  in  the  sweet  spot.  Banks, 
reveling  in  heavy  loan  demand  for  prod- 
ucts from  mortgages  to  credit  cards. 


A  Spotlight  on  Second-Quarter  Profits 


AFTERTAX  PROFITS 
QUARTER  BY  QUARTER 

PERCENT  CHANGE  FROM 

SAME  PERIOD  OF  PRECEDING 

YEAR,  ALL  INDUSTRIES 


40- 


30 


20- 


10 


CHANGE  IN  AFTERTAX 
PROFITS  FROM  1998 

COMPUTERS  & 
PERIPHERALS 


BREAKING  DOWN 
THE  LATEST  QUARTER 
AS  REPORTED +28% 

WITHOUT  OFFICE 
EQUIPMENT  t 
COMPUTERS  +17% 


iv  i  ii  iii  >v  1 1  riwii 

'96  '97  '98 
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INDUSTRIES  WITH  THE  BIGGEST 
DOLLAR  CHANGE  IN  THE  QUARTER 

Lobbed  a  softball,  corporations 
hit  one  out  of  the  ballpark  this 
quarter.  Last  year,  losses  at  AT&T, 
Compaq,  and  Motorola  combined 
with  the  strike  at  General  Motors 
to  clobber  second-quarter  1998 
earnings.  In  Q2  1999,  profits  at 
each  of  those  companies  had  a 
billion  dollar  turnaround  from  last 
year,  though  Compaq  still  lost 
money.  The  bounceback  in  profits 
was  also  helped  by  a  10%  jump 
in  sales,  the  first  double-digit 
increase  in  revenues  since  the 
third-quarter  of  1997.  Of  course, 
it  wasn't  all  good  news.  Losses 
at  MediaOne  Group  and  Fortune 
Brands  sank  Broadcasters  and 
Manufacturers,  respectively. 
But  overall,  this  quarter  was 
phenomenal.  Now,  will 
it  continue? 
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were  up  17%  overall.  Chase  Manhattan 
Corp.  saw  profits  rise  30%,  to  $1.4  bil- 
lion. On  Wall  Street,  stock  trading  and 
deal  underwriting  let  Merrill  Lynch  & 
Co.  deliver  a  23%  earnings  hike,  to  $673 
million,  while  rival  Morgan  Stanley 
Dean  Witter  rose  35%,  to  hit  $1.2  billion. 
At  the  same  time,  rising  interest  rates 
did  little  to  cool  off  the  boom  in  housing. 
Homebuilders'  profits  were  up  37%,  led 
by  the  likes  of  Lennar,  Centex  Homes, 
and  Kaufman  &  Broad. 
NICKS  AND  CUTS.  Amid  the  euphoria, 
disappointments  did  pop  up,  however, 
especially  where  commodities  were  in- 
volved. Grain  prices  are  in  the  cellar, 
so  farm-equipment  makers  are  smarting. 
Deere  &  Co.'s  earnings  were  down  59%, 
to  $150  million.  And  energy  companies 
were  down  24%,  with  Exxon,  Sunoco, 
and  Texaco  all  suffering  profit  plunges. 
Plus,  a  rally  in  oil  prices  failed  to  offset 
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persisting  weakness  in  chemical  prices. 
Plus,  there  were  individual  lemons  in 
otherwise  thriving  industries.  Compaq 
Computer  Corp.  had  a  $184  million  loss 
as  more  nimble  direct  sellers,  such  as 
Dell  Computer  Corp.,  took  away  busi- 
ness. But  some  companies  had  poor  num- 
bers because  of  charges,  not  operational 
problems.  Genentech  Inc.  recorded  a  $923 
million  loss  after  taking  a  charge  to  cov- 
er parent  Roche  Holding  Ltd.'s  cost  of 
buying  the  one-third  of  the  biotech  com- 


pany it  didn't  already  own.  Get 
operating  profits  rose  81% 
Brands  Inc.  had  a  similar  situ* 
operating  profits  rose  14%,  tl 
strong  sales  in  its  golf  and  home-i 
fines.  Fortune's  $1.2  billion  in 
stems  from  restructuring  costs 
accounting  change  related  to  r< 
quisitions,  which  include  Cobra 
and  Whyte  &  Mackay  whiskey. 

What's  next?  First  Call  Cor 
vey  of  analysts  projects  operati 
its  climbing  to  21%  for  the  b 
1999.  Says  Charles  L.  Hill,  Ftt 
director  of  research:  "Near  tt 
don't  see  a  cloud  in  the  sky."  Tl 
be  famous  last  words,  but  for 
outlook  is  bright  indeed. 

By  Larry  Light  in  New  Yo 
Kathleen  Kerwin  in  Detroit,  An 
hardt  in  San  Mateo,  Calif.,  a 
reports 
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OVERSEAS  ECONOMIES  AREN'T  CHIPPING  IN  YET 


Stock  prices  may  be  soaring  in 
Asia  as  the  local  economies  start 
to  grow  again,  but  don't  look  for 
much  of  a  payoff  in  Seattle  or  Atlanta. 
In  fact,  little  of  the  rebound  in  over- 
seas economies  has  filtered  through  to 
U.  S.  corporate  bottom  lines  yet — and 
economists  worry  that  weak  recover- 
ies abroad  may  peter  out  before  they 
have  much  impact  at  home. 

Certainly,  things  are  better  than 
last  fall,  at  the  height  of  the  financial 
crisis  that  rocked  Asia  and  Latin 
America.  Earnings  from  U.  S.  overseas 
operations  rose  10.5%  in  the  first  quar- 
ter, according  to  the  Commerce  Dept. 
Even  better,  U.  S.  exports  grew  at  a 
3.7%  rate  in  the  second  quarter.  Al- 
though that's  still  well  below  the  dou- 
ble-digit export  growth  experienced  at 
the  tail  end  of  the  boom,  it's  far  better 
than  the  negative  territory  that  was 
seen  at  the  end  of  1998.  David  Wyss, 
chief  economist  at  Standard  &  Poor's 
dri,  expects  5%  growth  in  the  third 
quarter  and  2%  in  the  fourth,  as  Boe- 
ing Co.'s  airplane  shipments  fall  off. 
"It's  going  to    ike  several  years  before 
we  see  the  [over   'as]  earnings  growth 
we  saw  prior  to  I    e  crisis,"  says  James 
Glassman,  a  senior  economist  at  Chase 
Securities  Inc. 

If  the  worst  is  ovei  for  Southeast 
Asian  economies,  however,  it  will  be 
difficult  for  them  to  stage  a  sustained 
rally  until  Japan,  their  biggest  trading 
partner,  turns  around.  Signs  of  life  in 


20-- 


the  Japanese  economy  reflect  a  huge 
injection  of  government  spending.  The 
money  tends  to  get  funneled  into  pub- 
lic infrastructure  projects,  such  as 
bridges  and  roads.  That  spending  has 
yet  to  spark  a  commensurate  increase 
in  either  consumer  demand  or  private 
capital  investment — the  kind  of  boom 
that  results  in  sales  of  more  Boeing 
airliners  or  cases  of  Coke.  "It's  a  tem- 
porary shot  in  the 
arm,"  says  Sung  Won 
Sohn,  chief  economist 
at  Wells  Fargo  &  Co. 
Meanwhile,  south-of- 
the-border  economies, 
such  as  Brazil's  and 
Argentina's,  remain 
mired  in  recession  de- 
spite some  early  signs 
of  improvement. 

Things  would  be 
even  worse  if  it 
weren't  for  free- 
spending  U.  S.  con- 
sumers. The  U.  S.  racked  up  a  record 
$21.3  billion  trade  deficit  in  May  as 
imports  of  foreign  goods  and  services 
grew  2%,  while  exports  shrank  1%. 
Says  Glassman  at  Chase:  "We've  been 
importing  them  out  of  their  reces- 
sions. So  far,  it  hasn't  helped  U.  S.  ex- 
porters much." 

Indeed,  even  as  some  sectors  are 
starting  to  get  a  bit  of  a  lift  abroad, 
the  overall  picture  is  mixed.  Technolo- 
gy seems  to  be  bouncing  back  the 


fastest.  IBM  reported  a  healthy  1 
boost  in  Asian  sales  of  computer 
ware,  software,  and  services,  whlmm 


mm 


helped  it  record  an  overall  65%  € 
ings  increase  over  the  year-earlie  pbummw 

mm 
Howes 


JUST  STARTING 
TO  PICK  UP  STEAM 


GROWTH  IN  U.S. 

EXPORTS,  ADJUSTED 

FOR  INFLATION 


_5i i x i i 

'97  '98 

A  PERCENT 

DATA:  U.S.  COMMERCE  DEPT. 


riod.  But  consumer-goods  compai 
are  still  struggling.  Coca-Cola  Cc 
weak  sales  in  Asia,  Latin  Amerk 
and  Europe  contributed  to  a  2% 
crease  in  both  global  case  sales  a  ^jjjz 
syrup  shipments.  nnm{ 
PARKED.  Heavy  ;  « 
culture  and  minii  ikr 
machinery  is  eve  nmrRNAno^ 
tougher  to  sell  tl  Mdocoi 
soft  drinks.  Catei 
lar  Inc.  reported  st  equip, 
sales  of  its  giant  wposiie 
trucks,  loaders,  a  Mm^ 
other  machinery  limits 
34%  in  Latin  Am 
in  the  last  quarts  KRuuroMo 
"Demand  remain 
weak  in  several  1  Pinny 
geographic  regioi liSi; 
says  Caterpillar  Chief  Executive  Wo*sys 
A.  Barton. 

The  upside,  of  course,  is  that  r  I 
companies  are  posting  gains  with  "^^i 
much  contribution  from  overseas, 
when  a  real  turnaround  emerges  J 
Asia  or  Latin  America,  the  effect  °*l;'! 
could  be  breathtaking.  For  now,    J 
though,  U.  S.  companies  know  th  |(I ' 
earnings  growth  will  have  to  be  i 
ly  home-grown. 

By  Andrew  Osterland  in  CI 
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rv 


ludes  all  sales  and 
0  rating  revenues.  For 
'eludes  all  operating 

Net  income  before 
lary  items.  For  banks, 


profits  are  net  income  after  se- 
curity gains  or  losses. 
MARGINS:  Net  income  from 
continuing  operations  before 
extraordinary  items  as  percent 
of  sales. 

RETURN  ON  COMMON  EQUITY: 

Ratio  of  net  income  available 


for  common  stockholders  (most 
recent  12  months)  to  latest 
available  common  equity, 
which  includes  common  stock, 
capital  surplus,  and  retained 
earnings. 

PRICE-EARNINGS  RATIO:  Based 
on  July  23,  1999,  common- 


stock  price  and  corporate  earn- 
ings from  continuing  operations 
before  extraordinary  items  for 
most  recent  12-month  period. 

EARNINGS  PER  SHARE:  For 

most  recent  12-month  period. 
Includes  all  common-stock 
equivalents. 


<Y 

SALES 

PROFITS 

RETURN  ON 
COMMON 

12 

MARGINS 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

e 

CHANGE 

2ND 

2ND 

EQUITY 

PRICE- 

MONTHS 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARMNG 

EARMNGS 

1999 

1998 

1999 

1998 

1999 

1998 

1999 

1998 

1999 

1998 

ENDING 

RATIO 

PER 

$  MIL 

% 

$  MIL 

% 

SMIL. 

% 

SMIL 

% 

% 

% 

6-30 

7-23 

SHARE 

JSTRY  COMPOSITE 


1561104.5       10     3061878.7        9    109309.8      28     209838.3      10 


7.0       6.0 


15.2        32       1.63 


OSPACE  &  DEFENSE 


i  COMPOSITE 

TECHNOLOGIES 

IYNAMICS 

(B.F.) 

4M  AEROSPACE 

NTERNATIONAL 
MARTIN 

NEWS  SHIPBUILDING 
GRUMMAN 
CASTPARTS (9) 

CHNOLOGIES 


OMOTIVE 


t  COMPOSITE 


34633.1 
15132.0 

641.9 
1379.0 
1081.7 

707.8 

369.7 
6203.0 

444.0 
2274.0 

359.0 
6041  0 

120441.1 


7 

13 

2 
17 

7 
27 
10 
-5 
-5 

6 
-3 

4 


67599.9 

29524.0 

1276.0 

2756.0 

2117.3 

1332.9 

742.4 

12391.0 

874.0 

4367.0 

736.3 

11483.0 


7 

12 

7 

18 

9 

26 

12 

-3 

1 

5 

2 

3 


1553.5 

701.0 
38.5 

105.0 
61.6 
69.8 
31.3 

-41.0 
35.0 

113.0 
22.3 

417.0 


21 

172 
-6 

14 
10 
26 
14 
NM 
119 
22 
-9 
25 


3173.2 
1170.0 

85.7 
370.0 
110.9 
128.3 

66.1 
227.0 

53.0 
217.0 

50.2 
695.0 


51 

280 
16 

113 

1 

34 

27 

-59 
66 

168 

3 

24 


17   231183.4 


12   5530.1 


49   10413.8   -56 


4.5 

4.6 
6.0 
7.6 
5.7 
9.9 
8.5 
NM 
7.9 
5.0 
6.2 
6.9 

4.6 


4.0 
1.9 

6.5 
7.8 
5.5 
10.0 
8.2 
4.4 
3.4 
4.3 
6.6 
5.7 

3.6 


16.3 
15.6 
20.8 
22.5 
14.1 
119.7 
30.1 
11.1 
28.2 
11.3 
14.5 
17.7 

21.4 


19 

22 

13 
16 
14 
19 
16 
22 
14 
16 
10 
17 

12 


2.71 
2.08 
3.67 
4.36 
3.06 
3.47 
1.21 
1.75 
2.41 
4.75 
4.13 
4.11 

3.94 


I 


A  TRUCKS 

3MP0SITE 

M 

10T0RS 
VfJ  INTERNATIONAL  (2) 
t    TRUCK  (3) 

«1 
nt 


92223.3 

17 

176894.0 

11 

4318.0 

51 

8304.1 

-62 

4.7 

3.6 

25.5 

10 

5.65 

42282.0 

13 

80167.0 

9 

2338.0 

-2 

4317.0 

-78 

5.5 

6.4 

24.2 

10 

5.13 

45067.0" 

21 

87502.0 

13 

1734.0 

467 

3554.0 

112 

3.8 

0.8 

26.9 

10 

6.67 

2274.0 

12 

4173.0 

11 

96.0 

43 

157.0 

50 

4.2 

3.3 

39.8 

9 

5.14 

329.8 

14 

628.4 

24 

10.5 

111 

17.1 

109 

3.2 

1.7 

17.2 

18 

3.00 

2270.5 

18 

4423.6 

18 

139.5 

33 

259.0 

26 

6.1 

5.4 

25.5 

10 

5.98 

S  A  EQUIPMENT 

JMPOSITE 
AXLE  &  MFG.  HOLDINGS 
JSTRIES 


[til 


NER  AUTOMOTIVE 

TOMOTIVE  SYSTEMS 

ESEL 

1M0TIVE  SYSTEMS 

IOGUL 

1) 

IMERZ  INTERNATIONAL  (11) 


IDUSTRIES  (10) 
UTOMOTIVE  (3) 

re.  o) 

prooucts  (6) 
Rational 


24421.6 

800.8 
839.3 
977.0 
640.8 

3441.0' 

7683.0 
585.2 
685.2 

1687.1 
514.9 
587.9 

3233.6 
559.0 

1217.0 
283.8 
305.8 
380  2 


21 

73 

30 

11 

42 

5 

9 

5 

266 

39 

19 

42 

49 

10 

21 

4 

4 

13 


46810.0 
1498.5 
1577.7 
1912.4 
1192.1 
6860.5 
15152.0 
1176.7 

949.9 
3329.3 

954.5 
1020.0 
5920.8 
1023.2 
23800 

564.9 
*575.7 

721.8 


17 

43 

28 

11 

30 

4 

3 

3 

203 

78 

20 

30 

41 

5 

21 

7 

1 

14 


1092.3 

33.7 
32.4 
51.2 
36.3 
190.2 
394.0 
12.8 
18.4 
87.3 
32.5 
163 
74.8 
26.3 
39.0 
19.5 
17.3 
10.3 


83 

NM 

17 

1 

85 

19 

375 
23 

181 

207 
52 
11 
14 
5 
17 
-3 
-6 
67 


1923.0 
62.7 
50.8 
95.3 
68.4 

351.7 

678.0 
25.3 
27.7 

148.7 
49.7 
26.4 

125.1 
46.9 
89.0 
37.0 
23.6 
16.7 


53 

533 

23 

2 

50 

17 

113 
26 

149 

601 
45 
-1 
11 
1 
-3 
-4 

-26 
27 


4.5 
4.2 
3.9 
5.2 
5.7 
5.5 
5  1 
2.2 
2.7 
5.2 
6.3 
2.8 
2.3 
4.7 
3.2 
6.9 
5.7 
2.7 


3.0 

NM 
4.3 
5.8 
4.3 
4.9 
1.2 
1.9 
3.5 
2.3 
5.0 
3.6 
3.0 
4.9 
4.7 
7.4 
6.2 
1.8 


13.0 

NA 

15.6 

10.3 

12.3 

20.4 

7.2 

8.6 

10.7 

11.6 

26.3 

27.8 

94 

9.9 

55.5 

16.2 

103 


19 

NA 
11 
18 
11 
13 
54 
18 
10 
16 
11 
18 
26 
21 
12 
13 
14 
19 


1.56 
NA 
3.59 
1.86 
4.77 
3.50 
0.36 
1.34 
2.96 
3.16 
2.36 
1.66 
1.90 
1  01 
2.20 
2.44 
1  78 
1.07 


'  most  recent  six  months  ended  June  30  (4)  Third  quarter  and  most  recent  six  months  ended  May  31.  (51  Third  quarter  and 
vr  and  most  recent  six  months  ended  June  30  (7)  Fourth  quarter  and  most  recent  six  months  ended  May  31   (8)  Fourth  quarter  and  mod  recent  six  men- 
ind  most  rec,  i  quarter  and  most  recent  six  months  ended  Apr  30   'Sales  include  ex 

.'i  income   'Revenues  from  maior  sul  I  included  in  consolidated  sales.  Earnings  per  share  are  ror  latest  12  m- 

I  le  all  common  .  .tngtul 
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COMPANY 


(C)  TIRE  &  RUBBER 

GROUP  COMPOSITE 

BANDAG 

COOPER  TIRE  &  RUBBER 

GOODYEAR  TIRE  &  RUBBER 


SALES 


2ND 

QUARTER 

1999 

SMIL. 


3796.2 

252.1 

495.4 

3048.7 


CHANGE 

FROM 

1998 

% 


6 

MONTHS 

1999 

SMIL 


7479.4 

476.3 

963.2 

6039.9 


—II  !■——■■■ — 


PROFITS 


• 


CHANGE 

FROM 

1998 

% 


2ND 

QUARTER 

1999 

SMIL 


119.8 

16.1 
38.0 
65.7 


CHANGE 

FROM 

1998 

% 


-51 

14 

17 

-67 


6 

MONTHS 

1999 

SMIL 


186.7 

26.2 
69.3 
91.2 


CHANGE 

FROM 

1998 

% 


-62 

12 

18 

-78 


MARGINS 


RETURN  ON 
COMMON 

2ND           2ND          EQUITY  PRICE 

QUARTER     QUARTER    12  MONTHS  EARNINGS 

1999          1998        ENDING  RATIO 

%             %            6-30  7-23 


3.2 

6.4 
7.7 
2.2 


6.4 

5.3 
7.0 
6.3 


12.0 

13.6 
15.0 
11.0 


19 

12 
12 
22 


INDUSTRY  COMPOSITE 


80452.3 


160102.0 


4    12584.0 


17      24693.4 


22 


15.6       13.7 


16.3 


20 


(A)  BANKS  -  EAST 

GROUP  CON 
BANK  OF  NEV 
BANKBOSTO" 
CHASE  MAM 
FLEET  FINANI 
MBNA 

MELLON  BAN 
MORGAN  (J.P 
PEOPLES  HEI 
PNC  BANK 
REPUBLIC  NE 
STATE  STREE 
SUMMIT  BAN 

(B)  BANKS  -  MIDWEST 

GROUP  COMPOSITE 

BANK  ONE 

COMERICA 

FIFTH  THIRD  BANCORP 

FIRSTAR 

HUNTINGTON  BANCSHARES 

KEYCORP 

MERCANTILE  BANCORPORATION 

NATIONAL  CITY 

NORTHERN  TRUST 

OLD  KENT  FINANCIAL 

U.S.  BANCORP 

WELLS  FARGO 


GROUP  COMPOSITE 

27203.6 

2 

54126.7 

3 

4127.6 

18 

7969.3 

26 

15.2 

13.2 

18.4 

BANK  OF  NEW  YORK 

1490.0** 

4 

2972.0 

6 

323.0 

9 

639.0 

11 

21.7 

20.6 

23.7 

BANKBOSTON 

2159.4 

17 

4125.9 

9 

250.2 

3 

473.2 

-1 

11.6 

13.1 

15.5 

CHASE  MANHATTAN 

8344.0 

0 

16311.0 

-2 

1393.0 

30 

25660 

43 

16.7 

12.9 

20.6 

FLEET  FINANCIAL  GROUP 

2819.0 

12 

5556.0 

15 

450.0 

15 

888.0 

24 

16.0 

15.6 

18.2 

MBNA 

1615.4 

32 

3060.4 

28 

227.2 

32 

413.2 

29 

14.1 

14.1 

23.5 

MELLON  BANK 

1526.0** 

6 

3109.0 

10 

238.0 

11 

518.0 

20 

15.6 

15.0 

22.3 

MORGAN  (J.P.) 

4374.0** 

-12 

9233.0 

-7 

504.0 

5 

1104.0 

54 

11.5 

9.7 

11.8 

PEOPLES  HERITAGE  FINANCIAL  GROUP 

254.1** 

6 

493.8 

3 

40.8 

225 

54.3 

24 

16.0 

5.2 

13.2 

PNC  BANK 

1868.0 

-1 

3889.0 

6 

315.0 

13 

640.0 

16 

16.9 

14.9 

20.6 

REPUBLIC  NEW  YORK 

904.0 

-9 

1752.3 

-9 

143.1 

20 

189.6 

-20 

15.8 

11.9 

6.5 

STATE  STREET 

1185.0** 

14 

2301.0 

15 

123.0 

13 

245.0 

14 

10.4 

10.5 

19.1 

SUMMIT  BANCORP. 

664.6 

6 

1323.2 

7 

120.3 

2 

239.1 

4 

18.1 

18  9 

18.2 

(D)  BANKS  -  WEST  &  SOUTHWEST 

GROUP  COMPOSITE 

BANCWEST 

FIRST  SECURITY 

PACIFIC  CENTURY  RNANCIAL 

PROVIDIAN  FINANCIAL 

UNIONBANCAL 

ZIONS  BANCORPORATION 


INDUSTRY  COMPOSITE 

AIR  PRODUCTS  &  CHEMICALS  (3j 

ARCH  CHEMICALS 

CABOT  (3) 

CYTEC  INDUSTRIES 

DOW  CHEMICAL 

DUPONT 

EASTMAN  CHEMICAL 


3139.9 

307.0 
522.5 
318.7 
944.4 
671.5 
375.8 

27322.3 

1237.8 

268.2 

423.6 

359.1 

4619.0* 

6994.0* 

1122.0* 


32 

67 
11 
-3 

100 
2 

41 

7 
1 
-1 
13 
-2 
-5 
9 
-4 


6047.8 

609.8 
1015.7 

640.3 
1713.3 
1328.8 

739  9 

53043.3 

2491.1 
493.2 
859.4 
714.4 

9036.0 
13289.0 

2145.0 


31 

69 
11 
-2 
99 
2 
U 

■    ■ 

6 

2 

0 

3 

-3 

-7 

5 

-7 


443.3 

42.0 

68.8 

38.5 

126.5 

114.7 
52.8 

2297.8 

94.6 
20.9 
22.4 
28.1 
412.0 
846.0 
43.0 


56 

94 
23 
NM 
101 
6 
60 

-10 

-31 
-1 

-33 

-19 

-4 

7 

-56 


864.8 
82.3 

133.7 

73.9 

240.0 

233.2 

101./ 

4196.6 

201.5 
34.4 
55.6 
56.3 

742.0 

1474.0 

68.0 


46 

92 
14 
99 
102 
14 
41 

-12 
-22 
-8 
-21 
-14 
-13 
3 
-60 


14.1 

13.7 
13.2 
12.1 
13.4 
17.1 
14.1 


12.0 

11.8 
11.9 
0.9 
13.3 
16.4 
12.4 


8.4 

7.6 
7.8 
5.3 
7.8 
8.9 
12.1 
3.8 


10.0 

11.3 
7.8 
8.8 
9.4 
8.8 

12.3 
8.3 


17.1 

6.7 
15.9 
11.8 
45.2 
17.5 
16.7 


10.3 

16.1 
NA 
15.3 
24.7 
15.9 
12.1 
7.9 


18 

23 

18 

16 

15 

28 

19 

20' 

16 

14 

41 

25 

14 


22591.2 

2 

45319.4 

5 

3818.7 

19 

7712.0 

23 

16.9 

14.6 

16.0 

22 

6458.0 

-1 

13244.0 

4 

992.0 

11 

2143.0 

17 

15.4 

13.7 

16.4 

20 

836.2** 

5 

1622.5 

1 

167.4 

11 

326.5 

11 

20.0 

18.8 

20.7 

15 

709.2 

7 

1380.4 

5 

161.6 

180 

312.0 

71 

22.8 

8.7 

18.5 

31 

888.3 

2 

1760.9 

3 

170.8 

15 

340.3 

18 

19.2 

17.1 

13.4 

37 

615.8 

1 

1221.3 

1 

105.0 

14 

201.5 

11 

17.0 

15.1 

15.0 

23 

1918.0 

9 

3908.0 

14 

280.0 

12 

573.0 

18 

14.6 

14.2 

17.4 

13 

714.5 

-1 

1427.9 

-1 

120.5 

12 

238.6 

7 

16.9 

14.9 

12.8 

22 

2041.1 

1 

4116.2 

6 

354.5 

7 

705.5 

62 

17.4 

16.4 

21.5 

15 

672.3" 

6 

1328.6 

6 

99.7 

14 

194.8 

13 

14.8 

13.7 

19.0 

28 

387.1** 

3 

765.6 

1 

62.0 

13 

120.6 

13 

16.0 

14.5 

20.3 

22 

2040.8 

7 

4019.1 

9 

374.3 

17 

741.1 

14 

18.3 

16.8 

22.5 

17 

5310.0** 

2 

10525.0 

3 

931.0 

29 

1815.0 

29 

17.5 

13.8 

11.1 

30 

(C)  BANKS  -  SOUTH  &  SOUTHEAST  ' 

GROUP  COMPOSITE  27517.6  0  54608.1  1  4194.3  12  8147.3  15  15.2  13.6  14.7  19 

AMSOUTH  BANCORPORATION  455.6  -4  899.8  -1  74.2  13  144.6  13  16.3  13.7  19.6  15 

BANK  OF  AMERICA  12728.0  -4  25152.0  -5  1915.0  -17  3829.0  6  15.0  17.3  12.1  23 

BB&T  886.9  13  1715.2  10  152.8  19  291.2  17  17.2  16.3  19.6  19 

FIRST  AMERICAN  471.7  2  925.4  2  57.3  164  123.8  44  12.2  4.7  14.0  20 

FIRST  TENNESSEE  NATIONAL  587.4**  18  1174.2  25  61.0  16  114.0  15  10.4  10.6  20.9  21 

FIRST  UNION  5330.0**  1  10852.0  6  873.0  251  1579.0  52  16.4  4.7  21.1  13 

HIBERNIA  309.3  7  611.6  8  47.4  7  76.9  -10  15.3  15.3  13.2  14 

POPULAR  540.3  14  1071.6  14  64.0  11  127.6  14  11.8  12.1  14.9  17 

REGIONS  FINANCIAL  829.6  8  1650.5  10  142.0  12  278.5  14  17.1  16.4  14.6  18 

SOUTHTRUST  802.3  10  1584.1  12  109.7  23  214.2  22  13.7  12.3  14.4  16 

SUNTRUST  BANKS  1921.8  4  3808.8  5  293.7  8  575.4  7  15.3  14.7  13.4  21 

SYNOVUS  FINANCIAL  387.1  22  750.5  17  50.9  15  99.1  16  13.2  13.9  18.3  26 

UNION  PLANTERS  706.0  0  1386.9  -1  105.8  33  203.1  10  15.0  11.2             8.7  27 

WACHOVIA  1561.6  3  3025.5  4  247.6  18  490.8  21  15.9  13.9  17.7  17 


I 


21 

19 
18 
12 
35 
13 


m 


fun 

THINGS 


38 

17 
NA 
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29 
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\MV 

SALES 

PROFITS 

7NU 
QUAKIIK 

(Mil 

ihom 

1998 
% 

M0N1MS 
(Mil 

IKIiM 
1998 
% 

QUARTER 
(Mil 

IHOM 
% 

MONIM', 
5  Mil 

IKOM 
% 

MARGINS 

%              % 

WMW. 

4 

H.B.HI) 

348.2 

2 

675.4 

3 

10.0 

11 

? 

2.9 

4  / 

296.9 

622.7 

68.5 

NM 

79.6 

651 

1.5 

340 

V.R.) 

1 

718.5 

1 

31  4 

23 

51.4 

;h 

8.4 

NM 

NM 

.KES  CHEMICAL 

374.8 

709.0 

-4 

42.8 

13 

73.8 

34 

114 

9.4 

7.0 

35 

1  28 

«U.) 

594.3 

0 

1174.8 

1 

10.4 

-20 

18.1 

1  / 

2.2 

IAL 

765.4 

-4 

15348 

15 

52.2 

-8 

120.4 

8 

6.8 

72 

2  1 

29 

0.68 

flONAL  FLAVORS  &  FRAGRANCES 

371.1 

2 

738.8 

0 

27.4 

-51 

76.2 

-36 

7.4 

153 

17.5 

31 

1.52 

434.2 

7 

881.7 

9 

30.0 

-25 

69.1 

-1 

6.9 

9.8 

9.0 

22 

1  31 

.CHEMICAL  t 

854.0 

NM 

1709.0 

NM 

-11.0 

NM 

-9.0 

NM 

NM 

NM 

-4.4 

NM 

-0.63 

UM  CHEMICALS 

406.0 

0 

789.0 

-2 

17.0 

-63 

26.0 

-72 

4.2 

11.3 

6.8 

18 

1.30 

ro 

2586.0 

23 

4896.0 

28 

326.0 

46 

446.0 

14 

12.6 

10.7 

-4.7 

NM 

-0.35 

1149.0 

-7 

2267.0 

-7 

107.0 

-1 

215.0 

2 

9.3 

8.8 

19.9 

18 

2.62 

HAAS 

1144.0" 

16 

2084.0 

8 

-9.0 

NM 

101.0 

-65 

NM 

18.2 

16.6 

27 

1.52 

IN  (A.)  (4) 

2505 

-2 

485.6 

-2 

11.3 

-17 

19.9 

-19 

4.5 

5.3 

14.0 

13 

1.47 

3) 

596.1" 

62 

1240.2 

56 

41.6 

71 

96.3 

67 

7.0 

6.6 

24.1 

18 

2.33 

IMIDE 

1418.0 

-3 

2820.0 

-7 

56.0 

-53 

127.0 

-51 

3.9 

8.1 

11.2 

23 

1.98 

MGLOMERATES 

:y  composite 
iy  teledyne 

46804.7 

917.9 

11 

-10 

87706.5 

1852.5 

9 
-8 

3787.2 

57.3 

17 

-24 

6578.4 

13 

8.1 

6.2 

7.7 

7.4 

21.9 

35 

2.57 

117.9 

15 

19.3 

18 

1.31 

;nal 

3818.0 

-1 

7414.0 

-1 

400.0 

14 

735.0 

13 

10.5 

9.0 

26.7 

26 

2.49 

NTERNATIONAL 

658.5 

13 

1253.6 

9 

12.2 

47 

19.9 

13 

1.9 

1.4 

7.2 

27 

0.70 

304.3 

45 

547.5 

28 

-2.7 

NM 

5.3 

-91 

NM 

13.3 

11.8 

31 

1.12 

ELECTRIC 

27410.0" 

9 

51575.0 

8 

2820.0 

15 

4975.0 

15 

10.3 

9.8 

25.6 

39 

2.99 

T  GENERAL (2) 

1167.6" 

13 

2142.3 

11 

-23.6 

NM 

-43.1 

NM 

NM 

NM 

15.0 

26 

1.80 

CE  SOLUTIONS  (3) 

1385.5 

-1 

2758.1 

-2 

27.3 

NM 

50.1 

NM 

2.0 

NM 

0.8 

NM 

0.04 

299.9 

4 

578.2 

5 

-28.3 

NM 

-9.6 

NM 

NM 

2.7 

5.9 

67 

0.33 

412.7 

27 

794.6 

26 

67.9 

317 

89.0 

NM 

16.4 

5.0 

21.7 

14 

2.33 

INTERNATIONAL 

729.9 

8 

1414.3 

9 

39.4 

22 

67.5 

20 

5.4 

4.8 

14.9 

16 

2.30 

1606.0 

0 

3061.0 

1 

83.0 

-27 

105.0 

-40 

5.2 

7.1 

-1.1 

22 

1.11 

2887.0 

16 

5636.0 

19 

162.0 

40 

307.0 

43 

5.6 

4.7 

12.3 

25 

3.37 

4785.4 

58 

7882.3 

29 

139.8 

11 

111.4 

-56 

2.9 

42 

17.7 

20 

2.71 

422.1 

-2 

797.1 

0 

33.0 

91 

47.9 

86 

7.8 

4.0 

22.5 

23 

1.44 

MSUMER  PRODUCTS 


I  Y  COMPOSITE 76824.3 


151332.7 


6231.8 


1      11941.9 


8.1 


8.4 


24.4 


32 


1.59 


iREL 

OMPOSITE 
HOE  (11) 
'HE  LOOM 
K8) 
IRNE 

;an  heusen  (in 

TERNATIONAL 


IANCES  &  HOME  FURNISHINGS 

3MP0SITE 
<G  WORLD  INDU 
&  BEYOND  (10) 
(10) 

TY  GROUP  (10) 
:  BRANDS  INTEI 
YERS(IO) 
8) 

PLATT 
THINGS 


6979.3 

-3 

13748.9 

-3 

179.9 

20 

434.2 

35 

2.6 

2.1 

12.2 

24 

1.52 

396.8" 

-1 

737.5 

-4 

6.3 

63 

8.9 

NM 

1.6 

1.0 

11.7 

14 

1.45 

551.7 

-12 

960.4 

-12 

-2.3 

NM 

-11.3 

NM 

NM 

10.4 

6.2 

23 

0.39 

628.4 

6 

1067.3 

4 

-31.0 

NM 

-29.1 

NM 

NM 

3.7 

0.4 

NM 

0.07 

607.7 

8 

1308.5 

7 

31.6 

2 

76.3 

-1 

5.2 

5.5 

16.5 

15 

2.61 

2182.3 

-5 

4359.1 

-4 

94.4 

NM 

218.6 

NM 

4.3 

NM 

13.9 

35 

1.57 

289.7 

-2 

616.3 

-3 

-4.6 

NM 

-4.0 

NM 

NM 

NM 

5.7 

19 

0.46 

697.4 

-8 

1483.2 

-10 

4.6 

-26 

22.5 

706 

0.7 

0.8 

8.2 

17 

0.77 

260.4 

^1 

493.6 

-7 

1.4 

-78 

-12.9 

NM 

0.6 

2.4 

-5.5 

NM 

-0.89 

1364.8 

1 

2  72  J  1 

2 

79.6 

8 

165.1 

0 

5.8 

6.4 

18  0 

12 

3.13 

'ORTS(IO) 

! 

J  SONOMA  (11) 
tAGES 


13723.2 

10 

59 

29382.0 

1712.1 

10 

56 

501.4 
72.8 

35 
30 

1112.2 

121.1 

29 

18 

3.7 

3.0 

16.7 

37 

NM 

1.19 

STRIES                     883.0 

8.2 

10.1 

1.2 

0.18 

359.4 

33 

778.6 

35 

17.9 

38 

52.1 

38 

5.0 

4.8 

23.6 

53 

0.71 

2386.2 

23 

5844.5 

22 

47.3 

201 

157.5 

97 

2.0 

0.8 

23.5 

58 

1.21 

22049 

15 

5234.3 

16 

41.4 

94 

128.4 

63 

1.9 

1.1 

10.1 

53 

0.85 

RNATIONAL                520.1 

11 

1054.0 

8 

27.6 

31 

55.3 

29 

5.3 

4.5 

24.1 

13 

2.07 

689.2" 

3 

1343.4 

3 

-70.5 

NM 

-97.7 

NM 

NM 

1.5 

-15.6 

NM 

-1.38 

365.8 

14 

683.9 

14 

22.8 

14 

40.5 

29 

6.2 

6.2 

15.9 

19 

1.24 

935.2 

9 

1822.8 

11 

72.4 

14 

138.5 

14 

7.7 

7.4 

17.8 

21 

1  32 

271.6 

22 

545.2 

24 

5.1 

81 

8.7 

102 

1.9 

1.3 

12.5 

43 

1.04 

1085.4 

6 

2191.6 

6 

88.2 

30 

175.2 

25 

8.1 

6.7 

59.0 

21 

3.50 

261.0" 

4 

593.0 

3 

12.6 

-18 

40.9 

4.8 

6.2 

19.1 

13 

0.76 

886.7 

-26 

1776.9 

-28 

61.6 

NM 

117.5 

591 

6.9 

NM 

20.3 

64 

0.76 

2616.0 

1 

5102.0 

1 

99.0 

22 

127.0 

-15 

3.8 

3.1 

16.1 

20 

3.77 

21 

29 

1.3 

1.0 

18  6 

37 

)MPOSITE 
-BUSCH 

20858.0 

3080.7 

3 

2 

39385.0 
5765.9 

6 

5 

2281.4 

431.0 

-2 

10 

3685.3 

750.1 

-3 

14 

10.9 

140 

11.4 

28.3 

39 

27 

1.35 

13.0 

30.9 

2.75 

RMAN  (8) 

421.5 

6 

880.8 

8 

48.2 

9 

97.5 

9 

11  4 

11  1 

22.0 

22 

2.93 

' 

SUA  BRANDS  (10) 

530.2 

989.6 

66 

10.8 

22.8 

16 

2.0 

4.2 

18 

I 

5379.0 

4 

98070 

2 

942.0 

-21 

1689.0 

-18 

17.5 

23.1 

37  4 

49 

1.28 

BUSINESS  WEEK  /  AUGUST  16. 

1999  93 

CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
1999           1998 
$  MIL.            % 

6 

MONTHS 

1999 

$  MIL. 

CHANGE 

FROM 

1998 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

1999          1998 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 

2ND 

QUARTER 

1999 

$  MIL 

CHANGE 

FROM 

1998 

% 

6 

MONTHS 

1999 

SMIL. 

CHANGE 

FROM 

1998 

% 

PRICE- 

EARNW: 

RATIO 

7-23 

COCA-COLA  BOTTLING  CONSOLIDATED 

261  0 

8 

481  3 

8 

6.2          -34 

1.7 

-76 

2.4 

3.9 

104.6 

52 

COCA-COLA  ENTERPRISES 

3797.0 

3 

7066.0 

6 

34.0           -69 

-27.0 

NM 

0.9 

3.0 

1.8 

NM 

COORS  (ADOLPH) 

575.6 

6 

1015.4 

6 

46.2             17 

58.2 

18 

8.0 

7.3 

9.7 

25 

PEPSI  BOTTLING  GROUP 

1831.0 

9 

3283.0 

8 

20.0          -13 

17.0 

0 

1.1 

1.4 

NM 

NM 

PEPSICO 

4982.0 

-5 

10096  0 

5 

74  1  0             50 

1076.0 

24 

14  9 

'1.4 

31.7 

27 

(D)  PERSONAL  CARE 

GROUP  COMPOSITE 

ALBERTO-CULVER  (3) 

AVON  PRODUCTS 

COLGATE-PALMOLIVE 

DIAL 

ECOLAB 

GILLETTE 

PROCTER  &  GAMBLE  (6) 

REVLON 


17411.7 

500.4 
1258.1 
2285.0 

430.4 

520.4 
2414.0 
9450.0 

553.4 


3 

7 

1 

1 

17 

11 

4 

2 

-4 


33787.5 

987.8 
2471.9 
4460.3 

829.3 

1009.7 

4353.0 

18681.0 

994.5 


3 

7 

2 

1 

18 

12 

0 

3 

-7 


1155.1 

22.7 
121.4 
228.1 

29.4 

43.4 
300.0 
414.0 

-3.9 


-21 

7 

9 

12 

15 

15 

-19 

-40 

NM 


2670.8 

42.7 
72.5 

437.0 
55.3 
78.4 

569.0 
1454.0 

-38.1 


-9 

5 

-10 

9 

14 

15 

-11 

-12 

NM 


6.6 

4.5 
9.6 

10.0 
6.8 
8.3 

12.4 
4.4 
NM 


8.6 

4.5 
8.9 
9.0 
7.0 
8.0 
16.0 
7.4 
2.0 


(E)  TOBACCO 

GROUP  COMPOSITE  17852.1 

PHILIP  MORRIS  15567.0 

R.  J.  REYNOLDS  TOBACCO  HOLDINGS  1 907.0 

UST  378.1 


CONTAINERS  &  PACKAGING 


INDUSTRY  COMPOSITE  11312.8 

(A)  GLASS,  METAL  &  PLASTIC 

GROUP  COMPOSITE  4832.5 

BALL  979.0 

CROWN  CORK  &  SEAL  1997.4 

OWENS-ILLINOIS  1423.1 

SILGAN  HOLDINGS  433.0 


8  35029.2 

5  30701.0 
33  3600.0 

6  728.2 


8  2114.0 

6  2030.0 

36  -39.0 

4  123.0 


15 

17 
NM 


14 


4 
52 

-11 

3 

10 


21912.0 

9152.1 

1799.3 

3791.0 

2730.1 

831.7 


16 


502.3 


4039.4  26 

3817.0  22 

-9.0  NM 

231.4  0 

710.5  -18 


11.8 

13.0 
NM 


11.1 

11.7 
NM 


32.5        33.3 


4.4 


5.4 


7  254.0 

51  32.0 

-8  99.6 

10  110.9 

14  11.5 


-6 

67 

-21 

-4 

13 


374.1 

47.7 
129.1 
180.2 

17.1 


-7 

93 

-23 

-8 

1 


5.3 

3.3 
5.0 
7.8 
2.7 


5.8 

3.0 
5.6 
8.3 
2.6 


(B)  PAPER 

GROUP  COMPOSITE 

ACX  TECHNOLOGIES 

AVERY  DENNISON 

BEMIS 

MAIL-WELL 

ROCK-TENN  (3) 

SEALED  AIR 

SMURFIT-STONE  CONTAINER 

SONOCO  PRODUCTS 

TEMPLE-INLAND 


6480.3 

259.0 
928.5 
481.3 
439,0 
329.6 
695.1 

1730.0 
611.8 

1006.0 


23 

1 
7 
2 

25 

3 

4 

126 

-4 
7 


12759.9 

501.6 

1862.4 

931.9 

879.5 

641.8 

1374.1 

3435.0 

1172.2 

1961.5 


24 

2 

9 

1 

32 

-1 

25 

125 

-11 

4 


248.3 

11.3 
63.7 
31.6 
15.0 
9.9 
51.2 
-23.0 
47.4 
41.3 


-7 

-10 

11 

14 

33 

-16 

44 

NM 

-36 

19 


336.4 

21.0 
82.1 
50.3 
29.8 
18.7 
97.8 
-115.0 
91.3 
60.3 


-28 

17 

-26 

4 

43 

-13 

56 

NM 

-24 

4 


3.8 

4.3 
6.9 
6.6 
3.4 
3.0 
7.4 
NM 
7.7 
4.1 


5.1 

4.9 
5.6 
5.9 
3.2 
3.7 
5.3 
0.3 
11.6 
3.7 


8     DISCOUNT  &  FASHION  RETAILING 


30.4 

15.6 
241.3 
52.3 
27.3 
23.9 
21.7 
28.7 
NM 


23.5 

38.1 
-3.8 

140.8 

4.6 


4.7 

8.7 
2.0 
4.3 
NM 


4.5 

5.3 
24.7 
15.8 
10.9 

9.5 

8.3 

-21.5 

19.0 

3.3 


38 

18 
47 
37 
30 
35 
52 
34 
NM 


17 

15 
NM 
12 

60 


43 

33 

65 

54 

9 


70 

15 
33 
18 
24 
15 
NM 
NM 
18 
57 


INDUSTRY  COMPOSITE 

135998.2 

314.4 

13 

171 

296187.5 

12 

3712.0 

17 

10479.5 

13 

2.7 

2.6 

16.2 

34 

AMAZON.COM 

608.0 

199 

-138.0 

NM 

-199.7 

NM 

NM 

NM 

NM 

NM 

AMES  DEPARTMENT  STORES  (11) 

829.1" 

67 

1701.8 

34 

-26.4 

NM 

-3.4 

NM 

NM 

NM 

3.2 

92 

ANNTAYLOR  STORES  (11) 

249.4" 

26 

512.2 

25 

14.8 

130 

26.5 

203 

5.9 

3.2 

10.5 

22 

AUTOZONE  (4) 

970.2 

30 

1822.8 

35 

58.7 

9 

94.8 

7 

6.1 

7.3 

18.0 

16 

BARNES  &  NOBLE  (11) 

718.3 

9 

1747.6 

8 

-1.4 

NM 

104.6 

57 

NM 

NM 

13.8 

18 

BJ'S  WHOLESALE  CLUB  (11) 

879.7 

14 

1934.2 

9 

14.4 

62 

52.0 

26 

1.6 

1.1 

17.7 

26 

BORDERS  GROUP  (11) 

618.7 

13 

1564.2 

11 

-4.1 

NM 

82.6 

0 

NM 

0.7 

11.8 

14 

BRADLEES(H) 

318.0" 

11 

751.9 

2 

-23.5 

NM 

-122.7 

NM 

NM 

NM 

NM 

NA 

BUILDING  MATERIALS  HOLDING 

256.0 

13 

471.6 

15 

7.0 

48 

9.6 

71 

2.8 

2.1 

10.5 

8 

BURLINGTON  COAT  FACTORY  (7) 

455.5 

12 

1042.5 

7 

5.9 

11 

29.1 

-14 

1.3 

1.3 

8.8 

16 

CDW  COMPUTER  CENTERS 

597.6 

46 

1137.0 

43 

22.3 

43 

42.0 

38 

3.7 

3.8 

26.3 

30 

CHARMING  SHOPPES  (11) 

259.0 

6 

531.2 

2 

4.8 

NM 

-4.4 

NM 

1.8 

NM 

1.2 

NM 

COLE  NATIONAL  (11) 

266.6 

-2 

538.7 

0 

3.0 

-50 

-7.7 

NM 

1.1 

2.2 

7.6 

11 

CONSOLIDATED  STORES  (11) 

923.7 

12 

2613.9 

7 

-3.7 

NM 

115.1 

68 

NM 

0.1 

8.8 

17 

CORPORATE  EXPRESS  (11) 

972.1 

6 

1935.4 

10 

10.0 

-36 

-31.7 

NM 

1.0 

1.7 

-0.8 

NM 

COSTCO  (4) 

6053.8" 

13 

12646.2 

14 

105.9 

24 

257.9 

22 

1.7 

1.6 

15.2 

35 

CSKAUT0  01) 

269.4 

13 

517.5 

16 

9.9 

NM 

18.2 

NM 

3.7 

NM 

33.0 

21 

DAYTON  HUDSON  (11j 

7214.0 

12 

17353.6 

13 

194.0 

21 

641.0 

24 

2.7 

2.5 

19.4 

31 

DILLARD'S  (11) 

2191.6" 

27 

4837.0 

26 

66.9 

•      6 

141.4 

-19 

3.1 

3.6 

4.8 

25 

DOLLAR  GENERAL  (11) 

844.6 

20 

1837.6 

17 

36.3 

20 

114.4 

20 

4.3 

4.3 

23.4 

40 

DOLLAR  TREE  STORES 

253.2 

23 

480.3 

24 

14.2 

24 

25.3 

31 

5.6 

5.6 

26.7 

40 

FAMILY  DOLLAR  STORES  (4) 

678.9 

16 

1431.1 

17 

41.8 

33 

83.4 

42 

6.2 

5.4 

19.8 

29 

FEDERATED  DEPARTMENT  STORES  (11) 

3707.0" 

7 

8914.0 

5 

87.0 

45 

495.0 

13 

2.3 

1.7 

12.2 

16 

GAP  (11) 

2277.7 

32 

5307.6 

37 

202.4 

49 

516.2 

47 

8.9 

7.9 

48.5 

46 

GOODY'S  FAMILY  CLOTHING  (11) 

259.9 

15 

623.5 

11 

7.9 

1 

15.9 

-37 

3.0 

3.4 

13.7 

13 

HOME  DEPOT  (11) 

8952.0 

26 

16210.0 

26 

489.0 

45 

907.0 

41 

5.5 

4.7 

18.9 

56 

HOMEBASE(H) 

365.3 

5 

674.0 

0 

0.7 

618 

1.1 

NM 

0.2 

0.0 

6.0 

11 
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i!=IB£  yOU  DON'T  HAU£  TO  SEND 
!  £-MAIl  RIGHT  NOU.  BUT  ISN'T 
COOL  THAT  yOU  CAN? 


.th  Interactive  Paging"''  Service 


When  you  can  work  in  the  moment,  there  are  no  obstacles  to  slow 
you  down.  Just  green  lights  in  every  direction.  Using  a  device  that's  small 
>ugh  to  fit  in  your  pocket  yet  large  enough  for  a  full  keyboard,  you  and  your  team  can  share  information 
ckly  and  easily.  Get  and  send  e-mail.  Send  messages  to  a  fax.  Send  text-to-voice  phone  messages.  Even  get 
;tomized  news,  sports  and  weather  reports  along  with  timely  stock  quotes.  And  thanks  to  the  core  technology 
lind  the  BellSouth  Intelligent  Wireless  Networkf1  you'll  even  know  when  messages  sent  between  interactive 
gers  are  delivered  and  read.  Just  type  and  click.  Hey,  you  never  know  when  inspiration  will  happen.  At  least 
'  /v  you  can  respond  to  it  when  it  does. 

!  H 1-888-290-1661  today  for  our  30-day  Satisfaction  Guaranteed  trial  offer  and  get  your  team  up  to  speed.* 


BELLSOUTH 


@lifespeed 
1-290-1661 

southwd.com/ipl4 


'Offer  available  through  BellSouth  Wireless  Data  and  participating  dealers.  Customers  must  execute  an  agreemer 
specified  contract  length  and  usage  plan,  subject  to  credit  approval.  Return  the  pager  at  the  end  of  the  tr.al  m  good  working 
order  with  original  packaging  and  pay  for  usage,  overcalls.  operator  services  gateway  events  and  loss  protection  (if 
required).  BellSouth  Wireless  Data  reserves  the  right  to  modify  or  cancel  this  promotion  at  any  time  without  notice.  Offer 
expires  12/31/99.  Coverage  currently  available  in  more  than  93%  of  U.S.  urban  business  population  Customized  information 
services  are  provided  under  separate  contract  with  independent  companies  not  affiliated  with  BellSouth  Wireless  Data.  01999 
BellSouth  Wireless  Data,  LP.  All  rights  reserved.  All  trademarks  contained  herein  are  the  property  of  their  respective  owners 
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IS 
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PROFITS 

2ND          CHANGE 
QUARTER        FROM 
1999           1998 

$  MIL.             % 

6 

MONTHS 

1999 

SMIL 

CHANGE 

FROM 

1998 

% 
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2ND           2ND 

QUARTER    QUARTER 

1999          1998 

%              % 

RETURN  ON 

COMMON 

EQUITY 

12  MONTHS 

ENDING 

6-30 

PRICE- 
EARNINGS 
RATIO 
7-23 

m 

2ND 

QUARTER 
1999 
SMIL 

CHANGE 

FROM 

1998 

% 

6 

MONTHS 

1999 

SMIL 

CHANGE 

FROM 

1998 

% 

INSIGHT  ENTERPRISES 

365  2 

54 

703.4 

58 

!  9 

68 

14.7 

63 

2.2 

2.0 

16.4 

31 

m 

INTIMATE  BRANDS  (11) 

877.8 

14 

2409.0 

11 

46.4 

13 

292.3 

46 

5.3 

5.3 

137.2 

28 

■0)1/ 

1 

JO-ANN  STORES  (11) 

295.7 

17 

714.4 

27 

2.3 

NM 

23.4 

40 

0.8 

NM 

8.1 

13 

w 

KMART  (11) 

8144.0 

8 

18545.0 

7 

67.0 

43 

420.0 

80 

0.8 

0.6 

8.9 

15 

KOHL'S  (11) 

910.3 

22 

2199.8 

21 

39.3 

46 

133.4 

34 

4.3 

3.6 

14.1 

62 

LANDS' END  (11) 

289.6 

8 

830.8 

11 

6.5 

25 

32.2 

-31 

2.2 

1.9 

13.0 

44 

LIMITED  (11) 

2104.8 

5 

5360.7 

2 

33.5 

-58 

284.0 

72 

1.6 

4.0 

88.9 

5 

LOWE'S  (11) 

3771.9 

20 

6687.6 

21 

125.0      . 

24 

231.2 

33 

3.3 

3.2 

12.5 

39 

Wit 

MAY  DEPARTMENT  STORES  (11) 

3053.0" 

8 

7671.0 

8 

122.0 

11 

600.0 

8 

4.0 

3.9 

21.9 

17 

1 

MICHAELS  STORES  (11) 

388.5 

16 

929.7 

10 

5.2 

-6 

35.4 

15 

1.3 

1.6 

8.9 

23 

li< 

MICRO  WAREHOUSE 

575.5 

10 

1180.9 

10 

12.0 

NM 

24.3 

414 

2.1 

NM 

11.7 

12 

NEIMAN  MARCUS  GROUP  (5) 

611.8** 

12 

1400.9 

12 

35.2 

47 

65.8 

14 

5.8 

4.4 

14.6 

11 

HIT 

NORDSTROM  (11) 

1066.3** 

0 

2534.6 

-1 

31.5 

-2 

98.1 

7 

3.0 

3.0 

15.8 

22 

I 

OFFICE  DEPOT 

2343.0 

13 

4965.9 

11 

74.1 

10 

174.7 

17 

3.2 

3.3 

11.5 

27 

in 

OFFICEMAX  (11) 

1179.4 

11 

2429.3 

12 

22.0 

15 

15.4 

-74 

1.9 

1.8 

4.6 

24 

i 

PAYLESS  CASH  WAYS  (1) 

492.7 

-3 

884.6 

-2 

2.8 

285 

-7.1 

NM 

0.6 

0.1 

-3.4 

NM  i 

PAYLESS  SHOESOURCE  (11) 

689.2 

1 

1257.6 

1 

35.3 

-7 

49.5 

-10 

5.1 

5.6 

18.8 

15 

w 

PENNEY  (J.C.)  (11) 

7569.0 

7 

16885.0 

0 

167.0 

-4 

374.0 

-6 

2.2 

2.5 

7.8 

21 

Mil 

PEP  BOYS-MANNY,  MOE  &  JACK  (11) 

598.3 

2 

1161.5 

7 

10.1 

0 

-8.8 

NM 

1.7 

1.7 

0.8 

NM 

PETSMART(H) 

564.1 

14 

1145.8 

14 

4.1 

NM 

23.5 

408 

0.7 

0.0 

7.4 

34 

Ml 

ROSS  STORES  (11) 

550.8 

14 

1180.8 

12 

34.2 

23 

79.7 

16 

6.2 

5.8 

32.7 

17 

51BETF 

SAKS  (11) 

1544.5** 

9 

3595.3 

11 

33.7 

20 

133.8 

-65 

2.2 

2.0 

1.5 

NM 

SEARS,  ROEBUCK 

9992.0 

-3 

19029.0 

-3 

331.0 

-1 

477.0 

2 

3.3 

3.3 

17.2 

15 

'■ 

SHOPKO  STORES  (11) 

759.9 

18 

1685.8 

NA 

4.3 

101 

44.9 

NA 

0.6 

0.3 

12.5 

18 

IODDIST 

SPIEGEL 

752.0 

10 

1377.1 

8 

16.5 

NM 

6.5 

NM 

2.2 

NM 

7.0 

27   ' 

'COMPOS 

SPORTS  AUTHORITY  (11) 

357.0 

3 

816.0 

6 

-1.5 

NM 

-0.5 

NM 

NM 

NM 

-22.5 

NM 

STAGE  STORES  (11) 

262.6 

-4 

619.9 

-3 

-2.3 

NM 

-5.2 

NM 

NM 

3.3 

-3.8 

NM 

j 

STAPLES  (11) 

2072.1 

24 

4149.2 

23 

50.3 

40 

121.6 

11 

2.4 

2.2 

11.7 

68 

MM 

SYSTEMAX 

413.8 

25 

835.5 

21 

5.2 

-31 

16.0 

-22 

1.3 

2.3 

12.6 

9 

K» 

TALBOTS(II) 

293.0** 

8 

628.4 

8 

19.4 

33 

27.5 

556 

6.6 

5.4 

10.0 

27 

inn 

TIFFANY  (11) 

272.3 

20 

715.1 

20 

16.2 

45 

69.5 

31 

5.9 

4.9 

17.4 

38 

HllilOi 

TJX  (11) 

1952.1 

10 

4234.5 

5 

127.7 

45 

254.6 

37 

6.5 

4.9 

38.7 

23         ODPflOC 

TOYS 'R' US  (11) 

2166.0 

6 

7102.0 

1 

17.0 

-11 

327.0 

-18 

0.8 

0.9 

-3.7 

NM 

'COMPOS 

U.S.  OFFICE  PRODUCTS  (8) 

658.8 

-3 

1335.4 

-1 

-97.5 

NM 

-110.0 

NM 

NM 

0.9 

-41.2 

NM          ptffi 

VENATOR  GROUP  (11) 

1079.0 

2 

2411.0 

-2 

-11.0 

NM 

18.0 

-84 

NM 

0.8 

-1.5 

NM 

luias 

WAL-MART  STORES  (11) 

34717.0 

16 

75502.0 

16 

1110.0 

34 

2669.0 

26 

3.2 

2.8 

21. '4 

42 

IS 

WICKES 

288.8 

22 

479.9 

18 

3.6 

29 

0.3 

NM 

1.2 

1.2 

16.1 

12 

11  SOUP  f 

ZALE  (5) 

280  1 

9 

848.7 

9 

6.3 

317 

70.2 

16 

2.2 

0.6 

11.4 

18 

mill's 

a  iMiriwTimsi 

■■1 

, 

Km 

■ ..... 

INDUSTRY  COMPOSITE 

47369.3 

15 

91936.6 

14 

3061.0 

NM 

6580.2 

144 

6.5 

0.4 

12.0 

46 

WIICls  1 
Hi  (II 

(A)  ELECTRICAL  PRODUCTS 

GROUP  COMPOSITE 

7253.6 

19 

21 

13599.6 

592.6 

13 

535.0 

NM 

979.1 

200 

45 

7.4 

13.6 

NM 

18.6 

21 

Hit 

WIS  (9| 

AMERICAN  POWER  CONVERSION 

315.5 

24 

42.8 

60 

77.6 

10.3 

22.6 

24 

COOPER  INDUSTRIES 

957.5 

1 

1882.2 

2 

88.0 

18 

163.6 

17 

9.2 

7.8 

22.6 

15 

WILIS  (7,1 

EATON 

2300.0 

34 

3961.0 

17 

125.0 

10 

209.0 

-5 

5.4 

6.7 

16.0 

21 

Hl(l] 

HUBBELL 

368.6 

-1 

736.1 

3 

43.1 

-2 

82.8 

-1 

11.7 

11.9 

20.0 

16 

foots 

NATIONAL  SERVICE  INDUSTRIES  (4) 

569.8 

9 

1080.2 

8 

30.5 

9 

55.3 

7 

5.4 

5.4 

19.0 

14 

FOODS  (2) 

ROCKWELL  INTERNATIONAL  (3) 

1808.0 

9 

3509.0 

5 

150.0 

NM 

293.0 

NM 

8.3 

NM 

21.9 

21 

SMITH  (A.O.) 

262.8 

16 

520.1 

16 

13.9 

10 

25.3 

11 

5.3 

5.6 

11.3 

15 

Hum  HO 

SPX 

671.4 

67 

1318.3 

70 

41,6 

35 

72.5 

34 

6  2 

7.7 

-52 

NM 

KMtt-| 

(B)  ELECTRONICS 

GROUP  COMPOSITE 

18060.0 

527.0 

8 

8 

34950.2 

1046.1 

12 

580.2 

NM 

1104.4 

NM 

3.2 

NM 

5.8 

65 

«(!] 

GENERAL  INSTRUMENT 

16 

48.5 

62 

77.0 

NM 

9.2 

6.1 

8.6 

49 

FOODS 

HARRIS  (6) 

468.0 

-2 

913.4 

NA 

3.1 

-48 

NA 

NA 

0.7 

1.3 

7.9 

56 

»%«] 

HUGHES  ELECTRONICS 

1776.0 

30 

3227.8 

21 

-92.3 

NM 

-14.0 

NM 

NM 

4.1 

1.8 

NM 
30        ! 

«OI«tS 

L-3  COMMUNICATIONS  HOLDINGS 

314.4 

36 

590.0 

41 

11.1 

98 

18.3 

123 

3.5 

2.4 

8.4 

*fj3i 
UltO  IK 
IIS 

i*l|3 
t'00ls( 
$13) 
°S  INTER 

»NJI«. 
"ETAlii 

"POSITE 

LITTON  INDUSTRIES  (5) 

1255.5 

10 

2386.4 

13 

50.9 

9 

94.8 

8 

4.1 

4.1 

14.6 

17 

MOTOROLA 

7513.0 

7 

14745.0 

6 

206.0 

NM 

377.0 

NM 

2.7 

NM 

4.4 

98 

QUALCOMM  (3) 

1004.1 

15 

1936.5 

18 

58.9 

909 

16.3 

^19 

5.9 

0.7 

9.7 

NM 

RAYTHEON 

5202.0 

2 

10105.0 

5 

294  0 

1     9 

536.0 

11 

5.7 

5.3 

8.2 

27  ! 

(C)  INSTRUMENTS 

i 

GROUP  COMPOSITE 

4041.6 

513.6 
446.2 

13 
288 

3 

7688.6 

954.3 
851.3 

9 

182 
2 

231.9 

5.1 
25.9 

4 
-2 

173 

388.0 

-2 

5.7 

6.2 

14.4 

35        ( 

ALPINE  GROUP  8) 
BECKMAN  COULTER 

6.1 
42.9 

-6 

NM 

1.0 
5.8 

3.9 
2.2 

25.8 
46.9 

19       i 
18       C( 

1 

HONEYWELL 

2139.6 

5 

4125.7 

4 

140.3 

12 

245.8 

11 

6.6 

6.2 

20.1 

26       I 

TEKTRONIX  (7) 

541.3 

-3 

1011.9 

-6 

24.9 

-42 

39.4 

-49 

4.6 

7.6 

-8.2 

NM        . 

TERADYNE 

400.9 

-1 

745.4 

-11 

35.8 

-9 

53.8 

-40 

8.9 

9.7 

6.1 

95       , 
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i,i  •,  .. 

NHCONDUCTORS  A  OTHER  COMPONENTS 

3  COMPOSITE 

18014.1 

21 

35698.3 

19 

1713.9 

81 

4108  7 

69 

9.5 

63 

15  3 

48 

131 

CEO  MICRO  DEVICES 

595.1 

13 

122( 

15 

79.9 

NM 

NM 

13  4 

NM 

NM 

NOL 

2474 

9 

484  6 

6 

10.5 

1 

18.7 

/ 

4  2 

NM 

}  DEVICES  (2) 

340.1 

6 

640.6 

1 

39.1 

11 

69.0 

-18 

311.1 

8 

601.2 

10 

15.4 

NM 

32.1 

NM 

5.0 

NM 

) 

343.2 

18 

661  8 

11 

17.4 

0 

25.0 

-A/ 

5.1 

6.0 

49 

62 

ANT  SYSTEMS  (3) 

380.3 

37 

697.3 

26 

244 

NM 

32.0 

NM 

6.4 

NM 

-284 

NM 

-2  82 

UP 

280.1 

26 

527.6 

15 

12.3 

101 

21.2 

NM 

4.4 

2.8 

11.0 

36 

(2) 

255.6 

22 

491.6 

21 

4.6 

NM 

6.6 

NM 

18 

NM 

0  1 

NM 

0.00 

6746.0 

14 

13849.0 

16 

1749.0 

49 

3748.0 

53 

25.9 

19.8 

28.9 

30 

2  12 

IRCUIT  (4) 

522.5 

69 

1015.9 

59 

24.4 

41 

46.0 

23 

4.7 

5.6 

12.7 

55 

0.83 

IC 

501.0 

49 

964.6 

44 

98 

-69 

13.8 

-78 

2.0 

93 

-12.1 

NM 

-1.27 

1  TECHNOLOGY  (4) 

863.8 

41 

1889.6 

37 

-27.7 

NM 

-5.2 

NM 

NM 

NM 

-3.6 

NM 

-0.58 

(6) 

445.9 

12 

872.0 

8 

50.0 

9 

95.0 

3 

11.2 

11.5 

11  9 

30 

1.14 

AL  SEMICONDUCTOR  (7) 

477.0 

6 

977.1 

-16 

-783.5 

NM 

-810.7 

NM 

NM 

NM 

NM 

NM 

-6.04 

tt(3) 

309.5 

16 

590.6 

16 

31.4 

27 

60.1 

27 

10.1 

9.3 

14.4 

51 

1.38 

MODULAR  TECHNOLOGIES  (2) 

257.9 

42 

521.9 

36 

12.8 

-8 

24.9 

-18 

5.0 

7.7 

15.1 

20 

0.99 

RON  (4) 

2151.5 

68 

4059.6 

65 

75.7 

54 

141.2 

44 

3.5 

3.8 

16.1 

61 

1.03 

NSTRUMENTS 

2346.0 

8 

4385.0 

1 

325.0 

656 

558.0 

933 

13.9 

2.0 

13.6 

62 

2.26 

S  &  BETTS 

640.2 

16 

1241.7 

13 

43.3 

4 

81.3 

3 

6.8 

7.5 

8.8 

29 

1.57 
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2087.5 


4343.1 
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7814.6 
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1870.7 
2157.7 
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-9 
-3 
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-2 
24 
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7.5 

-2.3 

4.6 

2.3 

25.2 

66.7 


52 

17 
NM 
NM 
-37 
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29 


161.8 

7.5 

-26.6 

11.6 

3.5 

44.7 

121.1 


1 
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NM 
NM 
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0.9 
2.9 
NM 
0.8 
0.2 
2.1 
1.3 


0.6 
2.3 

0.4 
NM 
0.4 
0.8 
1.0 


-10.5 

13.3 

NM 

10.2 

-27.5 
18.8 
15.4 


d  retailing 

:omposite 

DN'Sdl) 

(ID 

1 


228449 

4167.6 

406.7 

2509.2 


7 

B 

/ 


44547  5 

8338.9 

855.3 

49163 


7 
9 


513.6 

0.6 
684 


10 

24 

NM 

14 


850.2 
327.5 
-126 
1270 


-4 

15 

NM 

10 


2.2 

0.1 
2.7 


2.2 
2.9 
NM 
2.6 


17.4 

NM 
17.6 


NM 
8 

NM 
17 

NM 
12 
14 


33 

NM 
19 


-1.22 

1.41 
-14.94 
1.38 
-3.84 
1.53 
1.70 


)D  PROCESSING 

COMPOSITE  40795.4  0  79549.1  -1  1470.0  6  3331.2  5  3.6  3.4  15.7  34  1.04 

'NDS  INTERNATIONAL  (4)  311.8  -11  622  5  -9  13.5  297  21.3  294  4.3  1.0  10.4  13  3.43 

DANIELS  MIDLAND  (6)  3192.2  -21  6570.4  -21  42.3  -33  54.0  -59  13  1.6  4.5  30  0.48 

IDS  2154.9  1  4349.8  2  176.0  2  320.0  5  8.2  8,1  74.7  21  2.23 

LLS0UP(5)  1492.0  -5  3324.0  -7  162.0  NM  381.0  49  10.9  NM  165.7  24  1.84 

A  BRANDS  INTERNATIONAL  676.9  -9  1369.9  -6  7.3  -86  56  0  -40  1.1  7.1  -12.6  NM  -1.03 

A  (7)  6013.2  1  11706.5  3  -1413  NM  30.1  -90  NM  2.9  12.3  36  0.75 

I0DUCTS  INTERNATIONAL  441.3  20  837  9  19  21.7  103  37  5  101  4.9  2.9  6.3  19  1.67 

0DS(7)                         .  1000.5  21  1995.7  34  20.8  -16  24.1  -44  2.1  3.0  9.8  25  1.74 

OD  1316.6  13  2505.0  15  47.4  -42  85.1  -19  3.6  7.1  -1.3  NM  -0.04 

S  GRAND  ICE  CREAM  306.9  9  535.2  8  8.2  81  4.9  NM  2.7  1.6  -619  NM  -1.56 

WINS  (9)  449.6  4  890.2  1  12.5  15  12.6  -32  2.8  2.5  6.2  30  0.93 

.MILLS  (7)  1600.5  3  3095  6  4  104.8  14  245.9  10  6.5  5.9  325.5  25  3.40 

U.)  (8)  2466.9  0  4749  0  1  -91.3  NM  29.2  -92  NM  7.3  26.3  37  1.29 

'FOODS  853.2  -3  1798.4  -9  50.1  4  274.7  123  5.9  5.4  47.6  17  3.42 

FOODS  (2)  791.1  2  1590.1  0  31.8  21  74.2  1  4.0  3.4  16.7  20  1.90 

3478.5  4  6576.1  0  66.2  96  123.1  160  1.9  1.0  18.4  8  3.00 

TIONAL  HOME  FOODS  512.6  27  1026.8  30  26.1  24  58  6  45  5.1  5.2  54.1  38  0.48 

ATE  BAKERIES  (7)  825.0  5  1856.4  6  30.0  -12  59.6  -7  3.6  4.3  20.9  14  1.74 

1784.4  4  3529  7  5  154.2  8  273.0  -13  8.6  8.4  49.1  30  1.13 

ICK(I)  468.2  8  909.7  7  5.8  -64  24.0  -26  1.2  3.7  27.2  25  1.30 

FOODS  258.0  6  511.4  5  11.7  4  20.2  3  4.6  4.6  16.8  12  1.91 

GROUP  HOLDINGS  2023.0  3878.0  -5  38.0  NM  48.0  NM  1.9  NM  -5.3  NM  -1.27 

HOLDINGS  2023.0  -5  3878.0  -5  65.0  NM  101.0  NM  32  NM  4.7 

S  PRIDE  (3)  344.2  5  674.1  3  18.3  55  32  9  77  5.3  3.6  24.8  9 

HI-BRED  INTERNATIONAL  (4)  1324.0  1  1624.0  0  361.0  1  364.0  27.3  27.8  16.8 

OATS  1317.5  -5  2392  1  -3  172.0  204  258.7  150  13.1  4.1  287  9  21  3.08 

PURINA  (3)  1088.5  1  2218.7  2  57.2  5  164  4  12  5.3  5.6  29.4  NM 

IDFOODSO)  999.1  14  2034.8  3  26.7  29  817  84  2.7  2.4  18.2  14  2.32 

KS(3)  423.8  27  799.6  27  24.6  212  42.6  95  5.8  2  4  10.7  51 

OOOS  INTERNATIONAL  (5)  320.6  0  677.3  -140.1  NM  -128.3  NM  NM  NM  NM  NM 

(WM.)JR.  537. 4"  '1022.3  0  87.5  3  157  1  -2  15.5  32  2.59 


0.85 
0.60 
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COMPANY 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
1999           1998 
$  MIL            % 

6 

MONTHS 

1999 

SMIL. 

CHANGE 

FROM 

1998 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

1999          1998 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 

2ND 

QUARTER 

1999 

SMIL. 

CHANGE 

FROM 

1998 

% 

6 

MONTHS 

1999 

SMIL 

CHANGE 

FROM 

1998 

% 

PRICE-  1 

EARNING  ;i 

RATIO    I 

;-23 

GENERAL  NUTRITION  (11) 

336  4 

3 

79  .  g 

13 

16. S 

^15 

31.6 

-50 

5.0 

9.2 

63  2 

23 

GREAT  ATLANTIC  &  PACIFIC  TEA  (10) 

3113.7 

1 

5540.0 

-1 

-19.5 

NM 

-108.1 

NM 

NM 

0.6 

-12.6 

NM 

HANNAFORD  BROTHERS 

854.3 

3 

1693.4 

5 

25.4 

10 

45.4 

11 

3.0 

2.8 

14.8 

24 

INGLES  MARKETS  (3) 

452.9'* 

8 

895.1 

10 

5.1 

63 

9.3 

43 

1.1 

0.8 

3.7 

38 

MARSH  SUPERMARKETS  (9) 

394.3 

9 

768.4 

10 

3.3 

8 

6.2 

7 

0.8 

0.8 

9.3 

9 

PENN  TRAFFIC  (11) 

615.0** 

-14 

1305.5 

-11 

-21.6 

NM 

-115.2 

NM 

NM 

NM 

NM 

NM 

RUDDICK  (3) 

636.6 

3 

1282.3 

4 

12.3 

19 

25.0 

15 

1.9 

1.7 

11.7 

18 

SAFEWAY 

6337.0 

13 

12450.2 

13 

236.4   " 

22 

442.2 

24 

3.7 

3.5 

26.7 

31 

7-ELEVEN 

2112.6** 

13 

3904.8 

12 

28.7 

11 

30.6 

123 

1.4 

1.4 

NM 

13 

SMART  &  FINAL 

418.6 

10 

816.9 

14 

1.5 

16 

1.0 

159 

0.4 

0.3 

-3.7 

NM 

WEIS  MARKETS 

490.0 

7 

03b  3 

8 

19  2 

15 

40.4 

-7 

3.9 

3.7 

9.0 

20 

EMZESHHBHH 

■ 

INDUSTRY  COMPOSITE 

103819.1 

2 

193836.5 

-5 

3964.1 

-24 

6948.0 

-36 

3.8 

5.2 

5.2 

72 

(A)  COAL,  OIL  &  GAS 

GROUP  COMPOSITE 

96604.0 

5 

178986.4 

-3 

3765.9 

-17 

6571.0 

-30 

3.9 

5.0 

5.6 

66 

AMERADA  HESS 

1430.0*** 

-11 

2968.7 

-14 

77.4 

NM 

148.0 

NM 

5.4 

NM 

-10.3 

NM 

APACHE 

281.6** 

28 

469.4 

1 

31.1 

236 

28.9 

9 

11.0 

4.2 

-7.8 

NM 

ARCH  COAL 

391.3 

11 

812.4 

22 

2.5 

-84 

0.1 

NM 

0.6 

4.2 

0.1 

NM 

ASHLAND  (3)  t 

1811.0 

5 

3327.0 

4 

100.0 

-19 

187.0 

24 

5.5 

7.2 

8.4 

17 

ATLANTIC  RICHFIELD 

3047.0 

19 

5462.0 

7 

313.0 

389 

478.0 

141 

10. 3 

2.5 

-4.7 

NM 

BURLINGTON  RESOURCES 

376.0 

-9 

725.0 

-14 

15.0 

-35 

5.0 

-93 

4.0 

5.6 

0.7 

NM 

CHEVRON 

7487.0 

11 

12974.0 

-3 

350.0 

-39 

679.0 

-37 

4.7 

8.5 

5.5 

66 

COASTAL 

1892.1 

-2 

3601.7 

-7 

93.3 

2 

227.8 

5 

4.9 

4.8 

13.6 

18 

CONOCO 

6329.0** 

12 

11664.0 

2 

114.0 

-47 

197.0 

-63 

1.8 

3.8 

2.7 

NM 

CONSOL  ENERGY 

532.0** 

-5 

1110.5 

-4 

14.4 

-64 

40.0 

-62 

2.7 

7.1 

NM 

8 

CROWN  CENTRAL  PETROLEUM 

281.4 

-17 

506.6 

-24 

-11.0 

NM 

-22.9 

NM 

NM 

NM 

-21.7 

NM 

EXXON 

25823.0** 

0 

49348.0 

-6 

1205.0 

-26 

2225.0 

-37 

4.7 

6.3 

12.0 

38 

MOBIL 

14246.0*** 

8 

26429.0 

-2 

749.0 

1/ 

1213.0 

-10 

5.3 

4.9 

8.3 

52 

MURPHY  OIL 

450.5** 

0 

754.8 

-15 

15.7 

-29 

9.0 

-76 

3.5 

4.9 

-4.5 

NM 

OCCIDENTAL  PETROLEUM 

1647.0 

7 

2991.0 

-8 

12.0 

-94 

-45.0 

NM 

0.7 

12.1 

-2.0 

NM 

PHILLIPS  PETROLEUM 

3200.0 

7 

5800.0 

-8 

68.0 

-57 

138.0 

-66 

2.1 

5.3 

-0.6 

NM 

SUNOCO 

2373.0*** 

8 

4306.0 

0 

26.0 

-72 

45.0 

-70 

1.1 

4.2 

11.7 

17 

TEXACO 

8269.0** 

3 

15459.0 

-5 

273.0 

-20 

472.0 

-21 

3.3 

4.3 

3.7 

73 

TOSCO 

3678.4 

16 

6316.1 

2 

84.6 

-16 

112.5 

-21 

2.3 

3.2 

4.0 

54 

ULTRAMAR  DIAMOND  SHAMROCK 

3385.8* 

11 

6111.5 

5 

48.4 

NM 

64.4 

NM 

1.4 

NM 

1,6 

NM 

UNION  PACIFIC  RESOURCES  GROUP  t 

386.7** 

-23 

801.8 

-12 

15.3 

NM 

57.6 

NM 

4.0 

NM 

-96.2 

NM 

UNOCAL 

1555.0** 

11 

2786.0 

7 

9.0 

-91 

16.0 

-87 

0.6 

7.5 

1.1 

NM 

USX-MARATHON  GROUP 

5447.0* 

-1 

10287.0 

-4 

134.0 

-17 

253.0 

-27 

2.5 

2.9 

5.0 

45 

VALERO  ENERGY 

1824.5 

26 

3161.6 

12 

-22.1 

NM 

-24.8 

NM 

NM 

2.8 

-9.8 

NM 

VASTAR  RESOURCES 

459  6 

12 

813  4 

-1 

48.3 

47 

67  3 

-17 

10  6 

8.0 

19.6 

49 

(B)  PETROLEUM  SERVICES 

GROUP  COMPOSITE 

7215.1 

-25 

14850.1 

-21 

198.3 

-71 

377.0 

-74 

2.7 

7.1 

1.5 

NM 

BJ  SERVICES  (3) 

253.1** 

-31 

522.7 

-31 

-16.1 

NM 

-27.5 

NM 

NM 

9.0 

-3.7 

NM 

COOPER  CAMERON 

385.0** 

-23 

769.0 

-17 

9.1 

-80 

19.9 

-75 

2.4 

9.0 

10.1 

24 

HALLIBURTON 

3670.0** 

-20 

7594.0 

-14 

83.0 

-66 

164.0 

-63 

2.3 

5.3 

-7.3 

NM 

SCHLUMBERGER 

2174.3 

-29 

4480.7 

-27 

127.3 

-67 

216.5 

-72 

5.9 

12.6 

5.7 

72 

SMITH  INTERNATIONAL 

389.7 

-30 

786.7 

-31 

-3.0 

NM 

3.6 

-86 

NM 

NM 

1.8 

NM 

i  ERFORD  INTERNATIONAL 

343.1 

-35 

696.9 

-37 

-2.0 

NM 

0.5 

-99 

NM 

NM 

1.3 

NM 

■  »■« :  1 *  :1  ii'l !  1  X\ :  1  J— 

I..        JP.'I  COMPC  E     E 

97903.0 

12 

193719.5 

13 

8172.4 

9 

17482.0 

9 

8.3 

8.6 

22.7 

40 

(A)  1    HNS  DISTRIBUTION 

GROU:>  COMPOSITE 

29787.7 

17 

58796.2 

16 

630.5 

56 

1241.9 

24 

2.1 

1.6 

13.3 

39 

AMERISOURCE  HEALT, 

2261.3 

6 

4437.2 

2 

20.0 

21 

40.4 

23 

0.9 

0.8 

49.7 

22 

BERGEN  BRUNSWIG  (3) 

5503.3** 

23 

10511.8 

23 

32.8 

21 

71.2 

55 

0.6 

0.6 

4.2 

64 

BINDLEY  WESTERN  INDUS!;     S 

2045.2 

11 

4020.2 

6 

9.0 

10 

17.9 

14 

0.4 

0.4 

6.3 

34 

CARDINAL  HEALTH  (6) 

6550.1** 

15 

12983.5 

18 

149.5 

26 

231.4 

2 

2.3 

2.1 

13.2 

41 

CVS 

4362.4 

16 

8602.9 

17 

162.6 

904 

327.2 

121 

3.7 

0.4 

18.8 

33 

LONGiORUG  STORES  (11) 

869.4 

15 

1788.5 

15 

16.4 

15 

39.7 

12 

1.9 

1.9 

10  1 

20 

RITE  AID  (10) 

3624.5 

20 

7189.8 

16 

81.0 

4 

154.6 

-22 

2.2 

2.6 

4.8 

41 

WALGREEN  (4) 

4571.4 

18 

9262.4 

16 

159.3 

•  27 

359.5 

21 

3.5 

3  3 

18  4 

44 

(B)  DRUGS  &  RESEARCH 

GROUP  COMPOSITE 

34874.0 

3243.2 

13 

6 

68854.1 

6542.2 

14 

5422.5 

-3 

11859.2 

4 

15.5 

18.2 

30.6 

40 

ABBOTT  LABORATORIES 

7 

642.7 

10 

1309.2 

11 

19.8 

19.1 

40.7 

27 

AlLERGAN 

378.9 

14 

700.0 

15 

46.9 

35 

81.9 

NM 

12.4 

10.5 

11.1 

78 

AMERICAN  HOME  PRODUCTS 

3319.3 

-1 

6761.6 

-4 

398.7 

-24 

1053.6 

-30 

12.0 

15.7 

21.4 

34 

AMGEN 

820.5 

25 

1566.0 

24 

267.6 

24 

514.8 

28 

32.6 

32.9 

35.0 

41 

BRISTOL-MYERS  SQUIBB 

4920.0 

11 

9774.0 

10 

952.0 

14 

2018.0 

15 

19.4 

18.8 

43.8 

42 

GENENTECH  (OLD) 

373.3** 

51 

673.2 

37 

-923.2 

NM 

-908.8 

NM 

NM 

16.3 

-15.8 

NA 
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ery  day  we  are  working  to  develop 

dvanced  technologies: 

"iber  Optic  Data  Transmission 

(systems  that  speed  electronic  information  throughout  your  vehicle) 

Mobile  Multi-Media  Communication 

(systems  th.it  will  bnng  space  age  communications,  the  Internet,  movies,  games  and  more  into  a  vehicle) 

Adaptive  Cruise  Control 

(systems  that  can  electronically  adjust  speed  to  maintain  a  preset  distance  From  another  vehicle) 

I        Advanced  Energen™  Energy  Systems 

(systems  that  will  generate  power  and  even  help  propel  a  vehicle) 

Advanced  Safety  Interiors 

53  sterns  that  will  tailor  airbag  deployment  based  on  individual  occupant  and  collision  characteristics) 

Electronic  Drive-By- Wire  Systems 

(systems  that  use  sensors  and  electrical  impulses  instead  of  conventional 
mechanical  components  for  functions  like  steering,  braking  and  more) 

TRAXXAR™  Vehicle  Stability  Systems 

(systems  that  will  help  give  you  greater  control  of  your  vehicle) 
Advanced  Thermal  Management  Systems 

(systems  that  keep  vou  and  your  engine  cool  and  comfortable). 

SOME  OF  WHICH 


WILL  END  UP 

IN  YOUR 


LPHI 

Automotive  Systems 


Driving   To  m  o  r  r  o  \/v's   Technology 

1  Aiituni  'vstimi,    now    undti     the    stock  »i    DPH    ,imi    .11    www   deli  o.coi 


CORPORATE  SCOREBOARD 


COMPANY 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
1999           1998 
SMIL             % 

6 

MONTHS 

1999 

SMIL. 

CHANGE 

FROM 

1998 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

1999          1998 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 

2ND 

QUARTER 

1999 

SMIL 

CHANGE 
FROM 
.    1998 
% 

6 

MONTHS 

1999 

SMIL 

CHANGE 

FROM 

1998 

% 

PFill 

1.  A:  ' 
K 

hi 

LILLY  (ELI) 

2341.6 

9 

4597.2 

8 

576.4 

17 

1027  8 

1 

24  6 

22.8 

43.2 

31 

MERCK  t 

8018.2 

24 

15554.8 

24 

1478.1 

12 

2777.7 

12 

18.4 

20.3 

41.6 

3d 

PFIZER 

3779.0 

14 

7706.0 

21 

729.0 

23 

1544.0 

37 

19.3 

17.9 

26.1 

i 

PHARMACIA  &  UPJOHN 

1760.0** 

6 

3534.0 

9 

216.0 

48 

437.0 

30 

12.3 

8.8 

14.6 

31 

SCHERING-PLOUGH 

2451.0 

15 

4637.0 

15 

547.0 

20 

1086.0 

20 

22.3 

21.4 

45.5 

31 

SIGMA-ALDRICH 

318.4 

8 

651.4 

8 

44.4 

8 

89.0 

4 

14.0 

14.0 

13.7 

l] 

WARNER-LAMBERT 

3150.7 

17 

6  1 56  7 

23 

446.9 

36 

8:8.0 

33 

14.2 

12.3 

-nil 

4CJ 

(C)  HEALTH-CARE  SERVICES 

GROUP  COMPOSITE 

18695.3 

1 

37548.6 

3 

233.1 

NM 

931.4 

76 

1.2 

NM 

8.5 

2. 

COLUMBIA/HCA  HEALTHCARE 

4161.0 

-13 

8816.0 

-9 

106.0 

-39 

428.0 

9 

2.5 

3.6 

10.5 

H 

EXPRESS  SCRIPTS 

996.7 

23 

1895.8 

61 

7.0 

-27 

20.6 

6 

0.7 

1.2 

7.7 

u 

HEALTH  MANAGEMENT  ASSOCIATES  (3) 

352.5 

17 

692.2 

14 

38.8 

0 

86.5 

9 

11.0 

12.8 

16.5 

19 

HUMANA 

2505.0 

2 

4982.0 

3 

28.0 

-46 

12.0 

-88 

1.1 

2.1 

2.3 

53 

INTEGRATED  HEALTH  SERVICES 

625.4** 

-16 

1245.8 

-17 

-4.6 

NM 

-11.2 

NM 

NM 

5.9 

3.3 

LABORATORY  CORP.  OF  AMERICA  HOLDINGS      429.5 

7 

847.4 

7 

19.9 

55 

34.0 

54 

4.6 

3.2 

22.1 

'l| 

OXFORD  HEALTH  PLANS 

1050.8** 

-12 

2111.1 

-13 

-2.0 

NM 

12.3 

NM 

NM 

NM 

NM 

Nl. 

PACIFICARE  HEALTH  SYTEMS 

2475.0** 

2 

4947.1 

2 

68.9 

41 

142.9 

58 

2.8 

2.0 

10.9 

1 

PHYCOR 

393.5 

6 

810.0 

17 

0.9 

-94 

3.7 

-53 

0.2 

4.1 

-14.3 

Nl. 

QUEST  DIAGNOSTICS 

394.0 

7 

775.9 

6 

13.1 

47 

20.5 

32 

3.3 

2.4 

5.5 

29 

TENET  HEALTHCARE  (7) 

2942.0 

14 

5764.0 

12 

-137.0 

NM 

-13.0 

NM 

NM 

NM 

6.3 

H 

UNIVERSAL  HEALTH  SERVICES 

513.1** 

8 

1033.2 

10 

23.0 

13 

53.1 

15 

4.5 

4.3 

13.6 

17 

WELLPOINT  HEALTH  NETWORKS 

1856.8" 

19 

3628  0 

15 

71   1 

117 

142.2 

42 

3.8 

2.1 

25.2 

li 

(D)  MEDICAL  PRODUCTS 

GROUP  COMPOSITE 

14546.0 

17 

28520.6 

17 

1886.3 

21 

3449.5 

12 

13.0 

12.5 

17.1 

5' 

BARD  (C.R.) 

257.8 

-14 

506.3 

-15 

28.2 

-30 

54.8 

-16 

10.9 

13.4 

44.5 

ll1 

BAUSCH  &  LOMB 

453.3 

11 

843.2 

10 

28.9 

207 

43.9 

NM 

6.4 

2.3 

4.4 

NM 

BAXTER  INTERNATIONAL 

1793.0 

9 

3478.0 

12 

207.0 

229 

385.0 

70 

11.5 

3.8 

16.6 

43 

BECTON,  DICKINSON  (3) 

873.0 

5 

1747.0 

11 

33.1 

NM 

123.2 

50 

3.8 

NM 

17.5 

25 

BOSTON  SCIENTIFIC 

726.0 

49 

1434.0 

52 

109.0 

62 

209.0 

64 

15.0 

13.8 

-11.0 

NM 

GUIDANT 

603.5 

24 

1193.6 

25 

93.8 

19 

149.2 

11 

15.5 

16.1 

2.3 

NM 

JOHNSON  &  JOHNSON 

6854.0 

19 

13492.0 

17 

1155.0 

15 

2283.0 

13 

16.9 

17.4 

23.4 

40 

MEDTRONIC  (8) 

1119.0** 

17 

2157.9 

22 

158.0 

-29 

122.9 

-52 

14.1 

23.1 

12.8 

91 

OWENS  &  MINOR 

772.4 

-3 

1513.4 

-5 

6.5 

NM 

12.0 

73 

0.8 

0.0 

14.8 

16 

ST.  JUDE  MEDICAL 

290.7 

11 

557.4 

7 

37.2 

-7 

25.1 

-64 

12.8 

15.3 

10.4 

39 

STRYKER 

523.3 

96 

1045.7 

101 

-3.7 

NM 

-24.5 

NM 

NM 

13.2 

'-9.4 

NM 

SYBRON  (3) 

280.1 

23 

552.1 

22 

33.3 

609 

65.8 

123 

11.9 

2.1 

21.5 

26 

14       1520.9 


24        2381.4 


26 


6.5 


6.0 


19.0 


OUSING  &  REAL  ESTATE 


INDUSTRY  COMPOSITE 23228.1  13  42843.1 

(A)  BUILDING  MATERIALS 

GROUP  COMPOSITE  12772.4  8  23356.0  8  1029.6  19  1507.1  17  8.1  7.3  20.4 

AMERICAN  STANDARD  1936.0  8  3610.0  10  90.0  15  137.0  20  4.6          4.3  NM 

JOHNS  MANVILLE  558.9  26  1054.6  26  80.4  24  118.1  30  14.4  14.6  25.6 

LAFARGE  720.2  7  1090.0  8  88.6  4  59.6  31  12.3  12.6  18.0 

MARTIN  MARIETTA  MATERIALS  328.9  18  569.9  23  41.3  13  49.2  26  12.6  13.1  18.8 

NORTEK  544.1  21  950.8  13  19.8  133  23.3  138  3.6          1.9  21.2 

OWENS  CORNING  1310.0  2  2440.0  1  76.0  29  120.0  79  5.8          4.6  NM 

PPG  INDUSTRIES  1947.0  -3  3750.0  -4  184.0  -8  307.0  -21  9.5          9.9  24.4 

SHERWIN-WILLIAMS  1384.1  0  2511.9  1  107.6  8  136.4  9  7.8          7.2  17.9 

SOUTHDOWN  333.4**  5  578.3  7  61.5  NM  91.0  NM  18.4  NM  27.0 

TECUMSEH  PRODUCTS  503.6  1  993.0  3  39.6  17  82.1  40  7.9  6.8  9.8 

USG  895.0  15  1718.0  14  104.0  27  190.0  28  11.6  10.6  54.8 

VALSPAR(2)  356.7  22  622.5  20  22.4  12  32.2  11  6.3  6.8  21.7 

VULCAN  MATERIALS  611.5  31  1093.8  33  62.7  -10  89.1  -16  10.3  15.0  20.4 

WATSCO  331.0  22  578.4  30  11.2  27  13.5  28  3.4  3.3  9.6 

YORK  INTERNATIONAL  1012.1  14  1794.8  10  40.5  4  58.7  3  4  0  4.8  18  1 

(B)  CONSTRUCTION  &  REAL  ESTATE 

GROUP  COMPOSITE  10455.6  20  19487.1  22  491.3  37  874.3  44  4.7  4.1  17.6 

BEAZER  HOMES  USA  (3)  370.4  58  697.8  53  10.3  82  18.3  95  2.8  2.4  14.8 

CENTEX  (9)  1372.2**  24  2917.3  30  58.4     .      21  126.6  37  4.3  4.3  20.2 

CHAMPION  ENTERPRISES  664.6  14  1289.3  23  29.2  13  50.4  16  4.4  4.4  22.1 

FLEETWOOD  ENTERPRISES  (8)  947.8  13  1752.2  13  24.5  -13  45.8  -7  2.6  3.4  18.3 

HORTON  (D.R.)  (3)  842.9  37  1542.0  45  44.4  92  77.8  83  5.3  3.8  18.6 

HOST  MARRIOTT  341.0  -60  648.0  -61  61.0  -2  106.0  18  17.9  7.3  15.7 

KAUFMAN  &  BROAD  HOME  (*)  862.3  60  1556.4  62  28.6  66  44.8  77  3.3  3.2  17.5 

LENNAR(l)  738.4**  39  1329.0  37  39.6  55  67.5  61  5.4  4.8  22.8 

M.D.C.  HOLDINGS  398.1  31  694.9  27  25.0  98  38.7  89  6.3  4.1  22.1 

NVR  508.9**  27  955.5  36  28.3  82  54.3  106  5.6  3.9  49.0 

OAKWOOD  HOMES  (3)  441.3**  0  837.6  19  7.9  58  17.5  39  1.8  1.1  9.4 
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P  I  ATE  SCOREBOARD 


SALES 


PROFITS 


MARGINS 


IHANGI 


E  TIME  INDUSTRIES 


;t  composite 

it ;  places 

Pi  viposite 

ft  >  (5) 
S   'RANTS  (II) 
I    iTAURANTS  (7) 
»l    (3) 

»;  ion  services 

Al  . 

Zi    EAKHOUSE 

«  ARRIOH  SERVICES  (4) 

■  BAL  RESTAURANTS 

'5  TERNATIONAL 

T  TAINMENT 

*i  VIPOSITE 
I  LT)  (3) 
NTERTAINMENT 
RESORT  GROUP  (11)  t 
It 
ENTERTAINMENT 

&  MOTEL 

VIPOSITE 

ELS 

NTERNATIONAL 

("I  I0TELS  &  RESORTS 
TEL 


34995.0 


12 


67426.1 


13       2490.8 


21        4395.6 


15 


7.1 


6.6 


12.6 


29 


MONTH! 


(JUARtfR 
1999 
SMIL 

IKOM 
1998 
% 

MIINIH', 
{Mil 

(ROM 
% 

(WAR  11 R 
J  Mil 

1998 

% 

MUNIH', 
(Mil 

FROM 
% 

% 

II 

44 

502.4 

18 

906  4 

L9 

99 

8 

309.7 

102 

524.8 

109 

60 

30 .1 

101 

6 

209 

342.  7" 

37 

615.5 

25 

22.1 

41 

23 

64 

9 

245 

459.9" 

25 

860.5 

23 

17.5 

30 

32.0 

-3 

3.8 

3.7 

12.0 

7 

4  52 

518.9" 

31 

843.3 

30 

23.7 

35 

36.2 

44 

4.6 

4.4 

14  4 

1 

3.11 

1.16 


9974.1 

385.5 

595.7 

914.0 

342.4* 

350.0 

3407.1 

401.8 

1163.0 

1886.0 

528.6 


18 

21 

13 

-1 

22 

8 

7 

17 

NA 

-6 

0 


19064.0 

7535 

1027.1 

1780.9 

664.4 

658.9 

6442.2 

780.0 

2253.0 

3699.0 

1005.1 


19 

18 
20 

3 
13 
10 

8 
17 
NA 
-6 

2 


901.4 

14  7 
19.1 
51.1 
17.4 
6.6 

518.1 
30.9 
15.0 

179.0 
49.5 


40 

-41 

-16 

28 

38 

6 

45 

25 

NA 

60 

9 


1570.4 
31.8 
32.1 
89.4 
42.4 
2.5 

920.8 
58.9 
26.0 

285.0 
81.5 


31 

-29 

-9 

28 

-10 

9 

28 

25 

NA 

72 

17 


9.0 
3.8 
3.2 
56 
5.1 
1.9 
15.2 
7.7 
1.3 
9.5 
9.4 


7.7 

78 
4.3 
43 
4.5 
1.9 
11.2 
7.2 
NA 
5.6 
8.6 


24.8 

12.0 

11.7 

14.6 

39.3 

NM 

19.3 

18.6 

NM 

NM 

12.4 


3213.3 

539.0 
2042.0 
345.2* 
287.1 


18 

18 

6 

740 

-1 


6169.3 

1014.0 

3937.0 

671.1 

547.3 


21 

23 

8 

842 

0 


231.0 

66.0 

114.0 

5.3 

45.7 


5 

2 

13 

137 

-12 


408.5 

108.0 

214.0 

6.8 

79.7 


6 

5 

13 

127 

-10 


7.2 

12.2 
5.6 
1.5 

15.9 


8.1 

14.2 
5.2 
5.4 

18.0 


LEISURE 

VIPOSITE 
MEETINGS  (10) 

I) 
ODAK 

IDSON 


STORES 
JUSTRIES 

3BEAN  CRUISES 

LO  ENTERTAINMENT  (11) 


FACTORING 


COMPOSITE 


11023.7 
458.8 

1175.2 
796.1 

3610.0 
617.8* 
874.6 
354.2 

1040.2 
381.1 
324.3 
486.8 
617.7 
287  0 

578662 


7 
-6 

6 
20 

2 
18 
53 
14 

1 

4 
18 

5 
-6 
14 


20900.9 

1058.5 

2258.2 

1544.4 

6710.0 

1179.0 

1543.0 

695.4 

1919.1 

782.9 

562.1 

865.8 

1227.7 

554  8 

.11946  7 


8 

-3 

12 

27 

4 

19 

46 

5 

0 

3 

16 

1 

-7 

12 


802.9 

10.8 

82.4 

203.3 

491.0 

68.6 

32.3 

10.7 

-204.3 

1.5 

15.1 

14.8 

85.3 

8.6 

1917.9 


-14 

-68 
-1 
27 

-1 

24 

492 

NM 

NM 

NM 

4 

22 

7 

NM 

-48 


1449.4 
68.8 

140.0 
361.1 
682.0 
127.6 

46.1 

14.2 

-199.3 

2.9 

24.2 
-16.0 
175.5 

22.4 

3973.6 


-1 

-22 

-2 

33 
-5 
27 
248 
NM 
NM 
NM 
6 
NM 
12 
-5 

-34 


7.3 

2.4 

7.0 

25.5 

13.6 

11.1 

3.7 

3.0 

NM 

0.4 

4.7 

3.0 

13.8 

NM 

3  3 


9.1 

6.9 

7.5 

24.3 

14.0 

10.6 

1.0 

NM 

0.4 

NM 

5.3 

2.6 

12.2 

0.9 

65 


17.3 

11.8 

13.0 

17.7 

34.9 

21.8 

12.5 

9.5 

1.7 

72.2 

22.1 

-17.8 

14.3 

6.9 

122 


27 

11 
10 
21 
15 
14 
34 
27 
NA 
12 
29 


24 

14 
15 
30 
17 
36 
23 
16 
66 
8 
32 
NM 
24 
22 

32 


1.36 

1.51 
1.32 
0.99 
1.79 
0.69 
1.24 
1.43 
NA 
3.53 
1.07 


0783.8 

10 

5 

21291.9 

11032.0 

11 

5 

555.5 

367.0 

112 

-12 

967.3 

593.0 

25 

-26 

5.2 

6.6 

2.7 

7.9 

5.8 

44 

0.66 

5522.0 

7.4 

37 

0.72 

751.1 

57 

1462.8 

64 

47.9 

29 

85.3 

38 

6.4 

7.7 

10.2 

17 

1.26 

449.3" 

34 

785.2 

23 

17.1 

-21 

31.7 

42 

3.8 

6.5 

7.0 

20 

0.87 

319.1 

72 

570.4 

56 

24.1 

67 

42.6 

39 

7.6 

7.8 

6.4 

34 

1.43 

739.0 

-5 

1487.0 

10 

40.0 

-2 

87.0 

9 

5.4 

5.3 

3.2 

26 

0.41 

3003.3 

8 

5954.4 

9 

59.3 

NM 

127.7 

NM 

2.0 

NM 

3.0 

NM 

0.41 

17.8 

21 

1.19 

!            81.7 

18 

0.73 

'            14.9 

24 

1.56 

\            13.0 

14 

0.27 

)           12.6 

16 

1.75 

1.73 
2.22 
1.89 
1.54 
4.15 
1.55 
1.16 
1.65 
0.36 
1.36 
1.28 
-1.39 
1.93 
0.59 

1  68 


AL  MANUFACTURING 

MPOSITE 

19131.4 

10 

37090.9 

10 

34.9 

-97 

973.3 

-59 

0.2 

7.2 

11.2 

36 

1.45 

ii. 

248.7 

4 

452.1 

5 

6.3 

29 

6.6 

9 

2.5 

2.1 

5.1 

28 

1.02 

425.8 

8 

815.8 

8 

28.0 

14 

49.8 

14 

6.6 

6.2 

20.4 

16 

2.97 

1031.2" 

19 

1933.3 

16 

121.8 

115 

208.3 

75 

11.8 

6.5 

21.0 

42 

1.73 

611.2 

8 

1186.1 

9 

39.3 

8 

73.0 

10 

6.4 

6.5 

21.2 

12 

2.10 

741.8 

1 

1496.4 

8 

63.0 

21 

118.2 

23 

8.5 

7.1 

14  1 

39 

1.46 

i  INTERNATIONAL  (5) 

248.8 

15 

471.2 

15 

8.2 

38 

14.0 

67 

3.3 

2.7 

5.5 

NM 

0.03 

MAI 

265.4 

6 

518.7 

8 

13.7 

-14 

26.7 

0 

5.2 

6.4 

18.3 

16 

1  31 

275.2 

-2 

544.6 

1 

8.5 

-32 

18.9 

-26 

3  1 

4.4 

11.9 

18 

1.07 

MNOS 

14.1 

8 

25c 

8 

11/5.9 

NM 

1119.8 

NM 

NM 

7.2 

-24.3 

NM 

-5.85 

430 

•6 

835.3 

-3 

23.8 

-28 

38.6 

-33 

5.5 

7.2 

13.8 

14 

2.05 

292.7 

7 

608.9 

15 

43 

-78 

9.5 

-74 

1.5 

7  3 

14 

064 

I'D  INDUSTRIES  (1) 

524.0 

3 

1040.0 

5 

35.0 

-22 

80.0 

-9 

67 

8.9 

19.1 

16 

2  63 

.  NAL  GAME  TECHNOLOGY  (3) 

258.9 

16 

479.7 

18 

37.5 

18 

71.4 

-12 

14.5 

20.4 

42.5 

14 

'  JNTROLS (3) 

4191  0 

31 

80/ 

30 

111.1 

32 

209.4 

54 

2.7 

2.6 

21.8 

15 

303.2 

1 

469.5 

1 

39.0 

4 

47.1 

-2 

12.9 

126 

60.0 

16 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


2ND            CHANGE 
QUARTER           FROM 
1999             1998 
$  MIL           *    % 

6 

MONTHS 

1999 

$  MIL. 

CHANGE 

FROM 

1998 

% 

2ND 

QUARTER 
1999 
SMIL. 

CHANGE 

FROM 

1998 

% 

6 

MONTHS 

1999 

SMIL. 

CHANGE 

FROM 

1998 

% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

1999          1998 

%              % 

RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 

PK'J 
[ATM  . 
R...1 
7-21 

MINNESOTA  MINING  &  MFG. 

3863.0 

2 

7639.0 

2 

476.0 

23 

860.0 

9 

12.3 

10.2 

21.6 

21 

NEWELL  RUBBERMAID 

1597.3 

2 

3113.5 

5 

30.1 

-79 

-48.9 

NM 

1.9 

9.1 

4.1 

3-3J 

PARKER  HANNIFIN  (6) 

1285.3 

4 

2541.1 

4 

92.3 

2 

168.9 

-3 

7.2 

7.3 

16.7 

1  1 

TELEFLEX 

421.1 

16 

813.3 

15 

25.9 

22 

48.9 

19 

6.1 

5.9 

16.4 

2i! 

TOWER  AUTOMOTIVE 

530.7 

14 

1029.3 

12 

32.6 

37 

60.7 

43 

6.1 

5.1 

15.7 

i 

TUPPERWARE 

271.3 

-4 

-5 

14.3 

-38 

32.1 

^16 

5.3 

8  1 

50  5 

21 

(B)  MACHINE  &  HAND  TOOLS 

GROUP  COMPOSITE 

4080.9 

1084.2 

0 

-7 

8015.4 

2062.7 

2 

-5 

206.5 

-6 

353.7 

NM 

5.1 

5.4 

16.7 

2ll 

BLACK  &  DECKER 

70.7 

21 

109.9 

NM 

6.5 

5.0 

43.5 

22 

KENNAMETAL  (6) 

458.6 

S 

937.7 

-6 

15.5 

-34 

17.7 

-60 

3.4 

4.7 

5.3 

20J 

LINCOLN  ELECTRIC  HOLDINGS 

273.5 

-12 

556.4 

-9 

23.3 

-8 

27.6 

-44 

8.5 

8.1 

17.1 

13 

NACCO  INDUSTRIES 

644.7 

5 

1258.2 

4 

16.3 

-38 

29.2 

-42 

2.5 

4.3 

15.5 

SNAP-ON 

486.3* 

6 

959.9 

6 

25.0 

10 

57.2 

1 

5.1 

4.9 

-0.5 

NM 

STANLEY  WORKS 

685.5 

-1 

1369.2 

0 

25.3 

-40 

55.6 

-29 

3.7 

6.1 

16.9 

23 

TEREX 

448.1 

34 

871.4 

47 

30.4 

48 

56  4 

61 

6  8 

6.2 

39.0 

8 

(C)  SPECIAL  MACHINERY 

GROUP  COMPOSITE 

29759.5 

683.5 

0 

-16 

57253.7 

1245.1 

-1 

-18 

1492.7 

-29 

2334.9 

-43 

5.0 

7.1 

12.1 

33 

AGCO 

15.5 

-52 

8.3 

-87 

2.3 

4.0 

0.4 

NM 

APPLIED  MATERIALS  (2) 

1117.6 

-5 

1860.1 

-25 

141.6 

0 

194.5 

-47 

12.7 

12.0 

3.6 

NP/2 

CASE 

1470.0* 

-15 

2671.0 

-14 

36.0 

-71 

-12.0 

NM 

2.4 

7.3 

-7.6 

NM 

CATERPILLAR 

5101.0 

-9 

9968.0 

-4 

283.0 

-37 

488.0 

-44 

5.5 

8.0 

21.4 

20 

CUMMINS  ENGINE 

1667.0 

2 

3172.0 

1 

58.0 

9 

82.0 

37 

3.5 

3.2 

0.1 

NM 

DEERE (2) 

3468.4* 

-15 

5927.0 

-14 

150.1 

-59 

199.8 

-65 

4.3 

9.0 

15.6 

14 

DOVER 

1077.9 

7 

2047.6 

6 

93.3 

10 

162.5 

3 

8.7 

8.4 

15.1 

28 

FMC 

1070.4 

-5 

2045.1 

-5 

68.9 

2 

99.2 

5 

6.4 

6.0 

28.5 

12 

HARNISCHFEGER  INDUSTRIES  (2) 

489.4 

2 

954.3 

-9 

-74.3 

NM 

-90.7 

NM 

NM 

NM 

-29.6 

NM 

ILLINOIS  TOOL  WORKS 

1624.2 

14 

3098.0 

12 

199.8 

14 

364.2 

12 

12.3 

12.4 

19.8 

27 

INGERSOLL-RAND 

2249.3 

3 

4332.6 

3 

166.6 

18 

287.7 

20 

7.4 

6.4 

20.1 

18 

in  INDUSTRIES 

1191.7 

6 

2283.4 

3 

63.3 

110 

105.8 

110 

5.3 

2.7 

-3.1 

NM 

METTLER-TOLEDO  INTERNATIONAL 

257.5 

13 

493.2 

11 

13.5 

18 

21.5 

18 

5.2 

5.0 

64.2 

30 

MILACRON 

401.0 

8 

793.0 

9 

15.3 

-16 

30.4 

-9 

3.8 

4.9 

15.9 

9 

PENTAIR 

507.2 

8 

977.7 

4 

28.3 

16 

30.5 

-37 

5.6 

5.2 

12.4 

23 

TIMKEN 

636.1 

-9 

1261.5 

-10 

12.3 

-68 

28.8 

-67 

1.9 

5.5 

5.3 

20 

TORO  (2) 

433.1* 

14 

683.9 

16 

24.1 

20 

24.9 

31 

5.6 

5.3 

3.5 

48 

TYCO  INTERNATIONAL  (3) 

5819.8 

18 

12452.4 

14 

194.0 

-52 

302.5 

-68 

3.3 

8.1 

12.7 

37 

UNOVA 

494.4 

43 

987.8 

46 

3  4 

-64 

6.8 

60 

0.7 

2.7 

8.5 

12 

(D)  TEXTILES 

GROUP  COMPOSITE 

4894.5 

434.6 

3 

-15 

9586.7 

838.5 

2 

183.7 

115 

311.7 

38 

3.8 

1.8 

15.5 

18 

BURLINGTON  INDUSTRIES  (3) 

-19 

4.7 

-82 

-43.1 

NM 

1.1 

5.1 

-2.9 

NM 

COLLINS  &  AIKMAN 

486.8 

5 

965.2 

3 

5.3 

NM 

7.6 

-7 

1.1 

NM 

NM 

NM 

DEXTER 

256.1 

-15 

536.0 

-10 

13.7 

-16 

82.6 

169 

5.4 

5.4 

18.7 

11 

GALEY  &  LORD  (3) 

249.5 

-9 

486.9 

-5 

-5.9 

NM 

-7.0 

NM 

NM 

1.7 

-1.4 

NM 

INTERFACE 

305.5 

-4 

613.3 

-A 

6.3 

-46 

11.9 

-46 

2.1 

3.7 

5.0 

24 

MOHAWK  INDUSTRIES 

790.8 

15 

1499.4 

17 

44.1 

23 

72.0 

36 

5.6 

5.2 

19.1 

13 

SHAW  INDUSTRIES 

1065.1 

22 

2020.9 

16 

68.1 

NM 

108.4 

NM 

6.4 

NM 

20.4 

17 

SPRINGS  INDUSTRIES 

544.9 

1 

1128.9 

3 

13.3 

142 

28.5 

NM 

2.4 

1.0 

8.5 

12 

UNIFI  (6) 

307.7 

-14 

602.5 

-15 

14.4 

-59 

15.5 

-77 

4.7 

9.8 

9.1 

19 

WESTPOINT  STEVENS 

453.5 

4 

895.0 

7 

1 9  6 

24 

35.2 

28 

4.3 

3.6 

NM 

19 

'M-'-i-^Hffullfll'HBI 

■*jH|M 

■ 

INDUSTRY  COMPOSITE 

19693.0 

-5 

38088.4 

-7 

439.1 

-39 

804.7 

-51 

2.2 

3.5 

5.2 

40 

(A)  ALUMINUM 

GROUP  COMPOSITE 

5782.5 

4032.7 

-1 

12 

11380.0 

-1 

256.9 

166 

580.1 

58 

4.4 

1.6 

14.8 

22 

ALCOA 

8017.4 

14 

240.0 

16 

461.1 

11 

6.0 

5.8 

14.8 

25 

MAXXAM 

588.8 

-16 

1133.6 

-17 

-18.1 

NM 

94.0 

557 

NM 

1.8 

118.0 

8 

REYNOLDS  METALS 

1161.0* 

-26 

2229,0 

-28 

35.0 

NM 

25.0 

NM 

3.0 

NM 

11  8 

17 

(B)  STEEL 

GROUP  COMPOSITE 

8934.3 

682.6 

-9 

12 

17225.9 

1314,8 

-11 

10 

174.6 

19.9 

-63 

^10 

225.2 

-74 

2.0 

4.8 

5.9 

22 

AK  STEEL  HOLDING 

47.5 

-23 

2.9 

5.5 

10.5 

14 

ARMCO 

468.2 

4 

876.1 

-2 

3.3.8 

9 

59.0 

15 

7.2 

6.9 

745.9 

8 

BETHLEHEM  STEEL 

984.8 

-17 

1944.3 

-16 

-29.7 

NM 

-55.3 

NM 

NM 

3.2 

-5.7 

NM 

CARPENTER  TECHNOLOGY  (6) 

265.9 

-16 

537.7 

-17 

11.5 

-56 

12.7 

-74 

4.3 

8.2 

5.8 

18 

COMMERCIAL  METALS  (4) 

582.2 

-4 

1132.7 

-4 

11.0 

-3 

19.4 

-2 

1.9 

1.9 

11.3 

11 

LTV 

1014.0 

-7 

2002.0 

-10 

-58.0 

NM 

-87.0 

NM 

NM 

0.4 

-9.1 

NM 

NATIONAL  STEEL 

707.3 

-5 

1365.2 

-6 

-4.6 

NM 

-28.7 

NM 

NM 

3.5 

2.8 

17 

NUCOR 

997.2 

-12 

1891.0 

-17 

50.6 

-30 

78.8 

-43 

5.1 

6.4 

9.8 

22 

RYERSON  TULL 

708.1 

-2 

1399.5 

-5 

10.3 

-34 

20.1 

-37 

1.5 

2.1 

5.2 

17 

TEXAS  INDUSTRIES  (7) 

294,5 

-12 

547.3 

-11 

30.3 

-14 

42.2 

-23 

10.3 

10.5 

14.7 

9 

USX-U.S.  STEEL  GROUP 

1304.0 

-25 

2515.0 

-27 

55.0 

-60 

46.0 

-79 

4.2 

7.8 

8.7 

15 
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g  to  the  record  books,  the  world's  largest  generators  develop  1,450 
ts  of  electricity,  enough  to  run  a  small  city.  And  yet,  without  the  latest 
ystems  to  watch  over  them,  they  would  not  be  intelligent  enough  to  deliver 
er  effectively.  This  is  not  unusual.  As  advances  in  technology  make  possible 
ifortable  homes  and  working  environments,  and  hold  out  the  promise  of  even 

I  cient  manufacturing  processes,  so  the  effective  control  of  such  automation 
becomes  even  more  critical.  At  Invensys,  with  a  current  market  value  of 

I  billion,  we're  already  a  world  leader  in  intelligent  automation  and  controls, 
d  say  that  we're  the  brains  behind  the  muscle  that  powers  the  world. 


invensys 


IIGENT    AUTOMATION     •     DRIVE     SYSTEMS 


POWER     SYSTEMS 


CONTROLS 


Carlisle  Place,  London  SWV1P  IBM,  United  Kingdom.  Telephone:  I  44  (0)  171  B34  3848    www.inuensyj.com    Market  value  al  close  ol  trading  on  ?  July  1999 
ad  at  US$1  b  ;   f  1 
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CORPORATE  SCOREE 

COMPANY 

BOARD 

w 

SALES 

PROFITS 

2ND          CHANGE 
QUARTER        FROM 
1999           1998 
$  MIL.            % 

6 

MONTHS 

1999 

$  MIL. 

CHANGE 

1  ROM 
1998 
% 

MARGINS 

2ND           2ND 

QUARTER    QUARTER 

1999          1998 

%              % 

RETURN  ON 
COMMON 

EQUITY 
12  MONTHS 

ENDING 
6-30 

2ND 

QUARTER 

1999 

SMIL. 

CHANGE 

FROM 

1998 

% 

6 

MONTHS 

1999 

SMIL 

CHANGE 

FROM 

1998 

% 

PRICE   | 

EARNINGS 

RATIO 

7-23 

WALTER  INDUSTRIES  (7) 

4  30.4 

-3 

783.0 

-5 

16  0 

4 

22.9 

36 

3.7 

3.4 

15  6 

13     J 

j 

WORTHINGTON  INDUSTRIES  (7) 

495.3 

11 

917.4 

9 

28  5 

12 

4  7.6 

7 

5.8 

5.7 

11  6 

17 

1 

(C)  OTHER  METALS 

GROUP  COMPOSITE 

4976.1 

-2 

-14 

9482.5 

-5 

7.6 

-95 

NM 

-0.6 

NM 

0.2 

3.0 

-4.2 

NM 

ASARCO 

490.7 

966.0 

-19 

-21.1 

-56.4 

NM 

NM 

NM 

-9.6 

NM     1 

I 

COMMONWEALTH  INDUSTRIES 

271.5 

5 

510.3 

1 

6.6 

NM 

8.7 

NM 

2.4 

NM 

2.6 

28    1 

CYPRUS  AMAX  MINERALS 

277.0 

-36 

560.0 

-36 

-34.0 

NM 

-78.0 

NM 

NM 

NM 

-6.6 

NM 

ENGELHARD 

1202.7 

12 

2276.0 

11 

56.2  " 

10 

96.7 

3 

4.7 

4.7 

20.4 

17 

FREEPORT-McMORAN  COPPER  &  GOLD              470.3 

8 

886.2 

7 

27.5 

-21 

54.0 

-23 

5.9 

8.0 

NM 

29     In; 

GENERAL  CABLE 

438.6 

43 

701.4 

20 

13.0 

-28 

21.1 

-33 

3.0 

5.9 

33.0 

10     ».•''■"■•'' 

KAISER  ALUMINUM 

525.0 

-15 

1004.4 

-17 

-15.7 

NM 

-53.9 

NM 

NM 

2.7 

NM 

NM     ■ 

MUELLER  INDUSTRIES 

293.3** 

30 

581.2 

28 

25.4 

29 

47.1 

21 

8.7 

8.7 

15.3 

16    k> 

NEWMONT  MINING 

315.8 

-16 

642.9 

-15 

7.1 

-71 

17.0 

-69 

2.2 

6.6 

-27.4 

NM 

PHELPS  DODGE 

691.1 

-13 

1354.2 

-15 

-57.5 

NM 

-57,0 

NM 

NM 

5.1 

-3.0 

NM  J 

In 
lira 

17     NONBANK  FINANCI 

INDUSTRY  COMPOSITE 

149886.8 

8 

293621.4 

8 

15700.6 

15 

31431.8 

15 

10.5 

9.8 

16.7 

20    ' 

[ 

(A)  FINANCIAL  SERVICES 

GROUP  COMPOSITE 

94927.3 

4820.0 

7 
12 

184821.3 

9332.0 

8 

12 

9950.2 

646.0 

10 

12 

19741.8 

1221.0 

15 

18 

10.5 

13.4 

10.2 

19.7 

■nil 
23 

AMERICAN  EXPRESS 

13.5 

23.8 

27   Bun 

ASSOCIATES  FIRST  CAPITAL 

2989.4 

30 

5934.4 

31 

358.1 

22 

694.9 

21 

12.0 

12.8 

15.2 

21   w 

BEAR  STEARNS  (6) 

2350.8 

5 

4155.7 

0 

269.1 

56 

473.0 

40 

11.4 

7.7 

17.2 

io   mm 

BLOCK  (H&R)  (8) 

1197.0 

24 

1488.5 

28 

298.3 

15 

295.5 

21 

24.9 

26.8 

22.4 

24      mm 

CAPITAL  ONE  FINANCIAL 

949.8 

58 

1827.5 

56 

87.5 

31 

169.9 

28 

9.2 

11.1 

22.3 

31 

COMPOSIT 

CHICAGO  TITLE 

528.3 

11 

1017.8 

16 

30.1 

181 

53.3 

67 

5.7 

2.2 

23.4 

7 

WW 

CITIGROUP 

20436.0 

2 

40957.0 

4 

2448.0 

9 

4937.0 

12 

12.0 

11.2 

14.7 

27 

COUNTRYWIDE  CREDIT  INDUSTRIES 

10)          931.6 

12 

1467.4 

-6 

103.4 

14 

205.0 

17 

11.1 

10.9 

15.2 

12 

DAIN  RAUSCHER 

251.6 

21 

487.6 

23 

16.9 

43 

39.5 

303 

6.7 

5.7 

10.9 

20 

DONALDSON,  LUFKIN  &  JENRETTE 

2600.1 

11 

4798.9 

4 

165.7 

16 

287.3 

4 

6.4 

6.1 

13.4 

20       RIKS 

DUN  &  BRADSTREET 

497.3 

3 

988.2 

3 

66.4 

68 

126.8 

39 

13.4 

8.2 

NM 

20 

EDWARDS  (A.G.)  (10) 

651.1 

14 

1246.3 

14 

84.5 

11 

160.4 

8 

13.0 

13.3 

17.9 

9 

EQUIFAX 

442.6 

12 

864.1 

16 

52.1 

3 

96.0 

1 

11.8 

12.9 

87.5 

25       IB 

FANNIE  MAE 

8938.0** 

15 

17596.6 

16 

958.0 

13 

1891.7 

12 

10.7 

11.0 

25.0 

20 

1»M 

FIDELITY  NATIONAL  FINANCIAL 

357.8 

11 

702.1 

20 

23.7 

-29 

43.5 

-13 

6.6 

10.4 

21.3 

6 

FINOVA  GROUP 

325.9 

20 

624.1 

18 

53.7 

32 

103.7 

29 

16.5 

14.9 

11.8 

15       K 

FIRST  AMERICAN  FINANCIAL 

770.4** 

6 

1492.4 

10 

29.2 

-37 

53.1 

-A2 

3.8 

6.3 

21,0 

6       IHlfflll 
23       lIltlSB 

FRANKLIN  RESOURCES  (3) 

566.8** 

-16 

1120.8 

-17 

123.3 

-6 

225.8 

-12 

21.8 

19.5 

16.6 

FREDDIE  MAC 

5818.0 

35 

11445.0 

38 

557.0 

35 

1077.0 

33 

9.6 

9.6 

22.7 

22       (Mil 

GOLDMAN  SACHS  GROUP  (1) 

6355.0 

-3 

12211.0 

-2 

340.0 

-60 

1347.0 

-22 

5.4 

12.9 

26.0 

NA 

1111] 
COMPUTER 

HELLER  FINANCIAL 

373.0 

12 

737.0 

10 

58.0 

14 

115.0 

16 

15.6 

15.3 

11.6 

14 

HOUSEHOLD  INTERNATIONAL 

2251.5 

0 

4507.2 

6 

326.9 

31 

647.7 

33 

14.5 

11.1 

21.0 

17 

LANDAMERICA  FINANCIAL  GROUP 

544.1 

8 

1034.0 

36 

17.1 

-40 

32.0 

-A 

3.1 

5.7 

14.0 

5       "TO  4 

LEGG  MASON  (9) 

314.6 

26 

603.8 

22 

32.8 

35 

57.6 

20 

10.4 

9.8 

17.6 

21 

*™nJillt 

LEHMAN  BROTHERS  HOLDINGS  (1) 

4932.0 

-11 

9523.0 

-6 

330.0 

2 

540.0 

6 

6.7 

5.8 

13.5 

u        »W(3] 

marsh  &  Mclennan 

2245.0 

28 

4596.0 

30 

177.0 

-8 

456.0 

8 

7.9 

11.0 

22.0 

25 

"WllliR 

MERRILL  LYNCH 

8916.0 

-7 

17767.0 

-6 

673.0 

23 

1282.0 

21 

7.5 

5.7 

14.0 

21       «W|3] 
14        Wttlll) 

MORGAN  STANLEY  DEAN  WITTER  (1) 

9054.0 

7 

17459.0 

9 

1151.0 

35 

2188.0 

42 

12.7 

10.1 

27.1 

PAINEWEBBER  GROUP 

1971.0** 

4 

3894.3 

5 

163.5 

26 

324.1 

30 

8.3 

6.8 

18.7 

13 

RAYMOND  JAMES  FINANCIAL  (3) 

324.4 

18 

623.6 

15 

23.5 

3 

45.4 

-4 

7.2 

8.3 

16.4 

12 
78 

•fACWBD  (2 
"ONALBUSIN 

SCHWAB  (CHARLES) 

1158.2 

45 

2283.3 

46 

151.0 

98 

293.9 

104 

13.0 

9.6 

29.0 

SLM  HOLDING 

769.9 

-5 

1491.9 

-10 

123.7 

-14 

237.5 

-16 

16.1 

17.9 

69.1 

17 

STEWART  INFORMATION  SERVICES 

296.1** 

26 

544.0 

26 

11.7 

4 

21.3 

7 

4.0 

4.8 

18.0 

6 

(B)  INSURANCE 

GROUP  COMPOSITE 

47625.6 

5949.4** 

9 

94294.9 

8 

4757.0 

227.2 

34 

-14 

9763.2 

406.6 

20 

-6 

10.0 

3.8 

8.1 

13.4 

18 

16 

iitwwii 

(SI 

AETNA 

23 

11645.5 

23 

5.5 

7.3 

AFLAC 

2032.0 

19 

4079.0 

18 

130.0 

26 

326.0 

24 

6.4 

6.0 

14.3 

22 

ALLEGHANY 

339.3 

46 

615.4 

40 

20.9 

22 

36.8 

22 

6.2 

7.4 

5.7 

19 

ALLSTATE 

6592.0 

1 

13399.0 

3 

770.0 

-13 

1805.0 

-1 

11.7 

13.5 

18.8 

8 

AMERICAN  FINANCIAL  GROUP 

823.0 

-19 

1616.0 

-19 

45.0 

11 

104.1 

-3 

5.5 

4.0 

7.4 

» 

AMERICAN  GENERAL 

2713.0 

6 

5333.0 

6 

293.0 

11 

580.0 

14 

10.8 

10.3 

10.0 

24 

AMERICAN  INTERN   flONAL  GROUP 

9469.4'* 

17 

18598.3 

18 

1277.1 

19 

2475.8 

19 

13.5 

13.3 

14.3 

31 

Pftf*l 

AMERICAN  NATIONA    INSURANCE 

439.6 

0 

975.8 

11 

41.1 

'-13 

152.2 

34 

9.3 

10.8 

8.1 

8 

CINCINNATI  FINANCIA 

541.3 

4 

1078.0 

5 

86.2 

47 

150.7 

5 

15.9 

11.3 

4.6 

25 

COMMERCE  GROUP 

250.0 

15 

477.2 

11 

22.8 

16 

37.5 

-16 

9.1 

9.0 

13.4 

11 

JiTERSOF 

CONSECO 

2053.5 

13 

4019.4 

6 

297.5 

NM 

594.6 

NM 

14.5 

NM 

21.2 

9 

*D!1SITE 

EVEREST  REINSURANCE  HOLDINGS 

330.7 

0 

624.9 

-1 

38.1 

-13 

79.3 

-5 

11.5 

13.2 

11.4 

10 

% 

HARTFORD  FINANCIAL  SERVICES  GR( 

IUP          3349.0 

-4 

6648.0 

-8 

215.0 

-9 

453.0 

-9 

6.4 

6.8 

15.3 

14 

' 

HARTFORD  LIFE 

1357.0 

17 

2692.0 

5 

114.0 

21 

220.0 

24 

8.4 

8.1 

17.5 

17 

* 

LIBERTY  FINANCIAL 

298.5** 

0 

610.4 

1 

23.3 

-22 

50.7 

-17 

7.8 

9.9 

8.9 

12 

I 

LINCOLN  NATIONAL 

1678.3** 

11 

3353.7 

13 

148.4 

0 

293.4 

8 

8.8 

9.9 

10.4 

20 
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IRATE  SCOREBOAF 

1  NY 

SALES 

■ 

OUARTIH 

1999 

(MIL 

CHANGI 

(ROM 
1998 
% 

6 

MONTHS 

(Mil 

[ROM 
% 

PROFITS 

IROM 
% 

MARGINS 

X            % 

■ 
COMMON 

1 7  MONTH", 

QUARTER 

(Mil 

(ROM 
% 

MONTH', 
(Mil 

ESTMENT 

5 

3 

/]  (4 

1  SIVE 

1524  ./■• 

14 

2934  / 

112  1 

11 

7  4 

1  IVI  LIFE 

391.8 

19 

771.0 

19 

382 

17 

74  8 

98 

18 

1747.1** 

4 

3427.2 

4 

6 

6 

42 

4.1 

1 

1997.8 

3972.2 

221.1 

NM 

390.2 

NM 

11  1 

NM 

9.0 

1/ 

J  LANTIC  HOLDINGS 

438.8 

3 

867.9 

8 

59.3 

-8 

1335 

19 

135 

152 

165 

9 

I  (S  PROPERTY  CASUALTY 

2634.8 

4 

5207.4 

2 

3543 

13 

6879 

4 

13.4 

12.3 

Is,  2 

12 

3.50 

» 

14 

851.3 

7 

36  5 

1 

88  7 

9  7 

,.  NCS  &  LOAN 

j  :omposite 

7334.0 

10 

14505.2 

10 

993.4 

-9 

1926.8 

2 

13.5 

16.3 

15.0 

13 

2.59 

F  FINANCIAL 

392.9 

23 

7705 

23 

55.7 

41 

109.2 

44 

14.2 

12.4 

84 

30 

1.35 

I   ITE0  13) 

276.3 

10 

545.1 

11 

24.8 

4 

49.9 

-29 

9.0 

9.5 

13.8 

12 

3.14 

A  ONE  FINANCIAL 

492.2" 

-1 

975.2 

1 

92.5 

17 

180.6 

18 

18.8 

16.0 

16.7 

15 

1.79 

1 ICORP 

487.5" 

0 

976.4 

1 

60.8 

4 

119.8 

4 

12.5 

12.0 

16.4 

10 

2.16 

I  TATE  BANCORP 

1011.4 

58 

2009.4 

59 

83.6 

-71 

154.5 

-54 

8.3 

45.0 

14.2 

12 

1.85 

[  VEST  FINANCIAL 

727.8" 

-7 

1458.1 

-7 

122.4 

5 

242.8 

7 

16.8 

14.9 

14.6 

12 

8.11 

N  INT  FINANCIAL 

359.7" 

22 

720.2 

20 

59.9 

29 

94.9 

36 

16.7 

158 

8.4 

18 

1.91 

1  4CIAL 

262.4" 

2 

520.3 

1 

41.0 

2 

78.3 

-2 

15.6 

15.7 

19.1 

15 

1.90 

TON  MUTUAL 

3323.7" 

5 

6530.0 

6 

452.7 

14 

896.8 

17 

13.6 

12.6 

ie  b 

13 

2  77 

FFICE  EQUIPMENT  &  COMPUTERS 

!Y  COMPOSITE 

125056.4 

20 

243113.9 

19 

10872.0 

994 

19596.9 

165 

8.7 

0.9 

23.0 

48 

1.29 

NESS  MACHINES  &  SERVICES 

lOMPOSITE 

14344.7 

23 

27721.5 

22 

389.7 

-14 

-8 

813.4 
39.8 

-8 

2 

2.7 

4.7 

3.9 

7.4 

17.5 
6.3 

24 

44 

1.42 

0.62 

1  >0WER  (4) 

440.5 

45 

862.5 

48 

20.5 

IM  SYSTEMS 

802.6 

34 

1295.9 

25 

2.5 

-41 

0.2 

-97 

0.3 

0.7 

-4.3 

NM 

-0.17 

407.8 

-14 

821.9 

-15 

47.4 

12 

95.0 

11 

11.6 

8.9 

26.2 

19 

1.94 

297.0 

6 

580.5 

1 

31.6 

NM 

60.7 

389 

10.6 

NM 

17.3 

16 

1.80 

ISTRIES 

419.7 

5 

844.2 

3 

22.5 

-4 

34.1 

-26 

5.4 

5.8 

19.6 

15 

1.54 

253.7 

3 

462.9 

-1 

21.8 

-13 

40.2 

-10 

8.6 

10.1 

26.4 

13 

2.10 

1266.6 

16 

2521.8 

15 

-3.0 

NM 

-23.5 

NM 

NM 

0.5 

-10.4 

NM 

-0.17 

E(2) 

1656.5 

25 

3101.4 

24 

-147.3 

NM 

-145.3 

NM 

NM 

NM 

-93.7 

NM 

-6.92 

IERMAN)  (7) 

432.4 

-7 

853.9 

-5 

39.0 

4 

68.9 

-1 

9.0 

8.0 

67.8 

15 

1.67 

1572.0 

0 

2905.0 

1 

46.0 

-4 

49.0 

2 

2.9 

3.1 

8.4 

39 

1.22 

BWES 

1105.4 

9 

2154.2 

9 

157.4 

19 

296.0 

16 

14.2 

13.1 

38.7 

30 

2.17 

J  &  REYNOLDS (3) 

401.1 

8 

793.2 

6 

31.3 

11 

61.7 

8 

7.8 

7.6 

25.5 

17 

1.44 

3  REGISTER 

335.6 

9 

662.6 

5 

14.8 

23 

28.5 

32 

4.4 

3.9 

12.0 

12 

2.31 

iE(IO) 

691.8 

3 

1370.4 

0 

56.7 

5 

104.0 

-3 

8.2 

8.0 

14.7 

12 

1.46 

A  (11) 

3877.2 

77 

7730.1 

80 

28.0 

21 

64.5 

31 

0.7 

1.1 

14.2 

16 

2.54 

COMPUTER  SERVICES  (5) 
FITTERS  &  PERIPHERALS 

384  7 

2 

761.0 

3 

20  6 

13 

39  6 

2 

54 

4.8 

126 

15 

1.67 

OMPOSITE 

71218.5 

18 

139119.1 

3088.0 

17 

10 

6215.8 

NM 

10622.5 

338.0 

768 

117 

8.7 

13.0 

NM 
7.2 

26.0 

29.4 

36 

15 

1.67 
3.67 

MPUTER  (3) 

1558.0 

11 

203.0 

101 

iOMPUTER 

9420.0 

62 

18839.0 

64 

-184.0 

NM 

97.0 

NM 

NM 

NM 

8.4 

35 

0.71 

ERAL (3) 

355.9 

1 

711.3 

0 

-3.1 

NM 

-1.5 

NM 

NM 

NM 

4.6 

37 

0.38 

PUTER(H) 

5537.0 

41 

10710.0 

40 

434.0 

42 

859.0 

46 

7.8 

7.8 

56.4 

71 

0.58 

1291.8 

36 

2419.8 

36 

288.9 

52 

509.6 

52 

22.4 

19.9 

24.9 

69 

0.90 

1912.1 

18 

4015.5 

20 

89.2 

47 

188.8 

38 

4.7 

3.8 

26.6 

29 

2.50 

PACKARD (2) 

12419.0 

3 

24356.0 

2 

918.0 

34 

1878.0 

16 

7.4 

5.7 

17.6 

35 

3.06 

I0NAL  BUSINESS  MACHINES 

21905.0 

16 

42222.0 

16 

2391.0 

65 

3861.0 

55 

10.9 

7.7 

42.5 

31 

4.06 

3488 

-11 

735.0 

-8 

-47.1 

NM 

-46.5 

NM 

NM 

NM 

-11.3 

NM 

-0.16 

INTERNATIONAL  GROUP 

817.3 

17 

1604.3 

17 

74.5 

38 

142.3 

38 

9.1 

7.7 

56.6 

31 

2.01 

524.6 

-1 

1206.2 

12 

-30.9 

NM 

-139 

NM 

NM 

1.0 

7.5 

20 

0.25 

LECTRONICS  (4) 

327.7 

-4 

701.3 

-16 

7.0 

18 

11.1 

-64 

2.1 

1.7 

88 

26 

0.41 

1(9) 

1083.2 

-2 

2392.0 

0 

8.3 

175 

65.0 

NM 

0.8 

0.3 

-1.8 

NM 

-0.15 

TECHNOLOGY  (6) 

1643.0 

4 

3448.0 

6 

1020.0 

NM 

1102.0 

NM 

62.1 

1.4 

49.9 

6 

4.53 

RAPHICS  (6) 

828.6 

7 

1447.8 

-2 

157.8 

NM 

117.8 

NM 

19.0 

NM 

4.0 

58 

0.28 

10SYSTEMS  (6) 

3514.6 

22 

6450.7 

23 

395.2 

45 

656.4 

30 

11.2 

95 

21.4 

55 

1.27 

ECHNOLOGIES 

274.1 

15 

533.8 

18 

27.8 

18 

52.1 

21 

10.1 

9.8 

17.9 

35 

1.08 

1886.4 

9 

3698.8 

9 

119.7 

33 

230.9 

51 

6.3 

5.2 

41.0 

31 

1.38 

DIGITAL  (6) 

709.3 

9 

1377.8 

-7 

-101.5 

NM 

-2158 

NM 

NM 

NM 

NM 

NM 

-5.51 

PUTER  SOFTWARE  &  SEfl 

4862.0 

3 

1 

448.0 

NM 

791.0 

NM 

9.2 

NM 

VICES 

OMPOSITE 

39493.3 

22 

76273.3 

21 

4266.5 

95 

8161.1 

54 

10.8 

6.8 

20.8 

65 

0.99 

ONLINE  (6) 

1377.0 

46 

2630.0 

55 

160.0 

NM 

580.0 

NM 

11  6 

0.8 

25  7 

NM 

0.60 

1  MANAGEMENT  SYSTEMS 

305.3 

22 

596.2 

26 

4.6 

-62 

20.4 

-3 

15 

4.8 

16.5 

27 

>N  SYSTEMS  (10) 

349.5 

694  6 

3 

-22.5 

NM 

-35.3 

NM 

NM 

NM 

-10.2 

NM 

-0.66 

i  DESIGN  SYSTEMS 

264.2 

599.4 

-2 

-3.0 

NM 

49.9 

14 

NM 

19.0 

NM 

0.02 

■ 

322.2 

643.6 

14 

35.7 

14 

77.5 

15 

111 

1 1.0 

230 

25 

1.18 
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CORPORATE  SCOREBOARD 


COMPANY 


SALES 


PROFITS 


2ND 

QUARTER 

1999 

$  MIL 


CHANGE 
EROM 
1998 


6 

MONTHS 

1999 

SMIL 


CHANGE 

FROM 
1998 
% 


2ND 

QUARTER 
1999 
SMIL- 


CHANGE 
FROM 
1998 


6 

MONTHS 

1999 

SMIL 


CHANGE 

FROM 

1998 

% 


MARGINS 

2ND  2ND 

QUARTER  QUARTER 

1999  1998 

%  % 


RETURN  ON 
COMMON 
EQUITY 

12  MONTHS 

ENDING 

6-30 


CISCO  SYSTEMS  (5) 

COMDISCO  (3) 

COMPUTER  ASSOCIATES  INTERNATIONAL 

COMPUTER  SCIENCES  (9) 

COMPUWARE  (9) 

DST  SYSTEMS 

ELECTRONIC  DATA  SYSTEMS 

FIRST  DATA 

FISERV 

GALILEO  INTERNATIONAL 

INACOM 

INGRAM  MICRO 

KEANE 

MICROSOFT  (6) 

NOVELL  (2) 

ORACLE  (7) 

PARAMETRIC  TECHNOLOGY  (3) 

PEOPLESOFT 

SABRE  GROUP  HOLDINGS 

SAFEGUARD  SCIENTIFICS 

SHARED  MEDICAL  SYSTEMS 

SUNGARD  DATA  SYSTEMS 

3COM  (7) 


(9) 


3147.0 

1302.0** 

1222.4 

2063.4 

443.1 

299.6 

4615.7 

1397.9 

343.3 

398.8 

1455.5 

6804.8 

280.5 

5764.0 

315.7 

2943.3 

264.1 

312.2 

639.0** 

809.4 

304.4** 

333.4 

1415.6 


44 
59 
17 
18 
31 
11 
10 

9 
10 

5 

-21 

37 

5 
39 
20 
22 

8 
-3 
11 
34 
18 
10 

3 


REST  PRODUCTS 


INDUSTRY  COMPOSITE 


26574.2 


5974.0 

2251.0 

2851.4 

4193.8 

943.2 

592.4 

8941.9 

2667.5 

680.4 

802.8 

2821.9 

13530.1 

565.5 

10856.0 

601.5 

5022.2 

527.4 

617.6 

1277.0 

1309.3 

591.5 

665.2 

2826.1 

51524.2 


42 

41 
13 
16 
35 
11 
10 

7 
16 

6 
-20 
34 
14 
37 
17 
21 

4 

3 
13 
25 
15 
13 

8 


646.0 
36.0 
-432.0 
78.3 
90.7 
33.4 

240.6 

193.3- 
34.3 
62.3 
6.2 
50.3 
26.6 
2202.0 
38.7 

527.4 
35.4 
3.0 
63.0 
11.5 
19.6 
37.4 
87.5 


894 

-10 

NM 

22 

54 

43 

8 

326 

20 

15 

-48 

-10 

17 

62 

101 

31 

133 

-92 

-9 

91 

8 

14 

38 


934.0 
-20.0 

26.0 
195.1 
214.7 

67.0 
220.0 
334.3 

67.8 

140.3 

-142.0 

88.8 

56.8 
4119.0 

67.6 
820.7 

46.0 

-168.5 

156.0 

35.7 

37.9 

-5.7 
177.3 


79 

NM 

NM 

35 

59 

41 

-46 

90 

21 

21 

NM 

-21 

25 

53 

102 

33 

151 

NM 

11 

222 

5 

NM 

129 


20.5 

2.8 

NM 

3.8 

20.5 

11.1 

5.2 

13.8 

10.0 

15.6 

0.4 

0.7 

9.5 

38.2 

12.3 

17.9 

13.4 

0.9 

9.9 

1.4 

6.4 

11.2 

6.2 


3.0 
4.9 
NM 
3.7 

17.4 
8.6 
5.3 
3.6 
9.2 

14.2 
0.6 
1.1 
8.5 

32.7 
7.4 

16.7 
6.2 

12.2 

12.0 
1.0 
7.0 

10.8 
4.6 


1226.6 


27 


2210.9 


28 


4.6 


3.9 


(A)  FOREST  PRODUCTS 

GROUP  COMPOSITE 

GEORGIA-PACIFIC  GROUP 

LOUISIANA-PACIFIC 

RAYONIER 

UNIVERSAL  FOREST  PRODUCTS 

(B)  PAPER 


5289.2 

3807.0 
777.4 
258.0 
446.8 


16 

16 

25 

2 

15 


9770.8 

7159.0 

1380.5 

484.4 

746.9 


12 

11 

18 

1 

19 


326.7 

212.0 
84.9 

17.1 
12.7 


24 

607 

-58 

-7 

15 


473.4 

311.0 

112.1 

32.2 

18.1 


71 

576 

-37 

-12 

23 


6.2 

5.6 

10.9 

6.6 

2.9 


5.8 

0.9 

32.7 

7.3 

2.9 


INDUSTRY  COMPOSITE 


14623.7 


27665.5 


2938.2 


4092.2 


10 


20.1       22.8 


(A)  BROADCASTING 

GROUP  COMPOSITE 

CLEAR  CHANNEL  COMMUNICATIONS 

COX  COMMUNICATIONS 

INFINITY  BROADCASTING 

MEDIAONE  GROUP 

TV  GUIDE  

(B)  PUBLISHING 


4915.7 

994.5 
1008.4 
1071.0 
1327.0 

514.8 


19.0 

6.3 

24.7 

14.8 

45.0 

7.8 

9.9 

16.6 

11.7 

24.1 

-27.9 

13.3 

26.0 

28.3 

9.0 

34.9 

28.0 

-20.5 

23.6 

29.5 

17.1 

6.1 

12.6 


8.9 


7.5 

11.6 

-5.2 

9.2 

14.3 


10.7 


PR1CI 

EARIM 
RAH 

7-2: 


NM 
73 
40 
32 
28 
47 
58 
35 
31 
27 
NM 
22 
16 
64 
69 
42 
33 
NM 
33 
16 
20 
50 
23 


34 


33 

24 
NM 
25 
14 


I 


GROUP  COMPOSITE 

21285.0 

4 

41753.4 

2 

899.8 

28 

1737.5 

19 

4.2 

3.4 

9.1 

34 

BOISE  CASCADE 

1678.0 

9 

3289.2 

9 

59.1 

NM 

77.9 

NM 

3.5 

NM 

7.4 

25 

BOWATER 

527.4 

33 

1098.7 

41 

5.2 

-72 

111,7 

156 

1.0 

4.8 

,2.6 

NM 

CHAMPION  INTERNATIONAL 

1301.2 

-12 

2575.8 

-13 

39.3 

22 

80.9 

58 

3.0 

2.2 

3.6 

52 

CHESAPEAKE 

327.5 

38 

566.6 

25 

8.4 

-21 

16.9 

-9 

2.6 

4.5 

7.4 

22 

CONSOLIDATED  PAPERS 

435.1 

-14 

894.4 

-13 

10.1 

-68 

24.1 

-66 

2.3 

6.2 

4.5 

44 

FORT  JAMES 

1718.5 

-1 

3387.5 

0 

135.9 

3 

253.5 

2 

7.9 

7.7 

47.2 

17 
NM     \ 

INTERNATIONAL  PAPER 

6000.0 

3 

12000.0 

2 

-58.0 

NM 

-26.0 

NM 

NM 

1.8 

0.7 

KIMBERLY-CLARK 

3148.6 

4 

6273.8 

3 

391.1 

49 

767.4 

47 

12.4 

8.6 

37.1 

23 

MEAD 

1004.8 

-4 

1868.0 

-1 

44.8 

11 

67.7 

-8 

4.5 

3.8 

5.8 

34    liar 

POTLATCH 

413.0 

3 

829.5 

3 

9.4 

-7 

10.0 

-52 

2.3 

2.5 

2.9 

46    KE 

WESTVACO  (2) 

679.5 

-6 

1330.2 

-7 

27.3 

-21 

52.5 

-22 

4.0 

4.8 

5.4 

27    •Pilot 

WEYERHAEUSER 

3044.0 

14 

5709.0 

8 

164.0 

138 

206.0 

34 

5.4 

2.6 

7.8 

39 

WILLAMETTE  INDUSTRIES 

1007.4 

6 

1930.8 

5 

63.3 

164 

94.9 

106 

6.3 

2.5 

6.6 

40  ■ 

20     PUBLISHING  &  BROADCASTING 

-~ : —  - Or. 

47 


79 


GROUP  COMPOSITE 

11924.2 

2 

22749.8 

3 

2392.1 

183 

3358.8 

97 

20.1 

7.2 

17.0 

40 

BELO  (A.H.) 

366.9 

1 

693.5 

1 

79.8 

167 

92.4 

113 

21.7 

8.2 

8.7 

20 

t 

DOW  JONES 

510.6 

-15 

972.7 

-20 

57.2 

NM 

108.7 

NM 

11.2 

NM 

27.6 

35 

! 

GANNETT 

1343.3 

3 

2591.4 

3 

277.0 

•      24 

455.9 

-19 

20.6 

17.1 

21.7 

24 

1 

KNIGHT-RIDDER 

809.7 

4 

1580.5 

4 

86.6 

29 

149.5 

-11 

10.7 

8.6 

16.6 

19 

III 

McCLATCHY 

273.6 

2 

532.0 

23 

22.0 

32 

35.6 

37 

8.1 

6.2 

8.7 

23 

McGRAW-HILL 

922.7 

5 

1639.2 

3 

90.0 

16 

114.5 

17 

9.8 

8.8 

23.0 

29 

l 

NEW  YORK  TIMES 

779.4 

4 

1518.4 

3 

83.5 

1 

144.9 

-2 

10.7 

11.0 

20.0 

25 

PRIMEDIA 

426.3 

9 

837.4 

14 

-4.9 

NM 

-50.9 

NM 

NM 

NM 

NM 

NM 

r 

SCHOLASTIC  (7) 

334.0 

12 

601.3 

12 

22.4 

61 

22.6 

109 

6.7 

4.7 

10.9 

22 

i! 

SCRIPPS  (E.W.) 

388.3 

6 

761.7 

7 

44.2 

21 

76.2 

24 

11.4 

9.9 

13.5 

28 

TIME  WARNER 

3574.0 

-3 

6840.0 

0 

593.0 

487 

731.0 

NM 

16.6 

2.8 

5.0 

NM 
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/ertising  to  e-commerce  to  enterprise  connectivity, 
:omes  to  putting  the  power  of  the  Internet  to  work 
ess,  only  one  event  puts  all  the  possibilities  at  your 
s  — Fall  Internetworld. 

day  conference  is  the  best  in  the  industry  — 

all  the  Internet  business  applications,  technologies 

ds  your  company  needs  to  increase  performance. 


Then  there's  our  exhibit  hall  —  the  world's  largest  display 
of  Internet  solutions  from  more  than  400  leading  industry 
suppliers,  including  Microsoft,  IBM,  HP,  AT&T,  Oracle, 
RealNetworks  —  all  the  big  names. 

If  the  Internet  is  important  to  your  business,  come 
to  the  event  that's  all  Internet,  all  business,  all  week. 


OUR  1999  KEYNOTES: 


.  Barrett 

JM/CEO 
rporation 


Larry  Ellison 

Chairman/CEO 

Oracle  Corporation 


Ivan  Seidenberg 

Chairman/CEO 
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2.0 

0.8 

-19 

NM 

-0.36 

■ 

ORTATION 

1361.6 

14 

2917.0 

14 

48.8 

18 

91.1 

51 

3.6 

3.4 

19.8 

14 

2.99 

IFTY  AUTOMOTIVE  GROUP 

259.4 

14 

470.9 

13 

17.0 

84 

22.4 

123 

6.6 

4.1 

15.6 

11 

206 

\i 

4383.0 

7 

8482.0 

5 

221.0 

29 

299.0 

63 

5.0 

4.2 

14.3 

21 

2.10 

345.9 

1 

663.5 

5 

1.2 

75 

-1.8 

NM 

0.3 

1.5 

5.1 

30 

037 

455.2 

3 

8864 

4 

38.1 

24 

77.3 

13 

B.4 

7.0 

176 

L4 

2.80 

1167  4 

11 

2200.3 

13 

87  9 

17 

136.7 

24 

7  5 

19 

2.79 

■ 

13 

627.1 

1/ 

2.6 

27 

4.6 

24 

0.8 

0.7 

8.0 

19 
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COMPANY 


SALES 


PROFITS 


MARGINS 

RETURN  ON 
COMMON 

2ND 

CHANGE 

6 

CHANGE 

2ND 

CHANGE 

6 

CHANGE 

2ND 

2ND 

EQUITY 

PR!C:1 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

FROM 

MONTHS 

FROM 

QUARTER 

QUARTER 

12  MONTHS 

EARNI 1 

1999 

1998 

1999 

1998 

1999 

1998 

1999 

1998 

1999 

1998 

ENDING 

RAli'.I 

SMIL 

•% 

SMIL 

% 

$MIL. 

% 

SMIL. 

% 

% 

% 

6-30 

7-2 

1 

w 

PITTSTON  BAX  GROUP 

490.1" 

13 

930.8 

14 

3.1 

208 

3.5 

NM 

0.6 

0.2 

-2  5 

NM 

ROBINSON  (C.H.)  WORLDWIDE 

579.4 

6 

1088.7 

7 

14.0 

20 

24.8 

24 

2.4 

2.1 

25.4 

30  1 

RYDER  SYSTEM 

1376.4 

7 

2697.0 

7 

30.2 

-33 

52.3 

-37 

2.2 

3.5 

11.8 

1     1 

TRINITY  INDUSTRIES  (9) 

693.4 

-3 

14685 

3 

45.0 

-22 

85.9 

-11 

6.5 

8.1 

17.9 

(D)  TRUCKING  &  SHIPPING 

GROUP  COMPOSITE 

5142.5 

6 

9922.8 

5 

157.6 

14 

263.4 

17 

3.1 

2.9 

12.6 

16   J 

ALEXANDER  &  BALDWIN 

263.8** 

-28 

461.3 

-30 

23.2_ 

23 

39.1 

19 

8.8 

5.2 

5.5 

28  m-"- 

ALLIED  HOLDINGS 

287.0 

2 

548.2 

3 

4.1 

-46 

0.1 

-98 

1.4 

2.7 

0.4 

m   1 

AMERICAN  FREIGHTWAYS 

291.2 

18 

556.6 

17 

13.1 

71 

19.9 

84 

4.5 

3.1 

13.9 

18  1 

ARKANSAS  BEST 

418.9 

3 

813.3 

4 

11.1 

44 

18.6 

62 

2.6 

1.9 

17.8 

7  I 

CONSOLIDATED  FREIGHTWAYS 

589.8 

7 

1148.0 

5 

2.5 

-66 

9.3 

-36 

0.4 

1.4 

7.7 

12  1 

HUNT  (J.B.)  TRANSPORT  SERVICES 

497.6 

8 

967.8 

11 

10.8 

-31 

21.4 

-15 

2.2 

3.4 

11.2 

1     f 

LANDSTAR  SYSTEM 

345.1 

5 

656.5 

5 

10.8 

20 

18.2 

31 

3.1 

2.7 

34.9 

11    1 

ROADWAY  EXPRESS 

621.1 

2 

1226.4 

0 

7.6 

44 

15.6 

31 

1.2 

0.9 

11.6 

14  I 

SWIFT  TRANSPORTATION 

262.5 

22 

497.5 

22 

17.5 

25 

29.6 

26 

6.7 

6.5 

18.1 

23  * 

USFREIGHTWAYS 

548.9 

23 

1062.1 

19 

26.3 

46 

43.8 

38 

4.8 

4.0 

17.5 

14  1 

WERNER  ENTERPRISES 

260.6 

23 

501.6 

22 

17.6 

17 

30.2 

17 

6.7 

7.1 

13.1 

15  | 

YELLOW 

756.1 

4 

1483  6 

4 

13  0 

6 

17.7 

11 

1.7 

1   7 

11   4 

10 

r 
1 

EKSSHSaBBBi 

INDUSTRY  COMPOSITE 

61279.6 

6 

124313.1 

5 

3812.8 

27 

8223.9 

13 

6.2 

5.2 

10.1 

19 

(A)  ELECTRIC,  WATER  A  COGENER  ATION 

GROUP  COMPOSITE 

51419.2 

4 

103031.5 

4 

3631.0 

20 

7510.7 

13 

7.1 

6.1 

10.7 

17  1 

AES  t 

640.0 

13 

1278.0 

12 

71.0 

0 

58.0 

-57 

11.1 

12.6 

21.9 

46 

; 

ALLEGHENY  ENERGY 

643.4 

3 

1333.4 

5 

66.8 

19 

166.8 

22 

10.4 

9.0 

14.3 

14 

t 

1st 

ALLIANT  ENERGY 

486.1 

-1 

1033.0 

-1 

40.2 

NM 

83.6 

262 

8.3 

NM 

9.8 

15 

AMEREN 

859.9 

5 

1595.8 

5 

89.7 

3 

147.2 

13 

10.4 

10.6 

13.4 

13 

l& 

AVISTA 

1411.7 

123 

2647.9 

120 

8.5 

-46 

27.9 

-A2 

0.6 

2.5 

8.2 

20 

!» 

BEC  ENERGY 

379.3 

-2 

751.2 

-4 

36.3 

6 

55.8 

-2 

9.6 

8.9 

13.0 

15 

CAROLINA  POWER  &  LIGHT 

762.8 

2 

1525.7 

1 

63.2 

-4 

155.4 

2 

8.3 

8.7 

13.4 

15 

CENTRAL  &  SOUTH  WEST 

1319.0 

-2 

2544.0 

-2 

105.0 

-4 

152.0 

-11 

8.0 

8.1 

12.0 

11 

CINERGY 

1275.4 

9 

2677.7 

6 

60.4 

NM 

189.0 

125 

4.7 

NM 

14.2 

14 

CMS  ENERGY 

1353.0 

20 

2891.0 

15 

80.0 

14 

183.0 

52 

5.9 

6.2 

13.3 

15 

mm 

- 

Ilk 

CONECTIV 

802.5 

17 

1749.1 

47 

36.3 

-18 

90.0 

106 

4.5 

6.5 

10.7 

13 

CONSOLIDATED  EDISON 

1479.1 

-5 

3255.7 

-5 

69.8 

5 

249.8 

3 

4.7 

4.3 

12.3 

14 

slit 

CONSTELLATION  ENERGY  GROUP 

820.0 

7 

1752.3 

7 

71.4 

13 

157.6 

10 

8.7 

8.2 

,10.8 

14 

|3i 

DOMINION  RESOURCES 

1315.3 

-17 

2608.3 

-22 

117.4 

NM 

1.1 

-98 

8.9 

NM 

10.5 

12 

1 

DPL 

290.3 

-6 

673.8 

-2 

37.6 

6 

110.3 

4 

13.0 

11.5 

13.9 

15 

DQE 

326.8 

8 

652.9 

8 

42.0 

4 

90.5 

6 

12.9 

13.2 

13.8 

16  ha 

DTE  ENERGY 

1150.0 

8 

2174.0 

8 

110.0 

7 

225.0 

7 

9.6 

9.7 

12.4 

13 

DUKE  ENERGY 

4691.0 

17 

8851.0 

9 

288.0 

3 

595.0 

-2 

6.1 

7.0 

13.7 

17 

Jld 

EDISON  INTERNATIONAL 

2116.0 

9 

4203.7 

9 

137.9 

-11 

290.5 

-6 

6.5 

8.0 

13.0 

14 

l*i 

ENERGY  EAST 

507.9 

-7 

1162.4 

-2 

56.5 

79 

144.6 

31 

11.1 

5.8 

14.8 

14 

111 

ENTERGY 

2316.4 

-8 

3956.3 

-18 

209.8 

-3 

282.7 

2 

9.1 

8.6 

10.5 

10 

& 

FIRSTENERGY 

1523.9 

4 

2941.3 

4 

144.7 

85 

300.8 

42 

9.5 

5.4 

11.7 

13 

FLORIDA  PROGRESS 

976.3 

8 

1796.7 

6 

77.0 

-2 

145.0 

12 

7.9 

8.7 

15.7 

14 

FPL  GROUP 

1614.0 

-5 

3026.0 

0 

81.0 

-55 

294.0 

1 

5.0 

10.6 

12.8 

14 

GPU 

897.7 

-12 

1971.5 

-4 

109.2 

32 

275.8 

29 

12.2 

8.2 

13.0 

11 

HAWAIIAN  ELECTRIC  INDUSTRIES 

369.7 

3 

721.9 

-2 

23.3 

-5 

44.6 

-8 

6.3 

6.8 

11.1 

12 

lb 

ILLINOVA 

479.3 

-12 

1027.7 

-8 

13.2 

NM 

35.1 

NM 

2.8 

NM 

NM 

NM 

lit 

MONTANA  POWER 

309.7 

20 

631.5 

14 

25.2 

12 

59.1 

1 

8.2 

8.7 

14.8 

23 

NEW  ENGLAND  ELECTRIC  SYSTEM 

595.3 

4 

1252.8 

5 

27.8 

-20 

72.3 

-22 

4.7 

6.1 

10.8 

18 

lljj) 

NIAGARA  MOHAWK  HOLDINGS 

914.3 

-3 

2033.5 

-4 

-16.3 

NM 

43.6 

NM 

NM 

NM 

0.2 

NM 

mil 

NISOURCE 

680.7 

4 

1572.2 

10 

25.1 

-21 

103.7 

10 

3.7 

4.8 

14.8 

16 

Hit 
mil 

m 

1RTHEAST  UTILITIES 

1038.6 

19 

2082.0 

14 

6.2 

-53 

30.6 

NM 

0.6 

1.5 

-5.6 

NM 

IFICORP 

943.7 

-22 

1903.5 

-23 

55.0 

-30 

146.3 

128 

5.8 

6.6 

4.4 

33 

"NERGY 

1194.4 

-2 

2450.8 

2 

87.6 

-44 

237.3 

-13 

7.3 

13.0 

19.8 

19 

a 

Pl 

4820.0 

1 

10077.0 

10 

180.0 

3 

336.0 

7 

3.7 

3.6 

9.7 

17 

totiit 

PINN          VEST  CAPITAL 

544.1 

16 

982.6 

11 

68.7 

34 

100.4 

18 

12.6 

10.9 

12.1 

13 

mn 
i 

POTOM,         rcTRIC  POWER 

544.6 

3 

973.6 

7 

75.3 

14 

101.3 

38 

13.8 

12.5 

13.3 

15 

PP&LRES     »CES 

1004.0 

20 

2071.0 

20 

70.0 

15 

196.0 

17 

7.0 

7.3 

21.8 

12 

Ml!) 

PUBLIC  SERVICE  CO.  OF  NEW  MEXICO 

261.4 

13 

534.2 

4 

18.2    ' 

10 

41.3 

-2 

7.0 

7.2 

10.8 

9 

Ktlli 

PUBLIC  SERVICi  ENTERPRISE  GROUP 

1436.0 

5 

3231.0 

7 

184.0 

48 

375.0 

18 

12.8 

9.1 

14.6 

13 

« 

PUGET  SOUND  ENERGY 

435.4 

18 

1010.8 

13 

31.1 

59 

100.8 

18 

7.1 

5.3 

12.5 

12 

RGS  ENERGY  GROUP 

275.8 

31 

601.9 

22 

14.8 

-5 

52.1 

-3 

5.4 

7.4 

11.1 

1! 

SCANA 

375.0 

-3 

772.0 

-3 

26.0 

-41 

65.0 

-41 

6.9 

11.3 

10.1 

14 

SOUTHERN 

2791.0 

-4 

5233.0 

-3 

319.6 

15 

549.3 

5 

11.5 

9.5 

10.3 

" 

TECO  ENERGY 

491.7 

0 

938.1 

-2 

52.0 

-10 

100.6 

13 

10.6 

11.8 

14.0 

13 

1 

UNICOM 

1686.0 

-5 

3223.8 

-6 

134.3 

41 

246.7 

51 

8.0 

5.3 

11.7 

15 

YORK  RESEARCH  (10) 

270.6 

59 

654.1 

94 

0.3 

-74 

2.2 

-62 

0.1 

0.7 

6.6 

20 ' 

k 
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/  Y                                                    SALES 

PROFITS 

MARGINS 

'.",' .', 

?ND 

QUARTER 

1999 

(Mil 

l.HANU 

(ROM 

|9N 

% 

6 

MONIMS 

1999 

(MIL 

CHANG! 

IROM 
1998 
% 

HANOI 

(JIJARIIR         IROM 
(Mil 

S  Mil 

I.HANU 
IROM 

% 

QUARTER 
% 

X 

I7M0NIM'> 
1  NblW, 

IAKNW/, 
RATIO 

EARMNCJ 

1  >IL  A  TRANSMISSION 

MPOSITE 

9860.4 

17 

21281  5 

8 

1819          NM 

713  2 

7 

18 

NM 

5  5 

49 

0.78 

|    NERGY  GROUP 

1691.2 

28 

19.4 

il 

14 

4 

1  / 

1  J  1 

J    ED  NATURAL  GAS 

566.4 

/ 

1612.9 

5 

-80.0           NM 

59.0 

NM 

8.8 

37 

I  £RGY 

1 768.0 

36 

3262.0 

12 

110            82 

880 

4  / 

89 

23 

:  RCES  GROUP 

290.2 

61 

549.2 

57 

17.8           NM 

30.5 

154 

6  1 

NM 

25 

097 

I  JEL  GAS  (3) 

248.7 

2 

732.1 

5 

118             *8 

73.0 

NM 

48 

79 

11  4 

17 

2.76 

271.8 

0 

8482 

2 

26.5            -7 

655 

1 

9.8 

10.5 

150 

16 

2.45 

418.1 

-6 

1005.8 

-13 

212          -21 

89.7 

11 

5.1 

6  1 

4.6 

27 

1  22 

ERGY 

1511.0 

24 

2680.0 

5 

85.0          158 

187.0 

51 

5.6 

2.7 

12.2 

15 

1.50 

849.4 

-8 

1623.2 

-20 

33.6           NM 

-178.6 

NM 

40 

NM 

-38.6 

NM 

-3.83 

259.3 

2 

758.5 

2 

11.8           NM 

49.7 

75 

4.6 

NM 

14  4 

13 

1.69 

1986.3 

12 

3970.3 

6 

17.0          -72 

72.9 

45 

0.9 

3.4 

1.9 

NM 

0.18 

ALPHABETICAL  LIST  OF  COMPANIES 

The  number  following  each  company  name  identifies  the  Scoreboard  category  under  which  it  is  listed 


Anixter  International  5 

BJ  Services  lib 

^^^^ 

AnnTaylor  Stores  8 

BJ's  Wholesale  Club  8 

Apache  11a 

Black  &  Decker  15b 

mes12t> 

Apple  Computer  18b 

Block  (H&R)  17a 

21e 

Applied  Materials  15c 

Boeing  1 

Applied  Power  18a 

Boise  Cascade  19b 

;s7b 

Arch  Chemicals  4 

Borders  Group  8 

22a 

Arch  Coal  11a 

Borg-Warner  Automotive  2b 

>9d 

Archer  Daniels  10b 

Boston  Scientific  1 2d 

Arkansas  Best  23d 

Bowater  19b 

Armco  16b 

Bradlees  8 

Armstrong  World  6b 

Bristol-Myers  Squibb  12b 

Arrow  Electronics  21b 

Brown  Shoe  6a 

Arvm  Industries  2b 

Brown-Forman  6c 

mational  10b 

Asarco  16c 

Browning-Ferris  21c 

Perineals  4 

Ashland  11a 

Bruno's  10c 

23c 

1 16b 

Associates  First  Capital  17a 

Brunswick  14d 

Astoria  Financial  17c 

Budget  Group  23c 

)23a 

AT&T  22a 

Building  Materials  8 

id 

Atlantic  Richfield  11a 

Burlington  Coat  Factory  8 

AtmelSd 

Burlington  Industries  15d 

(twin  23d 

Autoliv  2b 

Burlington  Northern  Santa  Fe  23b 

AutoZone  8 

Burlington  Resources  11a 

y24a 

Avery  Dennison  7b 

Butler  Mfg.  15a 

Avis  Rent  A  Car  23c 

me  5 

Avista  24a 
Avon  Products  6d 

□■■MB 

4a 

AVX9d 

Cabletron  Systems  18c 

23d 

Cabot  4 

Cadence  Design  Systems  18c 

Cameron  Ashley  21b 

Ball  7a 

Campbell  Soup  10b 

BancWest  3d 

Canandaigua  Brands  6c 

Bandag  2c 

Capital  One  Financial  17a 

la 

Bank  of  America  3c 

Cardinal  Health  12a 

Bank  of  New  York  3a 

Carlisle  15a 

18c 

Bank  One  3b 

CarMax  Group  21  e 

ildings  23a 

Bank  United  17c 

Carnival  14d 

Mfg  2b 

BankBoston  3a 

Carolina  Power  24a 

is  17a 

Banta21d 

Carpenter  Tech  16b 

Ml  Group  17b  BardlC 

Case  15c 

tways  23d 

Barnes  &  Noble  8 

Casey's  General  Stores  21  e 

m  7b 

Bausch&Lomb12d 

Caterpillar  15c 

ngs  Mil 

Baxter  International  12d 

CBRL  Group  14a 

12b 

BB&I 3c 

CDI  2le 

roup  17b 

Bear  Stearns  1 7a 

COW  Computer  Centers  8 

gement  18c 

Bearer  Homes  USA  13b 

CelfStar  21b 

i.iMlb 

BEC  Energy  24a 

Cendant  21 e 

9a 

Beckman  Coulter  9c 

Centex  13b 

■  ard  13a 

Becton,  Dickinson  12d 

Central  &  South  West  24a 

ilth12a 

Bed  Bath  &  Beyond  6b 

CenturyTel  22a 

Bell  Atlantic  22b 

Cendian  18c 

'      8 

BellSouth  22b 

Champion  Enterprises  13b 

Belo(A.Hl20b 

Champion  Intl.  19b 

,| 

Bemis  7b 

Charming  Shoppes  8 

Bergen  Brunswig  12a 

Charter  One  Financial  17c 

ition  3c 

Best  Buy  6b 

Chase  Manhattan  3a 

Bestfoods  10b 

Chesapeake  19b 

M 

Bethlehem  Steel  16b 

Chevron  11a 

Big  Flower  Press  21d 

Chicago  Title  1 7a 

6c 

Bindley  Western  Inds  12a 

Chiquita  Brands  Intl  10b 

Cincinnati  Bell  22b 
Cincinnati  Financial  17b 
CINergy  24a 
Cmtas21e 
Circuit  City  Group  6b 
Cisco  Systems  18c 
Citigroup  17a 
CKE  Restaurants  14a 
Clear  Channel  Communs  20a 
CMS  Energy  24a 
CNF  Transportation  23c 
Coastal  11a 
Coca-Cola  6c 
Coca-Cola  Bottling  6c 
Coca-Cola  Enterprises  6c 
Cole  National  8 
Colgate-Palmolive  6d 
Collins  &  Aikman  15d 
Columbia  Energy  Group  24b 
Columbia/HCA  Healthcare  12c 
Comdisco  18c 
Comenca  3b 
Commerce  Group  17b 
Commercial  Metals  16b 
Commonwealth  Inds.  16c 
Compaq  Computer  18b 
CompuCom  Systems  18a 
Computer  Associates  18c 
Computer  Sciences  18c 
Compuware  18c 
ConAgra  10b 
Conectiv  24a 
Conexant  Systems  9d 
Conoco  11a 
Conseco  17b 
Consol  Energy  11a 
Consolidated  Edison  24a 
Cons  Freightways  23d 
Cons.  Natural  Gas  24b 
Consolidated  Papers  19b 
Consolidated  Stores  8 
Constellation  Energy  24a 
Continental  Airlines  23a 
Convergys  21 e 
Cooper  Cameron  lib 
Cooper  Industries  9a 
Cooper  Tire  &  Rubber  2c 
Coors  (Adolph)  6c 
Cordant  Technologies  1 
Corn  Products  Intl  10b 
Corning  15a 
Corporate  Express  8 
Costco  6 

Countrywide  Credit  17a 
Cox  Communications  20a 
Crane  15a 

Crestline  Capital  21e 
Crown  Central  Petroleum  11a 
Crown  Cork  &  Seal  7a 
CSKAutoS 
CSX  23b 


Cummins  Engine  15c 
CVS  12a 

Cyprus  Amax  Minerals  16c 
Cytec  Industnes  4 


Dam  Rauscher  17a 

Dana  2b 

Danaher 15a 

Darden  Restaurants  14a 

Data  General  18b 

Dayton  Hudson  8 

Dean  Foods  10b 

Deere  15c 

Delco  Remy  International  15a 

Dell  Computer  18b 

Delphi  Automotive  2b 

Delta  Air  Lines  23a 

Deluxe  18a 

Detroit  Diesel  2b 

Dexter  15d 

Dial  6d 

Diebold  18a 

Dll  Group  9d 

Dillard's  8 

Dime  Bancorp  17c 

Disney  (Walt)  14b 

Dole  Food  10b 

Dollar  General  8 

Dollar  Thrifty  Automotive  23c 

Dollar  Tree  Stores  8 

Dominion  Resources  24a 

Donaldson.  Lufkin  &  Jenrette  1 7a 

Donnelley  (R.R.)21d 

Dover  15c 

Dow  Chemical  4 

Dow  Jones  20b 

OPL  24a 

DQE  24a 

Dreyer's  Grand  Ice  Cream  10b 

DST  Systems  18c 

DTE  Energy  24a 

Duke  Energy  24a 

Dun&Bradstreet17a 

OuPont  4 

Dura  Automotive  Systems  2b 

Dynegy  21b 


Earthgrains  10b 

Eastman  Chemical  4 

Eastman  Kodak  14d 

Eaton  9a 

Ecolab6d 

Edison  International  24a 

Edwards  (AG)  17a 

EG&G5 

El  Paso  Energy  24b 

Electronic  Data  Systems  18c 


EMC  18b 
Energy  East  24a 
Engelhard  16c 
Enron  21b 
Entergy  24a 
Equifax  17a 

Everest  Reinsurance  17b 
Express  Scripts  12c 
Exxon  11a 


Family  Dollar  Stores  8 

Fannie  Mae  17a 

FDX  23c 

Federal  Signal  15a 

Federal-Mogul  2b 

Federated  Dept.  Stores  8 

Ferro4 

Fidelity  National  Fml.  17a  , 

Fifth  Third  Bancorp  3b 

Finova  Group  17a 

First  Amencan  3c 

First  American  Finl  17a 

First  Data  18c 

First  Security  3d 

First  Tennessee  Natl  3c 

First  Union  3c 

Firstar  3b 

FirstEnergy  24a 

Flserv  18c 

Fleet  Financial  Group  3a 

Fleetwood  Ents  13b 

Fleming  10a 

Florida  Progress  24a 

Flowserve15a 

Fluor  21a 

FMC15c 

Food  Lion  10c 

Foodmaker  14a 

Ford  Motor  2a 

Fort  James  19b 

Fortune  Brands  15a 

Foster  Wheeler  21  a 

FPL  Group  24a 

Franklin  Resources  17a 

Freddie  Mac  17a 

Freeport-McMoRan  C&G  16c 

Fritz  23c 

Frontier  22b 

Fruit  of  the  Loom  6a 

Fuller  (H  B  )4 

Furniture  Brands  6b 


Galey&Lord  ISd 

Galileo  Intl  18c 
Gannett  20b 
Gap8 
Gateway  18b 


GATX23C 
GenCorp  2b 
Genentech  12b 
General  Cable  16c 
General  Dynamics  1 
General  Electric  5 
General  instrument  9b 
General  Mills  10b 
General  Motors  2a 
General  Nutrition  10c 
Genuine  Parts  21b 
Geon4 

Georgia-Pacific  Group  19a 
Gillette  6d 

Golden  State  Bancorp  17c 
Golden  West  17c 
Goldman  Sachs  Group  17a 
Goodnch  (B.F.)  1 
Goody's  Family  Clothing  8 
Goodyear  Tire  &  Rubber  2c 
GPU  24a 
Grace(W.R.)4 
Grainger  (WW.)  21b 
Great  A&P  10c 
Great  Lakes  Chemical  4 
GreenPomt  Financial  17c 
Group  1  Automotive  21  e 
GTE  22b 
Guidant  12d 
Gulfstream  Aerospace  1 


Hadco9d 

Halliburton  11b 

Handleman21e 

Hanna(MA)4 

Hannaford  Brothers  10c 

Harcourt  General  5 

Harley-Davidson  14d 

Harnischfeger15c 

Harrah's  Entertainment  14b 

Harris  9b 

Harsco15a 

Hartford  Financial  Services  17b 

Hartford  Life  17b 

Hasbro 14d 

Hawaiian  Electnc  24a 

Hayes  Lemmerz  Intl  2b 

Health  Management  Assets  12c 

Heilig  Meyers  6b 

Hem;  (HJ!  10b 

Heller  Financial  17a 

Hershey  Foods  10b 

Hertz  23c 

Hewlett-Packard  18b 

HexcellSa 

Hiberma  3c 

Hillenbrand  15a 

Hilton  Hotels  14c 

Home  Depot  8 
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HomeBase  8 
HON  Industries  18a 
Honeywell  9c 
Hormel  Foods  10b 
Horton  (D.R.)  13b 
Host  Marriott  13b 
Host  Marriott  Services  14a 
Household  Intl.  17a 
Howmet  International  1 
Hub  Group  23c 
Hubbell  9a 

Hughes  Electronics  9b 
Hughes  Supply  21b 
Humana  12c 
Hunt  (J.B.)  23d 
Huntington  Bancshares  3b 


IBM  18b 

IBP  10b 

IKON  Office  Solutions  5 

Illinois  Tool  Works  15c 

lllinova  24a 

Imation  14d 

IMC  Global  4 

IMS  Health  21e 

InaCom  18c 

Infinity  Broadcasting  20a 

Ingersoll-Rand  15c 

Ingles  Markets  10c 

Ingram  Micro  18c 

Insight  Enterprises  8 

Integrated  Health  Svcs.  12c 

Intel  9d 

Interface  15d 

Interim  Services  21e 

International  Flavors  4 

International  Game  Tech.  15a 


Intl.  Home  Foods  10b 
Intl.  Multifoods  10a 
International  Paper  19b 
Interpublic  Group  21d 
Interstate  Bakeries  10b 
Intimate  Brands  8 
Iomega  18b 
IT  Group  21c 
ITT  Industries  15c 


Jabil  Circuit  9d 
Jacobs  Engineering  21a 
Jo-Ann  Stores  8 
Johns  Manville  13a 
Johnson  &  Johnson  12d 
Johnson  Controls  15a 
Jostens  15a 

o 

Kaiser  Aluminum  16c 
Kaufman  &  Broad  13b 
Keane18c 
Kellogg  10b 
Kellwood  6a 
Kelly  Services  21e 
Kennametal  15b 
KeyCorp  3b 
Kimberly-Clark  19b 
Kmart  8 

Knight-Ridder20b 
Knoll  18a 
Kohl's  8 


Laboratorytorp.  of  America  1 2c 

Lafarge  13a 

LandAmerica  Financial  17a 

Lands'  End  8 

Landstar  System  23d 

Lear  2b 

Legg  Mason  17a 

Leggett  &  Piatt  6b 

Lehman  Brothers  Holdings  17a 

Lennar 13b 

Lexmark  International  18b 

Liberty  Financial  17b 

Lilly  (Eli)  12b 

Limited  8 

Lincoln  Electric  15b 

Lincoln  National  17b 

Linens  'N  Things  6b 

Lithia  Motors  21e 

Litton  Industries  9b 

Liz  Claiborne  6a 

Lockheed  Martin  1 

Longs  Drug  Stores  12a 

Louisiana-Pacific  19a 

Lowe's  8 

LSI  Logic  9d 

LTV  16b 

Lubrizol  4 

Lucent  Technologies  22a 

Lyondell  Chemical  4 


':  ■',:■-■.■:* 

L-3  Communications  9b 
La-Z-Boy  6b 


M.D.C.  Holdings  13b 
Mail-Well  7b 
Mandalay  Resort  14b 
Manpower  21e 
Mark  IV  Industries  2b 
Marriott  Intl.  14c 
Marsh  &  McLennan  17a 


Marsh  Supermarkets  10c 
Marshall  Industries  21b 
Martin  Marietta  Materials  13a 
Mattel  14d 
Maxtor  18b 
Maxxam  16a 

May  Department  Stores  8 
Maytag  6b 
MBNA  3a 
McClatchy  20b 
McCormick  10b 
McDonald's  14a 
McGraw-Hill  20b 
MCI  WorldCom  22a 
MDU  Resources  Group  24b 
Mead  19b 

MediaOne  Group  20a 
Medtronic  12d 
Mellon  Bank  3a 
Mercantile  Bancorp.  3b 
Merck  12b 
Merisel  18a 

MeriStar  Hotels  &  Resorts  14c 
Meritor  Automotive  2b 
Merrill  Lynch  17a 
Metals  USA  21b 
Mettler-Toledo  Intl.  15c 
MGIC  Investment  17b 
MGM  Grand  14b 
Michael  Foods  10b 
Michaels  Stores  8 
Micro  Warehouse  8 
MicroAge  18a 
Micron  Electronics  18b 
Micron  Technology  9d 
Microsoft  18c 
Milacron  15c 
Millennium  Chemicals  4 
Miller  (Herman)  18a 


Minnesota  Mining  15a 

Mobil  11a 

ModineMfg.  2b 

Modis  Professional  Svcs.  21e 

Mohawk  Industries  15d 

Molex  9d 

Monsanto  4 

Montana  Power  24a 

Morgan  (J.P.)  3a 

Morgan  Stanley  Dean  Witter  1 7a 

Morrison  Knudsen  21a 

Motorola  9b 

Mueller  Industries  16c 

Murphy  Oil  11a 

Musicland  Stores  14d 
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Nabisco  Group  10b 
Nabisco  Holdings  10b 
Nacco  Industries  15b 
Nash  Finch  10a 
National  City  3b 
National  Fuel  Gas  24b 
National  Semicond.  9d 
National  Service  9a 
National  Steel  16b 
Navistar  International  2a 
NCR  18a 

Neiman  Marcus  Group  8 
New  England  Electric  24a 
New  York  Times  20b 
Newell  Rubbermaid  15a 
Newmont  Mining  16c 
Newport  News  Shipbuilding  1 
Nextel  Communications  22a 
Niagara  Mohawk  24a 
Nicor  24b 
Nike  6a 


NiSource  24a 
Nordstrom  8 
Norfolk  Southern  23b 
Norrell  21e 
Nortek 13a 

Northeast  Utilities  24a 
Northern  Trust  3b 
Northrop  Grumman  1 
Northwest  Airlines  23a 
Novell  18c 
Nucor 16b 
NVR  13b 


Oakwood  Homes  13b 
Occidental  Pet.  11a 
Office  Depot  8 
OfficeMax  8 
Old  Kent  Financial  3b 
Omnicom  Group  21d 
Oneok  24b 
Oracle  18c 
Oshkosh  Truck  2a 
Outback  Steakhouse  14a 
Owens  &  Minor  12d 
Owens  Corning  13a 
Owens-Illinois  7a 
Oxford  Health  Plans  12c 


Paccar  2a 

Pacific  Century  Finl.  3d 

PacifiCare  Health  12c 

PacifiCorp  24a 

PaineWebber  Group  17a 

Pall  5 

Pantry  21e 

Parametric  Technology  18c 


Park  Place  Entcri 
Parker  Hannifin  | 
Paychex  21e 
Payless  Cashw,i;| 
Payless  ShoeSoa| 
PECO  Energy  24, 
Penn  Traffic  1 
Penney  (J.C.)  8 
Pentair  15c 
Peoples  Heritage! 
PeopleSoft  18c 
Pep  Boys  f 
Pepsi  Bottling  Gij 
PepsiCo  6c 
Petsmart  8 
Pfizer  12b 
PG&E  24a 
Pharmacia  &  Up 
Phelps  Dodge  16 
Philip  Morris  6e 
Phillips  Petroleui 
Phillips-Van  Heu 
PhyCor12c 
Pier  1  Imports  6H 
Pilgrim's  Pride  II 
Pinnacle  West  2< 
Pioneer  Hi-Bred 
Pioneer-Standari 
Pitney  Bowes  18;  I 
Pittston  BAX  Grail 
Pittston  Brink's  G'l 
Pittway  5 
PNC  Bank  3a 
Polaris  Industrie!   | 
Polaroid  14d 
Popular  3c 
Potlatch  19b 
Potomac  Electric 
PP&L  Resources    : 


1 


I 


n< 


I 


,Vou  left  behind.  A  place  like  a  Homewood  Suites  Hotel.  Enjoy  a  spacious  two-room  suite 
jth  separate  living  and  sleeping  quarters.  Your  own  kitchen  and  fridge.  And  a  sofa  that 
feels  just  as  good  as  the  one  you  sprawl  out  on  at  home.  What's  more,  your  satisfaction  is 
guaranteed.  Follow  your  instincts  to  the  place  that  feels  more  like  a  second  home. 


www.homewood-suites.com  1  -800-CALL-HOME 
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ics  12c 

national  21e 
itcations  22a 


sFinl  17a 


lonal  6a 
ai  3c 

;  Alum.  21b 
'k3a 
es21c 


RGS  Energy  Group  24a 
Richfood  Holdings  10a 
Rite  Aid  12a 
Roadway  Express  23d 
Robert  Half  International  21e 
Robinson  (CH)  23c 
Rock-Tenn  7b 
Rockwell  International  9a 
Rohm  &  Haas  4 
Ross  Stores  8 

Royal  Caribbean  Cruises  14d 
Ruddick  10c 
Russell  6a 
Ryder  System  23c 
Ryerson  full  16b 
Ryland  Group  13b 


SABRE  Group  Holdings  18c 
Safeco  17b 

Safeguard  Sclentrfics  18c 
Safety-Kleen  21c 
Safeway  10c 
Saks  8 
Sanmina  9d 

SBC  Communications  22b 
Scana  24a 
Schenng-Plough  12h 
Schlumberger  lib 
Scholastic  20b 
Schulman(A.)4 
Schwab  (Charles)  17a 
Scotts4 

Scnpps  (E.W.)  20b 
Seagate  Technology  18b 
Sealed  Air  7b 
Sears,  Roebuck  8 
Sempra  Energy  24b 


Service  Corp  Intl  21a 
ServiceMaster  21a 
/  Eleven  10c 
Shared  Medical  18c 
Shaw  Industries  15d 
Sherwin  Williams  13a 
ShopKo  Stores  8 
Sigma  -Aldrich  12b 
Silgan  Holdings  7a 
Silicon  Graphics  18b 
SLM  Holding  17a 
Smart  &  Final  10c 
SMART  Modular  Tech  9d 
Smith  (AO)  9a 
Smith  International  lib 
Smithtield  Foods  10b 
Smurfit-Stone  Container  7b 
Snap-on  15b 
Sodexho  Marriott  14a 
Solectron  9d 
Sonat  24b 

Sonic  Automotive  21  e 
Sonoco  Products  7b 
Southdown  13a 
Southern  24a 
SouthTrust  3c 
Southwest  Airlines  23a 
Spiegel  8 
Sports  Authority  8 
Springs  Industries  15d 
Sprint  (FON  Group)  22a 
Sprint  PCS  Group  22a 
SPX9a 

St.  Jude  Medical  1 2d 
St.  Paul  17b 
Staff  Leasing  21e 
StaffMark21e 
Stage  Stores  8 
Standard  Pacific  13b 


Standard  Prodi 
Standard  Register  18a 
Stanley  Works  15b 
9apkN  8 
Starbucks  10b 
State  Street  3a 
Steelcase  18a 

Stewart  Information  Svcs.  17a 
Stone  4  Webster  21a 
Stryter  1 2d 
Summit  Bancorp  3a 
Sun  Microsystems  18b 
SunGard  Data  Systems  18c 
Sunoco  11a 
SunTrust  Banks  3c 
Supervalu  10a 
Swift  Transportation  23d 
Sybron  International  12d 
Symbol  Technologies  18b 
Synovus  Financial  3c 
Systemax  8 


Talbots  8 

Tandy  6b 

TCF  Financial  17c 

Tech  Data  18a 

Teco  Energy  24a 

Tecumseh  Products  13a 

Tektronix  9c 

Teleflex15a 

Telephone  &  Data  Sys.  22a 

Tellabs  22a 

Temple-Inland  7b 

Tenet  Healthcare  12c 

Tenneco  5 

Teradyne  9c 

Terex  1 5b 


Texaco  11a 

Texas  Industries  16b 

Texas  Instruments  9d 

Textron  5 

Thomas  &  Berts  9d 

3Com  18c 

JM  15a 

Tiffany  8 

Time  Warner  20b 

Times  Mirror  20b 

Timken  15c 

TJX  8 

Toll  Brothers  13b 

Toro  1 5c 

Tosco  11a 

Tower  Automotive  15a 

Toys  'R'  Us  8 

Trans  World  Entertainment  14d 

Transatlantic  Holdings  1 7b 

Travelers  Property  Casualty  1 7b 

Tribune  20b 

Tricon  Global  Restaurants  14a 

Trinity  Industries  23c 

TRW  5 

Tupperware15a 

Turner  21a 

TV  Guide  20a 

Tyco  Intl.  15c 


U.S.  Bancorp  3b 

U.S.  Cellular  22a 

U.S.  Home  13b 

U.S.  Office  Products  8 

UAL  23a 

UGI24b 

Ultramar  Diamond  Shamrock  1  la 

Unicom  24a 


Urufi  15d 

Union  Carbide  4 

Union  Pacific  23b 

Union  Pacific  Rmoucm  11a 

Union  Planters  3c 

UnionBanCal  3d 

Unisys  18b 

United  Auto  Group  21e 

United  Rentals  21  e 

United  Stationers  21b 

United  Technologies  1 

Unrtnn 17b 

Universal  Forest  Products  19a 

Universal  Health  12c 

Unocal  11a 

Unova  15c 

US  Airways  Group  23a 

US  West  22b 

USFreightways  23d 

USG  13a 

UST6e 

USX-Marathonlla 

USX-U.S.  Steel  16b 


Valero  Energy  11a 

Valspar  13a 

Vastar  Resources  11a 

Venator  Group  8 

VF6a 

Viacom  14b 

Vlad5 

Vlasic  Foods  Intl  10b 

Volt  Info.  Sciences  21e 

Vulcan  Materials  13a 


Wachovia  3c 
Wal  Mart  Stores  • 
Walgreen  12a 
Wallace  Computer  18a 
Walter  Industrie-,  16b 
Warner-Lambert  12b 
Washington  Mutual  17c 
Washington  Post  20b 
WatscoUa 
Weatherford Intl  lib 
Webb  (Del;  13b 
Weis  Markets  10c 
WellPoint  Health  12c 
Wells  Fargo  3b 
Wendy's  Intl  14a 
Werner  Enterpnses  23d 
Western  Digital  18b 
WestPomt  Stevens  15d 
Westvaco19b 
Weyerhaeuser  19b 
Whirlpool  6b 
Wickes8 

Willamette  Industries  19b 
Williams  24b 
Williams-Sonoma  6b 
World  Color  Press  21d 
Worthington  Inds  16b 
Wrigley  (Wm.)  Jr.  10b 


Wabash  National  2b 


Xerox  18b 

Yellow  23d 

York  Intl.  13a 

York  Research  24a 

Zale8 

Zions  Bancorporation  3d 
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Reach  these  Business  Week  advertisers  on  the  Web 


ABN-AMRO 

Compaq 

Iowa  Department  of 

Schott 

www.abnamro.com 

www.compaq.com 

Economic  Development 

www.schottglass 

ACCPAC 

Compaq  Computer  Asia  Pacific 

www.smart.state.ia.us 

Sony  Electronics 

INTERNATIONAL,  Inc. 

PteLtd 

J.D.  Edwards  &  Company 

www.sony.com/displj 

www.accpac.com 

www.compaq.com.sg/storageworks/ 

www.jdedwards.com 

Sprint 

AeroMexico 

Discovery  Channel 

KOMATSU  LTD 

www.sprint.ee 

www.aeromexico.com 

www.discovery.com 

www.  komatsu  .com 

American  Honda  Motor  Co. 

Ernst  &  Young 

Lexus 

Swissair  Qualiflyei 

www.qualiflyergroL 

www.honda.com 

www.ey.com 

www.lexus.com 

American  Isuzu  Motors  Inc. 

Firstsource.com 

T.  Rowe  Pric 

www.gofather.com 

www.firstsource.com 

Lincoln 

www.lincolnvehicles.com 

www.troweprice. 

Aon 

Flashcom 

Teligent,  Inc 

www.aon.com 

www.flashcom.com 

Mercury  Interactive 

www.merc-int.com 

www.teligent.c 

APC 

General  Motors 

Toshiba  Amer 

www.apcc.com 

www.gm.com 

Microsoft 

Information  Systen 

Apple 

GTE  Internetworking 

www.microsoft.com 

www.toshiba.c 

www.apple.com 

www.  i  nternetworki  ng.gte.com 

Mindspring 

Tyco  Internatio 

Bell  South  Wireless  Data 

Hewlett-Packard 

www.mindspring.net 

www.tyco.cor 

www.bellsouthwd.com/ipl4 

www.hp.com 

National  Discount  Brokers 

United  Parcel  Se 

Cabletron 

Homewood  Suites 

www.ndb.com 

(UPS) 

www.cabletron.com 

www.homewood_suites.com 

Nissan  Motor  Corporation 

www.ups.con 

Canon  Computer  Systems 

HP  ECSO 

www.nissandriven.com 

Van  Kamper 

www.ccsi.canon.com 

www.sure-e.com 

Nokia  Mobile  Phones 

www.v^nkampen 

Cathay  Pacific 

www.cathaypacific.com 

Charles  Schwab 

www.schwab-worldwide.com/asia 

Chrysler 

www.chryslercars.com 

CNet 

www.cnet.com 


HSBC  Group 

www.hsbc.com 

IBM 

www.ibm.com 

Infinium  Software 

www.infinium.com 

Iomega 

www.iomega.com 


(SEA)  Pte  Ltd 

www.nokia-asia.com 

OnSale 

www.onsale.com 

Opel 

www.opel.com 

Quantum 

www.quantum.com 


Williams 

www.williams.cl 
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'Mom,  My  Back 
Really  Hurts' 

Computer  use  and  heavy  backpacks  are  taking  a  toll  on  kids 


BY  MARY  C.  HICKEY 

At  age  15,  Elizabeth  Nemrava,  of  Winnetka, 
111.,  suffers  from  shoulder  and  back  pain 
so  severe  that  she  winces  when  she  bends 
over  or  abruptly  twists  around.  Her  moth- 
er, Pat,  is  convinced  the  problem  stems 
from  the  heavy  backpack  _^^___ 
that  her  daughter,  now  a  VnilY 

high  school  sophomore,  has  been 
hauling  around  since  middle  school. 
"Elizabeth  weighs  110  pounds,  and  her  back- 
pack weighs  38,"  her  mother  says.  "That  has  to 
be  straining  her  muscles  and  bones." 

Just  as  adults  face  occupational  hazards,  the 
work  of  I  ni lay's  school  kids  also  carries  risks. 
Medical  professionals  report  an  increase  in  com- 
plaints aboui  back,  neck,  and  shoulder  pain  linked 
to  tWO  factors:  backpacks' overloaded  with  books 
and  improperly  designed  computer  workstations 
where  kids  spend  hours  on  end.  It  used  to  be 
thai  "if  children  had  back  pain,  it  meant  they  had 
a  serious  medical  condition,"  such  as  a  tumor, 
says  Dr.  John  Barwark,  interim  chief  of  the  pe- 


diatric orthopedic  surgery  department  at  Chil- 
dren's Memorial  Hospital  in  Chicago.  "Now  we're 
seeing  more  and  more  kids  with  the  kind  of  me- 
chanical back  pain  much  more  typical  of  a  mid- 
dle-aged adult." 

The  effect  of  ergonomic  factors  on  children's 
_^—^^_  musculoskeletal  health  remains  un- 
Jfjrl a  documented.  But  physicians,  chiro- 

praetors,  and  physical  therapists 
say  that  the  potential  dangers 
range  from  discomfort,  pain,  and  muscle  strain  in 
the  short  term  to  chronic  conditions.  Already, 
back  pain  is  the  most  common  ailment  of  work- 
ing Americans,  costing  the  U.  S.  economy  $50 
billion  annually  in  lost  wages  and  productivity.  "If 
we  don't  start  paying  attention  to  these  issues  in 
children,  we  may  be  creating  a  generation  of 
adults  with  even  greater  back  and  neck  problems 
than  we're  seeing  today,"  says  Dr.  Jerome  McAn- 
drews,  spokesman  for  the  American  Chiropractic 
Assn.,  one  of  several  professional  groups  focusing 
attention  on  the  issue  (table). 

Take  the  ubiquitous  backpack.  With  many 
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chools  limiting  the  use  of  lockers  for 
security  purposes,  students  lug 
around  their  books  (and  weighty 
laptops)  throughout  the  day.  "We 
see  kids  carrying  packs  that 
weigh  30,  40,  even  50  pounds," 
says  Betty  Strauss,  a  certified 
school  nurse  in  Montclair,  N.J. 
Such  excessive  weight  forces  a 
child  to  lean  forward,  which  flattens  the 
natural  curve  in  the  lower 
back.  This  promotes  poor  pos- 
ture and  can  cause  back  and 
neck  pain,  says  Jan  Richard- 
son, president  of  the  Ameri- 
can Physical  Therapy  Assn. 
And  if  kids  sling  their  packs 
over  one  shoulder,  as  they're 
prone  to  do,  they  can  strain 
shoulder  and  neck  muscles  and 
cause  a  temporary  curvature 
of  the  spine.  Straps  that  aren't 
adjusted  properly  can  damage 
nerves  around  the  collarbone. 

HUNCHED. 


Keeping  Young  Backs 
Healthy 

If  your  kids  lug  around 

heavy  backpacks  or  spend  hours 

hunched  over  a  computer 

keyboard,  make  sure  they 

periodically... 

Lie  flat  on  the  floor,  face  up, 


for  a  passive  stretch 
Health  experts  are      r. Ricky 


less  certain  about  the  impact 
of  ergonomically  incorrect  com- 
puter stations.  But  given  an 
Education  Dept.  push  to  put 
Net-ready  computers  in  every 
classroom  by  2000,  concern  is 
mounting.  In  one  of  the  first 


Stand  with  feet  slightly  apart, 
raise  both  arms  above  the 
head,  and  reach  upward 

Shrug  the  shoulders  toward 
the  ears,  count  to  ten,  re- 
lease, and  repeat  several 
times 


preventive  steps.  When  using  backpai 
should  never  carry  more  than  15%  of  th 
weight,  according  to  guidelines  issuec 
American  Occupational  Therapy  Ass: 
padded  shoulder  straps  are  best,  and  th 
fit  snugly  so  the  weight  of  the  pack  is  ei 
tributed  and  supported  by  back  and  a 
muscles. 

For  kids  who  already  have  back 
more  drastic  measures  may  be  needed 
frey  Neustadt,  chief 
pedic  surgery  at  All 
Hospital  in  St.  Petj 
says  he  sees  two  or  t; 
dren  a  week  with  p 
vere  that  he  rec 
their  school  issue  a  's( 
of  books.  That  way,  tl 
have  to  go  to  and  fro 
with  a  heavy  load.  Oi 
tors  prescribe  a  bacl 
wheels,  such  as  the 
by  RollerBags.  The  S 
company  was  four 
Hussain,  an 


and  father  of  four  wl 
were  complaining  of 
comfort. 
PARALLEL  ARMS.  Wli 

a  PC,  kids  should  sit 
lower  backs  suppor 
eyes  level  with  the  t 


studies  of  its  kind,  researchers      .„.„.;...„„. screen.  "They  shoulc 


Kids'  Ergonomics 


NAME/PHONE 

AMERICAN 
CHIROPRACTIC  ASSN. 

800  986-4636 
www.amerchiro.org 

AMERICAN  OCCUPATIONAL 
THERAPY  ASSN. 

301  652-AOTA 
www.aota.org 

AMERICAN  PHYSICAL 
THERAPY  ASSN. 

703  684-2782 
www.apta.org 

ROLLERBAGS 

888  889-6388 


at  Cornell  University  in  Ithaca, 
N.  Y.,  observed  third-,  fourth-, 
and  fifth-graders  at  11  schools 
and  found  a  "striking  misfit" 
between  the  size  of  the  children  and  their  gear. 
With  monitors  and  keyboards  often  set  too  high, 
more  than  a  third  of  the  kids  sat  in  ways  that  re- 
sulted in  craned  necks,  hunched  shoulders,  awk- 
wardly placed  wrists,  and  other  unhealthy  pos- 
tures, says  Alan  Hedge,  a  professor  of  ergonomics 

at  Cornell. 

What's  more,  at  home 
children  tend  to  work  on 
computer  setups  de- 
signed for  their  parents. 
In  adults,  the  risk  of 
back,  neck,  and  shoulder 
pain,  as  well  as  repeti- 
tive stress  injuries  to 
the  hands  and  wrists, 
increases  with  each  hour 
spent  in  front  of  a  mon- 
itor. It's  not  known 
whether  children,  who 
have  more  flexible  bones 
and  joints,  suffer  simi- 
lar effects.  But  "there's 
no  reason  to  believe  that 
they  don't,"  Hedge  says. 
Medical  experts  say 
that  parents  can  lower 
their  children's  risk  of 
problems    with    simple 


Extend  the  arms  in  front  with 
palms  facing  outward,  stretch, 
and  hold  for  a  count  of  ten 


DESCRIPTION 

Offers  pamphlets 
on  how  kids  can 
maintain  a  healthy 
back  and  spine 

Lets  you  download  a 
screen  saver  illustrat- 
ing ergonomically 
correct  posture 

Lists  physical 
therapists  in 
different  areas 


Sells  book  bags  on 
wheels 


to  crane  their  neck 
Karen  Jacobs,  an  occ 
therapist  and  ergonoi 
teaches  "healthy  coi 
classes  at  public  schools  in  Andover,  Ma 
should  be  positioned  parallel  to  or  just  fc 
above  the  keypad  and  mouse.  If  equiprr 
be  adjusted,  Jacobs  suggests  a  stack  of 
the  chair  to  raise  a  child's  body  to  th 
height  and  a  box  to  serve  as  a  foot  rest 
let  a  child  sit  in  front  of  a  screen  for  t 
she  adds.  "They  should  get  up  every 
utes  or  so  and  move  around  or  stretch. 
A  few  companies  make  ergonomic  ki 
ture.  Kin-der-Link  in  New  York  (800 
www.kinderlink.com)  offers  adjustable 
er  stations  for  $875  and  up.  MediaFoc 
national  in  Naples,  Fla.  (888  232-3686, 
diafocus.com/furniture/kids_ch.html), 
European-made  children's  furniture,  wi 
starting  at  $279. 

Regular  exercise  is  a  good  way  to  ke 
and  muscles  strong,  says  Dr.  Sarwark 
scribes  a  simple  exercise  for  kids  whc 
heavy  backpack  or  sit  for  long  periods 
computer:  Have  the  child  lie  flat  on  th 
give  the  back  an  "easy,  passive  stretch." 
caution  that  a  physician  should  always 
severe  and  persistent  back  pain.) 

For  generations,  parents  have  been  urj 
children  to  stand  and  sit  up  straight.  Give 
cupational  hazards  of  growing  up  today, 
monitions  are  more  important  than  ever 
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elding  Children 
m  Cyber  Perils 

Vise  points  parents  toward  online  safeguards 


IRD  C. 


0 


nline  pedophiles.  Pornographic  Web  sites. 
Unscrupulous  marketers.  All  of  them  are 
lurking  in  cyberspace.  So  parents  who  want 
| their  kids  to  take  advantage  of  the  Infor- 
mation Age  are  at  the  same  time  leery 
about  letting  them  loose  on  the  Internet.  But  on 
July  29,  some  of  the  Internet's  best-known  com- 
panies launched  a  major  Web  site  that  aims  to 
put  mom  and  dad  at  ease.  Called  GetNetWise, 


you 

the 


the  site  is  billed  as 
a  place  where  parents  are  "one  click  away"  from 
reading  tips  and  downloading  tools  that  can  help 
safeguard  their  children  online.  Years  in  the 
making,  it's  backed  by  the  likes  of  America  On- 
line, AT&T,  Walt  Disney,  Microsoft,  Excite@Home, 
Lycos,  and  Yahoo!.  Even  Vice-President  Al  Gore 
has  lent  his  support. 

Here's  a  quick  look  at  this  comprehensive 
Web  site,  which  parents  can  find  at  www.get- 
netwise.org. 

GetNetWise  is  organized  into  four  main  sec- 
tions: online  safety  guide,  special  browsers  and 
other  tools  for  families,  areas  where  you  can  re- 
port trouble,  and  Web  sites  appropriate  for  chil- 
dren. The  first  section  discusses  the  risks  that 


children  face  online,  based  OH  age  and  activH 

From  ages  2  to  4,  for  instance,  children  fall  into 

the  "lapware"  category,  meaning  parents  need  to 
explore  the  Net  with  them.  Older  children  want 
to  do  more  poking  around  on  their  own.  Bui 
parents  are  still  advised  to  stick  nearby. 

In  the  family  tools  area,  parents  can  check 
off  such  criteria  as  "filters  sex"  and  "blocks  out- 
going info."  They  then  click  on  a  button  for  links 
to  products  that  accomplish  those  tasks. 

You  will  find  programs  for  limiting  the  amount 
of  time  kids  can  spend  online,  kid-oriented  search 
engines  that  restrict  the  results  of  a  child's  query, 
and  child-friendly  browsers.  For  example,  the 
free  Surf  Monkey  browser,  which  can  be  found  at 
www.surfmonkey.com,  promises  to  block  sites  on 
drug  use  and  bomb-making. 

Meanwhile,  filtering  programs  like  SurfWatch, 
Cyber  Patrol,  and  Net  Nanny  work  with  your 
own  browser  to  block  out  violent,  politically  in- 
correct, or  X-rated  pages.  Costs  vary,  and  fil- 
tering programs  have  limitations.  Most  let  par- 
ents customize  the  sites 
they  want  blocked,  al- 
though none  of  these 
programs  can  stop 
everything.  And  some- 
times they  block  mate- 
rial you  want  your 
child  to  see. 

So  what  happens  if, 
despite  your  best  ef- 
forts, your  kid  runs 
into  trouble?  The  third 
area  of  the  new  site 
features  links  to  the 
police,  advocacy  groups, 
and  other  places  where 
you  can  report  a  prob- 
lem. New  York  State 
residents,  for  instance, 
can  submit  an  Internet 
crime  report  to  the  au- 
thorities. One  link 
(www.missingkids.org/ 
cybertip)  takes  you  to 
the  National  Center  for 
Missing  &  Exploited 
Children  Cyber  Tipline, 
which  lets  you  report 
incidents  of  online  child  sexual  exploitation. 

Of  course,  the  Web  features  many  safe  neigh- 
borhoods, and  GetNetWise  can  help  you  and 
your  kids  find  them.  You  can  pore  through  ap- 
proved site  lists  from  the  American  Library 
Assn.  and  other  groups,  such  as  Net-mom's  and 
the  Children's  Partnership.  The  CyberAngels' 
CyberMoms  list  of  links  is  subdivided  into  sci- 
ence and  nature,  creative  activities  and  fun,  and 
other  categories. 

For  all  the  help  GetNetWise  can  give,  the 
site  doesn't  offer  independent  assessments  of 
the  programs  and  organizations  it  points  you  to. 
For  that  reason,  GetNetWise  doesn't  let  par- 
ents off  the  hook.  On  or  off  the  Web,  no  one  is 
wiser  about  protecting  your  kids  than  you.       D 


Making  Surfing 
Safe  for  Kids 

Pre-screen  the  Web  pages 
that  young  children  visit. 

Use  filtering  programs 
to  block  objectionable 
sites.  But  be  aware 
that  they  sometimes 
let  in  inappropriate 
material  and  block 
content  you  think  is 
OK. 

•  Place  the  computer 
in  a  visible  spot,  and 
stick  close  by  when 
your  child  is  online. 

Make  sure  your  chil- 
dren ask  your  permission 
before  surrendering  personal 
information  on  the  Net. 
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PRE-IPO  ACTIOH. 
FUHD  FEES  ARE 

TOO  HIGH 


Private  Equity 
For  the  Hoi  Polloi? 

Not  quite,  but  you  don't  need  to  be  superrich  to  buy  in 


BY  ANNE  TERGESEN 

The  rarefied  world  of  private  equity  in- 
vestment is  opening  up.  Until  recently, 
the  option  of  buying  stakes  in  hot  compa- 
nies before  they  went  public  was  avail- 
able only  to  a  select  few:  insiders,  institu- 
tional investors,  and  the  superrich.  But 
now  the  merely  wealthy — and  even  aver- 
age folk — can  get  in  the  door  as  financial-ser- 
vices firms  roll  out  private  equity  products  with 
lower  minimum  investments,  and  mutual  funds 
start  to  dabble  in  the  sector. 

Interest  in  private  equity  investing  is  growing. 
With  people  wondering  how  much  longer  the 
stock  market's  runup  can  continue,  many  are 
looking  to  diversify  the  risks  of  a  standard  stock 
portfolio.  Average  investors  also  have  been 
watching  with  envy  as  venture  capitalists  pocket 
billions  from  Internet  and  high-tech  startups.  In 
the  past  three  years,  venture-capital  investments 
have  returned  an  average  of  32%,  vs.  22.4%  for 
all  private  equity  deals,  according  to  Venture 
Economics,  a  division  of  Thomson  Financial  Se- 
curities Data.  After  fees,  private  equity  has  re- 
turned 15%  to  20%  on  average  since  1980,  vs. 
17%  for  publicly  traded  stocks. 

You  can  get  the  most  private  equity  expo- 
sure at  the  least  cost  with  a  fund  of  funds,  which 
pools  investors'  money  to  buy  into  more  exclu- 
sive private  equity  funds.  Al- 


though they  require  minimum 
investments  of  $250,000  and  up, 
that's  a  fraction  of  the  $10  mil- 
lion to  $20  million  the  private  equity  funds  they 
invest  in  want.  Brokerages,  banks,  and  other  fi- 
nancial-services providers  currently  offer  about 
75  private  equity  funds  of  funds — double  the 
number  that  existed  three  years  ago,  says  Ven- 
ture Economics.  Due  to  a  1996  federal  law 
change,  sponsors  have  opened  the  funds  to  more 
investors — 500  instead  of  the  100  previ- 
ously allowed.  Now,  managers  can  ran 
parallel  funds  under  both  old  and  new 
rules,  allowing  up  to  600  combined  slots. 
Lured  partly  by  fat  fees,  several  mu 


they  will  jointly  launch  several 
funds,  possibly  including  one  devot- 
ed to  Internet  companies.  Another 
fund  company,  Pilgrim  Baxter,  is 
also  developing  a  family  of  private 
equity  funds. 

Is  a  private  equity  fund  of  funds 
for  you?  Even  if  you  can  ante  up 
the  minimum,  you  must  be  a  quali- 
fied investor.  For  funds  governed 
by  pre-1996  rules,  you  need  a  net 
worth  of  at  least  $1  million.  Funds 
set  up  under  the  new  law  require  $5 
million  in  liquid  assets,  says  Robin 
Painter,  a  partner  in  Boston  law  firm 
Testa,  Hurwitz  &  Thibeault. 
STEEP  FEES.  You  also  must  be  will- 
ing to  accept  steep  costs.  Whereas 
the  average  mutual  fund  pockets 
$1.37  of  a  $1,000  investment,  a  fund- 
of-funds  manager  typically  receives 
1%  of  assets  plus  5%  of  the  profits. 
Investors  must  also  pay  the  under- 
lying funds'  fees,  which  can  be  as 
high  as  a  1%  to  3%  management  fee 
and  25%  of  the  profits.  Most  funds 
also  require  investors  to  lock  their 
money  up  in  risky,  illiquid  stocks  for  lieef^ 

If  you  can  live  with  these  conditi  R0 
around.  These  funds    ed 


Mutual  Funds 


a 


variety  of  styles  (tab  e 
channel  money  to  1 
buyout  firms,  which 
relatively  established  companies.  One 
is  the  Independence  Private  Equity  Se 
which  spreads  its  $60  million  in  asse 
funds  run  by  renowned  lbo  firms  Ap( 
sors;  Hicks,  Muse,  Tate  &  Furst;  and  fe 
Dubilier  &  Rice.  Jeffrey  Gendel,  man  suc 
rector  at  Independence  Holdings  Parti  smCEs 


New  Private  Equity  Funds  of  Fi 


COMPANY 


MINIMUM  INVESTMENT*      FOCUS 


tual-fund  companies  also  are  entering     WILSHIRE  ASSOC.  $1,000,000         Venture  ca  pit 

the  private  equity  arena.  "It  was  clear  to 
us  that  we  were  missing  an  opportunity," 
says  Steven  Spiegel,  senior  managing  di- 


BANK  OF  BOSTON* 


500,000 


Venture  capit  cor, 
is  i 


rector  at  Putnam  Investments,  the  na- 
tion's fourth-largest  mutual-fund  compa- 
ny. On  July  7,  Putnam  and  private  equity 
specialist  Thomas  H.  Lee  Co.  announced 


Undecided 


TH  LEE.  PUTNAM  CAPITAL     Undecided 

*May  be  negotiable 

"Based  on  information  provided  about  the  bank's  first  fund  of  funds 
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;e  firms  have  recorded  average  annual 

)%  or  more.  Other  funds  of  funds  focus 

ech  venture-capital  deals.  Whichever 

I  you  prefer,  don't  dally.  Private  in- 

funds  close  to  new  investors  when 

ised  all  the  cash  they  need. 

can't  afford  the  price  of  entry  into  a 

nds,  a  small  but  growing  number  of 

ids  can  give  you  limited  private  equity 

Under  Securities  &  Exchange  Com- 

iles,  they  can  tie  up  only  15%  of  their 

uch  illiquid  securities. 

•RICES.  Chip  Morris,  manager  of  the  T. 

ce  Science  &  Technology  fund,  says 

fJual-fund  managers  are  taking  serious 

flrivate  Net  companies  rather  than  wait- 

jiem  to  go  public  at  "extreme  valua- 

Jrrently,  less  Hum  \%  of  Morris'  fund  is 

jHin  a  private  business-to-business  E- 

I  company,  which  he  declines  to  name, 
^lis  not  alone.  Growth  stock  manager 
•  m  Wagoner  had  about  39J  of  the  assets 
«iis  funds  in  private  deals  as  of  Dec.  31, 
.  Wagoner  Funds  tiled  its  must  recent 
loort.  One  holding  was  Net   sensation 

Inch  subsequently  tripled,  to  SOU,  on  Its 


first  day  of  trading  in  March.  The  Warburg  Pin- 
cus  Post- Venture  Capital  fund  currently  has  6% 
of  its  $130  million  in  private  companies  or  ven- 
ture-capital funds,  says  Robert  Janis,  managing 
director.  "We  can  get  mutual-fund  investors  ac- 
cess to  a  style  of  investing  that  they  couldn't  do 
on  their  own,"  he  says. 

Some  mutual  funds  with  unusual  structures 
are  pursuing  private  placements  even  more  ag- 
gressively. J&W  Seligman  raised  $580  million  for 
a  closed-end  fund  that  wall  invest  as  much  as 
35%  of  its  assets  in  venture-capital  funds  and 
fledgling  Net  and  high-tech  companies.  To  be 
managed  by  Seligman's  tech-stock  guru,  Paul 
Wick,  the  Seligman  New  Technologies  Fund  will 
have  a  $10,000  minimum  and  a  steep  39!  up-front 
sales  charge  plus  a  3^  annual  expense  ratio.  Un- 
like a  regular  mutual  fund,  investors  can't  with- 
draw their  money  anytime;  they  must  wait  for  the 
fund's  quarterly  repurchases  of  .V  <  of  its  shares. 
.  As  such,  the  fund  reflects  some  of  the  down- 
sides of  investing  in  private  placements.  Hut  as 
investors  who've  gotten  in  on  the  ground  floor  of 
many  high-tech  startups  have  learned,  going  the 
private  equity  route  can  he  lucrative  tor  those 
with  the  resources  to  hang  tough. 


ISusinessWeok  ONLINE, 


Listen  to  the  latest  market 
news  and  analysis  at 
BusinessWeek  Online 
(www.businessweek.com/ 
investor/)  MORNING  CALL 
Standard  &  Poors  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  ET.  An  audio  tran- 
script is  available  shortly 
afterward  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hotfman  delivers 
market  news  and  insights 
throughout  the  day 
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GLOBAL 

CONVERGENCE 
SUMMIT 

SEPTEMBER   30,   1999 

Marriott  Marquis,  New  York  City 


Interactive  television.  Cable  modems.  Net-enabled 
phones.  Web  portals.  Music  and  video  delivered  direct 
to  the  consumer.  Right  now,  media,  communications 
and  technology  are  converging  at  breakneck  speed. 
Each  day's  news  threatens  to  collapse  old  business 
models  and  creates  new  opportunities.  Which  is  pre- 
cisely why  the  leaders  of  these  industries  are  meeting 
at  The  1999  Global  Convergence  Summit. 

C.  Michael  Armstrong  of  AT&T,  Jonathan  Bulkeley 
of  Barnesandnoble.com,  Bill  Joy  of  Sun  Microsystems, 
Brad  Chase  of  Microsoft,  Robert  Davis  of  Lycos, 
Mark  Cuban  of  Broadcast.com,  and  dozens  of  other 
top  executives  will  share  their  insights  and  the  latest 
news.  You'll  learn  who  will  be  the  new  leaders  as 
mergers  and  new  technology  speed  up  the  pace.  Find 
out  who'll  pay  in  the  new  media  and  communications 
paradigm.  Hear  how  the  new  generation  will  radically 
change  all  the  rules. 

Will  the  frontrunners  today  have  a  lock  on  the  future? 
Will  you  lead  or  be  left  behind?  Find  out  September  30, 
1999  at  the  Marriott  Marquis  in  New  York  City. 

For  more  information  on  The  1999  Business  Week 
Convergence  Summit,  or  to  find  out  more  about  sponsor 
and  speaker  opportunities: 

Go  to:    http://conferences.businessweek.com/ 
1999/convergence 
or  contact:    Julie  Terranova 

e-mail:    julie_terranova@businessweek.com 
phone:    888-239-6878 
fax  on  demand:    888-239-6878,  document  #100 
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The  Barker  Portfolio 


HIGH  FUND  FEES 
HAVE  GOT  TO  GO 


BY  ROBERT  BARKER 

Vast  economies 
of  scale  benefit 
fund  companies, 
not  investors. 


Although  75%  of  my  net  worth  is  in  mutual 
funds,  I'm  still  offended  by  how  many  funds 
resist  one  simple  improvement:  lower  prices. 
Like  campaign  finance,  high  fund  fees  have 
grown  into  a  huge  wart  that's  plain  to  see  yet 
seemingly  impossible  to  remove. 

It  all  became  uglier  to  me  recently  as  I  looked 
into  the  Investment  Company  Institute's  new 
set  of  "best  practices"  for  fund  directors.  The  in- 
dustry group  started  work  on  these  guidelines  af- 
ter the  Securities  &  Exchange  Commission  host- 
ed a  special  meeting  in  February  on  how  boards 
oversee  mutual  funds.  To  guard  investors'  in- 
terests, the  law  demands  that  every  fund's  board 
include  some  members  who  are  independent  of 
the  fund  company.  But  these  independent  direc- 
tors have  failed,  and  you  can  see  it  in  how  little 
fund  prices  have  fallen.  Since  1984,  Morningstar 
reports,  the  average  cost  of  actively  run  no-load 
U.  S.  stock  funds  fell  less  than  10%,  even  as 
their  assets  multiplied  32  times.  Vast  economies 
of  scale  benefited  mutual-fund  companies,  not 
investors. 

Now  comes  the  industry's  list  of  "best  prac- 
tices" for  fund  directors.  Issued  on  July  7,  the  15 
items  look  good.  For  example,  while  the  law 
sets  40%  as  the  minimum  proportion  of  inde- 


«' 


Good  Practices,  Bad  Fees 

/  asked  each  of  the  top  10  investment  compa- 
nies, ranked  here  by  assets,  which  of  the  indus- 
try's new  "best  practices"  they  followed.  As  the 
scores  below  indicate,  they  all  do  well  on  that 
account.  Where  they  fall  short:  Many  still  take 
staggering  sums  from  investors  via  so-called 
"12b-l  "fees  to  defray  marketing  costs. 

"BEST  12b-1 


FUND 
COMPANY 

PRACTICES 
SCORE 

' REVENUE 

MILLIONS* 

FIDELITY  INVESTMENTS 

100%  $357.4 

VANGUARD  GROUP 

95 

0.0 

AMERICAN  FUNDS  GROUP 

82 

697.2 

PUTNAM  INVESTMENTS 

92 

865.8 

MERRILL  LYNCH  ASSET  MANAGEMENT  95 

354.7 

FRANKLIN  TEMPLETON  GROUP 

68 

305.7 

TIAA-CREF 

97 

0.0 

SSB  CITI  ASSET  MANAGEMENT 

84 

181.3 

FEDERATED  INVESTORS 

100 

64.8 

MORGAN  STANLEY  DEAN  WITTER 

NA 

522.1 

•Annual  estimates  from  current  12b- 1  charges  on  net  assets  as  of 
June  30,  1999  NA=Not  available 

DATA:  MORNINGSTAR  INC.,  INVESTMENT  COMPANY  INSTITUTE, 
BUSINESS  WEEK 


pendent  directors  on  a  board,  the  bes 
call  for  at  least  67%.  They  also  urge 
pendents  to  get  their  own  lawyers  < 
ance,  along  with  a  lengthy  list  of  othei 
be  more  effective. 

All  are  welcome.  But  don't  expect  t 
er  at  the  expense  of  the  fund  sellers, 
cause  boards  overseeing  much  of  the 
mutual  funds  already  follow  most  or  a 
practices. 

How  do  I  know?  I  asked  each  o 
top  10  companies,  holders  of  46%  of 
try's  assets,  which  best  practices  the 
I  then  tallied  the  results  and  scored 
pany,  except  Morgan  Stanley  Dean 
did  not  detail  its  policies.  The  others? 
nine  scored  92%  or  more  (table) 
taken  off  points  for  even  minor  de 
more  would  have  scored  100%.  All  w 
been  above  90%. 

ONEROUS  CHARGE .  The  trouble  turns 
table's  next  column.  It  shows  Mornin 
timate  of  each  firm's  annual  revenue 
called  "12b-l"  marketing  fees,  perhaps] 
onerous  fund  charge.  The  total  take  foi 
firms:  $3.3  billion.  In  1980,  the  total  foi|| 
was  zero.  That  year,  after  a  long  run  o[ 
turns  and  shrinking  funds,  the  indu  I 
suaded  the  SEC  to  allow  it  to  take  mc 
investors  in  the  form  of  12b- 1  fees  t< 
marketing  costs.  The  theory:  Bringing 
ey  into  the  funds  would  help  them  rebu 
and  with  economies  of  scale,  fees  woul 
Assets  since  then  have  grown  like 
12b-l  f,ees  pers7 
pendent  directi  '"'' 
vote  annually  t 
them,  and  a  fre 
tionale  is  that  t 
port  brokers  w 
ongoing    servic 
vestors.  True,  I 
Yet  paying  a  \ 
strikes  me  as 
sending  Ford 
|  couple  hundred 
year  so  that  it 
its  dealers  and 
|  a  familiar  place  t 
tires  rotated. 

That's  why  I 
sec,  now  at  wo 
own    reforms, 
kills     12b-l     fe 
investors,     it  w 
one  way  they  ge 
For  the  indepei 
rectors,  it  woul^ 
job  they  should 
themselves. 

For  barker.onl* 
www.  business  weeft, 
vestorl  or  AOL, 
BW  Daily. 
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QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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AOIMM? 

It's  easy  to  enjoy  the  same  AOL  benefits 
you  get  at  home,  at  work. 


I! 


nnect  to  the  Internet  using  your  local  Internet 
vice  Provider  or  by  using  the  Local  Area 
work  (LAN)  Internet  Connection  at  work. 

I  STEP  2: 


It's  as  easy  as  1-2-3... 


STEP  I: 


NetMail  lets  you  check 

your  AOL  e-mails  from 

your  Web  browser! 

Go  to  www.aol  com  for  details 


STEP  3: 


rt  up  your  AOL  software*  Before  signing-on  to 
.,  you  will  first  need  to  reconfigure  your  AOL 
nection  setup  to  connect  via  TCP/IP.  Here's  how: 
)n  the  Sign-on  screen,  click  "Setup." 
Ihoose  Create  a  location  for  use  with  new 
iccess  phone  numbers  or  an  ISP  option 
,jid  click  "Next." 

e»  n  the  "Add  Location"  window,  type  a  name 

\  or  the  location  (for  example,  TCP/IP 

i   cation). 
ihoose  \dd  a  custom 

i  jonnection  (for 
sample  TCP/IP)  and 
lick  "Next."  A  TCP/IP 
jcation  will  be  created 
utomatically 


Sign-on  to  America  Online.  If  you  are  already  an 
AOL  member,  use  your  existing  screen  name  and 
password  and  sign  on  as  normal.  If  you  are  not 
an  AOL  member,  you  can  download  the  current 
software  through  our  Web  site  at  www.aol.com  or 
call  1-800  4-ONLINE  to  get  software  delivered  to  you. 

AOL  also  offers  a  special  pricing  plan  for  customers 
who  use  AOL  exclusively  via  TCP/IP.  The  Bring 
Your  Own  Access  Plan  is  just  S9-95  per  month 
for  unlimited  use  of  America  Online** 

Next  time  you're  looking  for  the  best  of  the  Internet 
and  more  at  work,  check  out  AOL. 


m 


A 

AMER.ICA 

fimmc< 

So  easy  to  use, 
no  wonder  it's  #/ 


To  receive  FREE  AOL 
software  call. 


1-800-4-ONLINE 


'  II  you  are  not  an  AOL  member,  you  can  download  the 
current  software  through  our  Web  site  at  www  aol  com  or 
call  1-800  4-ONLINE  to  get  software  delivered  I    . 

"Additional  charges  apply  it  you  do  not  connect  through 
TCP/IP.  Go  to  At:    Keyword:  Billing 

5  1999  America  Online.  Inc 


The  bigger  the  crowd, 
the  better  the  performance. 


You're  a  major  player  in  the  securities 
markets  worldwide,  so  when  it  comes 
to  trading,  you  know  what  you  need. 

Liquidity. 

A  world  of  buyers  and  sellers  —  ready 
to  trade.  And  when  you're  trading  elec- 
tronically, you  know  the  place  to  come 
tor  global  liquidity. 

Instinet. 

We  give  you  electronic  access  to  some 
of  the  broadest,  deepest — most  liquid  — 
trading  opportunities  around  the  world. 

As  an  agent  J  brokl  i  [nsttnel  dot  I  nol  »  onie  between  us  i  licnts  and  the  best  price  We  do  not  commit  (.apit.il,  make  niarket>  or  make  profits  on  spreads 

in  i  i  orpon )  all  rights  reserved  INSTINCT  and  the  INSTINCT  marque  are  registered  service  marks  and  instinet  is  the  marketing  name  tor  Instinct 

Corporation,  member  NASD,  and  Instinet  1  k  Limited, regulated  in  th(  I  k  in  tht  SEA 


What's  more,  we  don't  have  our 
own  portfolio  so  we  never  compete 
with  your  trades  or  take  a  position 
against  you. 

Our  only  goal  is  to  help  you  get  the 
fastest  trade  at  the  best  price  —  and  we 
handle  the  follow-up  automatically. 

All  of  which  can  add  up  to  better 
performance. 

If  that's  what  you're  looking  for,  bv  all 
means  call  toll  free  1-877-INSTINET  or 
visit  www.instinet.com 


Instil  I 


A  REUTERS  Com 

Nothing  comes  betwe 
and  the  best  pric 
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A  TRANSFUSION 
FROM  BIG  BUYERS 
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▲  DOLLARS 
DATA.  BlOOMBE RG  FINANCIAL  MARKETS 


Investment  pro  Al  Kingsley  has  had  many  home 
runs,  both  on  the  long  and  shun  side  of  the 
aisle.  Once  dubbed  the  genius  behind  corpo- 
rate raider  Carl  [cahn,  Kingsley  now  head.-  his 
own  money-management  Qrm,  Greenway  Part- 
ners. One  stock  that  Kingsley  is  currently  hig-h  on 
is  BioTime  (BTIM),  which  happens  to  be  a  cur- 
rent favorite  of  short  sellers  as  well. 

That  doesn't  laze  Kingsley,  who  has  acquired  a 
1'  i  stake.  He  thinks  the  company,  which  develops 
synthetic  blood  solutions  used  for  treatment  of 
blood  loss  during  surgery  or  traumatic  injiuy,  will 
be  a  huge  winner  for  hospital  patients  as  well  as 
fur  investors.  On  Apr.  1,  the 
Food  &  Drug  Administra- 
tion approved  BioTime's 
blood-plasma  expander  Hex- 
tend,  which  is  used  in  keep- 
ing patients'  blood  pressure 
high  enough  to  ensure  cir- 
culation during  surgery.  Ab- 
bott Laboratories  has  an  ex- 
clusive marketing  pact  with 
BioTime  to  market  Hextend 
in  North  America. 

The  shorts  think  BioTime's  blood  plasma  ex- 
pander has  a  limited  market.  They  have  had  a  lu- 
crative time  with  the  stock,  as  it  tumbled  from  21 
a  share  in  early  April  to  as  low  as  8%  on  June  21. 
Of  the  8.4  million  shares  in  public  hands,  some  2.7 
million  are  controlled  by  short  sellers. 

The  bulls,  however,  continue  to  be  optimistic  as 
the  stock  recovers.  It  closed  at  13M  on  Aug.  3.  An- 
alysts put  the  market  for  plasma  volume  ex- 
,  panders  at  about  $470  million.  Abbott  has  stalled 
marketing  Hextend,  which  it  expects  initially  to 
get  10'  i  of  that  market.  BioTime  President  Ronald 
Barkin  says  Hextend  sales  should  hit  at  least  $40 
million  in  2000  and  $70  million  in  2001.  One  analyst 
figures  BioTime  uili  earn  $11  million,  or  $1.18  a 
share,  in  2000  and  $20  million,  or  $1.50,  in  2001. 

Barkin  says  BioTime  should  sign  a  marketing 
pact  with  a  large  European  drug  company  for 
the  European  market,  similar  to  the  Abbott  deal. 
by  yearend.  A  pact  with  a  Japanese  drugmaker  is 
being  BOUght  for  the  Asian  market. 

NEW  AMMO  IN  THE 
CANCER  WAR 


SUITORS  MAY 


NEOPHARM 


IAN 

A  III'. 


NeoPharm  (NEO),  a  bi>  .pharmaceu- 
tical company  focusing  on  prod- 
ucts to  tight  various  forms  of  can- 
cel-, is  one  small-cap  .-tuck  that  has 
thrived.  The  stuck  has  run  up  from  2  a 
share  in  mid-August  of  L998  to  as  high 
as  21  on  Apr.  I,  before  easing  back  to 
L5  I  on  Aug.  '■'•.  Dave  Talbot,  managing 

partner  at   I  lealtli/Yesl  Advisors,  start- 
ed accumulating  shares  at    I. 


"Our  12  month  b  he  re 

cent  Burge  hi  ia,  in  the  drug  indu 

wouldn't  be  surprised  to  see  NeoPharm  acquired 

for  a  minimum  of  50  a  -hare,"  argue  Talbot.  The 
most  likely  suitors,  he  says,  are  Bristol  M 
Squibb  and  Pharmacia  &  Upjohn,  The  latter  ha- 
acquired  a  5.49!  Btake  in  NeoPharm,  which  in 
February  signed  a  licensing  agreement  with  Phar- 
macia &  Upjohn  to  develop  and  commercialize 
NeoPharm'.-  lead  product.-,  LEP  and  LED,  which  are 
liposomal  encapsulation-  of  two  common  off-patent 
cancer  drugs  known  a-  Doxorubicin  and  Taxol. 
NeoPharm's  i.kp  and  LED  reduce  toxic  side  ef- 
fects, enabling  patients  to  tolerate  higher  doses. 
NeoPhamn's  products,  he  says,  could  compete 
with  Taxol.  Talbot  suspects  Pharmacia  will  also  be 
interested  in  buying  NeoPharm.  Is  it  for  sale? 
CEO  James  Hussey  says  a  lot  will  depend  on  the 
price.  "I  haven't  gotten  any  offers,"  he  adds. 

ZAPPING  THE  FAT  IN 
RESTAURANT  COSTS 

Barry  Paibenstein,  managing  partner  at  Wheat- 
ley  Partners,  thinks  investing  in  Internet 
plays  is  largely  a  question  of  valuation.  He 
was  an  early  fan  of  VerticalNet,  buying  in  at  5  to 
6  a  share.  The  stock  is  now  at  75.  Juno  Online 
Services  went  public  in  May  at  13,  six  months 
after  he  bought  shares  at  5  each.  The  stock  is 
now  at  16&  So  what  is  his  latest  play'.' 

He  has  taken  a  shine  to  a  cheapie:  Corner- 
stone Internet  Solutions  (CNRS),  now  at  2  a  share. 
The  company,  which  is  still  in  the  red,  specializes 
in  business  systems  using  Internet  technologies. 
Cornerstone  is  a  'technology  solutions  partner"  for 
Microsoft,  focusing  on  E-commerce  services  for 
Microsoft  clients.  One  of  its  two  units,  usWeb/i  K> 
Cornerstone,  delivers  E-commerce  solutions  to 
huge  business-to-business  systems.  This  unit  is  an 
affiliate  of  USWeb/CKS  Corp.  Speculation  is  that 
is  Web  may  opt  to  acquire 
Cornerstone.  usWeb/CKS 
couldn't  be  reached  for  com- 
ment. Cornerstone  Chair- 
man Andrew  Gyenes  de- 
clined comment. 

Cornerstone's  other  unit, 
B2BGalaxy.com,  has  real 
potential,  says  Kubenstein. 
It  just  launched  FOOD- 
galaxy.com,  an  Internet  ]x>r- 
tal  designed  to  cut  the  cost 
of  food  and  supplies  for  restaurants  and  other 
food  service  providers.  The  system  links  buyers 
and  sellers  through  competitive  online  bidding. 
Some  50  restaurants  have  signed  up,  including 
New  York's  Tavern  on  the  Green  and  Sardi's. 
Max  Klimavicius,  president  <■(  Sanli'.-.  says  "the 
degree  of  control  we'll  have  over  costs  and  su|v- 
plies  through  FOODgalaxy  should  double  our 
torn  line."  Cornerstone  expects  to  post  sale-  of  $10 
million  in  2000  and  $23  million  in  2001.  An  an.. 
says  the  company  should  break  even  in  2000  and 
earn  $7  million,  or  50c  a  share,  in  2001. 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


Aug.  4 


%  change 
Week         Year 


GLOBAL  MARKETS 


Aug.  4 


Week  t 


1440, 


S&P  500 

Aug.  Feb.  Aug.  July  29-Aug.4 


1310 


1180 


1050 


L 1305  33 


Dow  Jones  Industrials  10,674.8 

Nasdaq  Composite  2540.0 

Nasdaq  100  2204.3 

S&P  MidCap  400  396.0 

S&P  SmallCap  600  179.0 

S&P  SuperComposite  1500  274.6 

SECTORS  Aug.  4 


-2.7 
-6.1 
-5.5 
-3.9 
-2.5 
-4.3 


25.8 
42.2 
67.3 
19.2 
6.1 
21.0 


%  change 
Week  Year 


52-week  change    1 -week  change 
+20.7%  -4.4% 

COMMENTARY 

A  desultory  week  in  the  finan- 
cial markets.  The  Nasdaq  Com- 
posite index  fell  for  five  straight 
days — bringing  its  decline 
since  July  16  to  11%.  Lead- 
ing the  drop  were  the  Net 
stocks.  Investors  were  con- 
cerned that  the  upcoming  July 
employment  report  will  prompt 
the  Fed  to  boost  rates,  and 
bonds  were  lackluster,  reflecting 
that  worry.  The  dollar  was  weak 
against  the  euro  and  yen. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Basic  Materials 
S&P  Capital  Goods 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
Morgan  Stanley  Cyclical 
PSE  Technology 


729.5 
595.3 
136.4 
981.9 
861.9 
132.0 
80.7 
681.6 
254.9 
365.2 
586.0 
580.8 


^1.9 
-3.8 

0.9 
-4.4 

1.5 
-7.2 
-1.7 
-5.0 
-0.5 
-18.1 
-1.8 
-A.2 


25.5 
17.2 
19.7 
23.3 
26.5 
3.0 

-11.4 

6.9 

10.8 

138.9 
24.6 
74.5 


S&P  Euro  Plus  1294.6  -1.2 

London  (FT-SE 100)  6235.4  -1.0 

Frankfurt  (DAX)  5119.4  -2.1 

Tokyo  (NIKKEI  225)  17,685.4  0.6 

Hong  Kong  (Hang  Seng)  1 3,591 .0  3.4 

Toronto  (TSE  300)  6963.2  -2.1 

Mexico  City  (IPC)  5142.9  -6.2 

Week 

FUNDAMENTALS  Aug.  3  ago 


S&P  500  Dividend  Yield  1.24% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)    31.2 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*       23.5 

First  Call  Earnings  Revision*  -0.27  % 
"First  Call  Corp. 

TECHNICAL  INDICATORS  Aug.  3 


1.20" 

32.9 

24.4 

-0.29  \ 

Week 
ago 


S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  Sell/buv  ratio 


1265.9  1257.6 

48.0%  54.0 

0.60  0.56 

1.49  1.49 


Ue 


m 

pin 


BEST-PERFORMING 
GROUPS 


Last 

month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 
GROUPS  month  % 


Health-Care  Services 
Semiconductors 
Oil  &  Gas  Drilling 
Household  Products 
Forest  Products 


14.2 
8.0 
6.7 
6.6 


Instrumentation 
Semiconductors 
Computer  Systems 
Aluminum 


100.1 
97.6 
73.4 
64.6 


Pollution  Control  -50.9 

Transportation  Services  -22.2 

Invest.  Banking/Brkrge.  -21.7 

Personal  Loans  -20.1 


Pollution  Control 
Manufactured  Housir 
Metal  &  Glass  Contai 
Toys 


3.5      Communications  Equip.       64.4        Genl.  Merchandise  Chains  -15.7      Apparel  Manufacturi 


1 

1  MUTUAL  FUNDS 

■i  S&P  500"  mt  U  S  Diversified  I 
J-week  total  return 

1  **d 

■  All  Equity                    Weekending 
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EQUITY  FUND 


"Vanguard  500  Index  fund 
CATEGORIES 


Leaders 

Four-week  total  return       % 

Japan  5.4 

Diversified  Pacific/Asia  0.6 

Natural  Resources  -0.6 

Foreign  -0.7 

International  Hybrid  -0.7 

Leaders 

52-week  total  return      % 

75.2 
71.8 
63.2 
58.4 
45.0 


Pacific/Asia  ex-Japan 

Technology 

Japan 

Diversified  Pacific/Asia 

Communications 


Laggards 

Four-week  total  return       % 

Latin  America  -12.3 

Financial  -7.2 

Diversified  Emerging  Mkts.  -6.9 

Mid-cap  Growth  -5.7 

Pacific/Asia  ex-Japan  -5.6 

Laggards 

52-week  total  return  % 

-16.5 
-4.5 
-3.2 
-2.0 
-1.4 


Latin  America 
Europe 
Real  Estate 
Financial 
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■  INTEREST  RATES 

Week     Year 
KEY  RATES  Aug.  4    ago        ago 


MONEY  MARKET  FUNDS 
90-DAY  TREASURY  BILLS 


4.64%    4.61%    5.11% 
4.75       4.71       5.07 


BLOOMBERG  MUNI  YIELD  EQUI 

Taxable  equivalent  yields  on  AAA-rated,  t 

municipal  bonds,  assuming  a  31%  feder 

10-yr.  bond 


1-YEAR  TREASURY  BILLS  5.08  5.04  5.28 

10-YEAR  TREASURY  NOTES  5.93  5.81  5.44 

30-YEAR  TREASURY  BONDS  6.10  6.01  5.66 

30-YEAR  FIXED  MORTGAGE!  7.95  7.78  7.06 


GENERAL  OBLIGATIONS  4.78°    '    ■■ 

- fe« 

TAXABLE  EQUIVALENT  6.93 


INSURED  REVENUE  BONDS      4.92 


TAXABLE  EQUIVALENT1 

tBanxQuote,  Inc. 


7.13 


BW  PRODUCTION  INDEX 


150  - 


Change  from  last  week:  0.8% 


Change  from  last  year:  7.5% 


INDUSTRIAL  OUTPUT 

_  July  24=146. 2_ 
1992=100 


The  index  is  a  4-week 
—  moving  average  — 
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1999 


The  production  index  rose 
ended  July  24.  The  record-br 
wave  that  blanketed  the  col 
electricity  demand  to  rise 
record  energy  output  cau; 
averaged  index  to  jump  t 
147.9,  from  145.4.  After  s  % 
justment,  steel,  auto,  anc  \\j 
duction  increased.  Decline;  fc 
in  the  output  of  oil,  coal, 


nta 


til 


Information  on  each  of  the  index  components  is  at  www.businessweek.com.    rail-freistlt  traffic 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 
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THE  WEEK  AHEAD 


BEIGE  BOOK  Wednesday,  Aug.  11,  2  p.m. 
edt  ►The  Federal  Reserve  will  release  its 
report  on  regional  economic  activity  in  ad- 
vance of  its  policy  meeting  on  Aug.  24. 
Fed  watchers  will  be  interested  in  any 
anecdotal  evidence  that  labor  shortages 
are  pushing  up  pay  scales.  Rising  wages 
could  prompt  the  Fed  to  hike  interest 
rates  at  its  upcoming  meeting. 

RETAIL  SALES  Thursday,  Aug.  12,  8:30 
a.m.  tor^  Retail  sales  probably  edged  up 
just  0.3%  in  July,  says  the  median  fore- 
cast of  economists  surveyed  by  Standard 
&  Poor's  mms,  a  division  of  The  McGraw- 
Hill  Companies.  Excluding  vehicle  pur- 


chases, sales  likely  rose  0.4%.  In  June, 
total  retail  receipts  increased  only  0.1%, 
while  nonauto  sales  grew  0.4%. 

EXPORT-IMPORT  PRICES  Thursday,  Aug.  12, 
8:30  a.m.  edt>  Export  prices  were  proba- 
bly unchanged  in  July,  the  same  perfor- 
mance reported  for  June.  Rising  oil  prices, 
however,  likely  meant  that  import  prices 
increased  0.2%  in  July,  reversing  June's 
0.2%  drop. 

PRODUCER  PRICE  INDEX  Friday,  Aug.  13, 
8:30  a.m.  edt>- The  s&p  mms  median  fore- 
cast projects  that  producer  prices  of  fin- 
ished goods  rose  0.3%  in  July,  after  dip- 


ping 0.1%  in  June.  Excluding  foo 
energy  prices,  producer  prices  lik(  £ 
up  0.1%  in  July,  following  a  0.2#' 
June. 

BUSINESS  INVENTORIES  Friday,  Aui 
8:30  a.m.  edt  ►  Inventories  held 
ufacturers,  wholesalers,  and  retai,, 
ably  increased  0.2%  in  June,  on  if1  til 
0.3%  advance  in  May. 

II!  (I 


BusiilessVVeek/MM 


For  more  investment  data  and 
components  of  the  production  ii 
visit  www.businessweek.com 
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Week 

Online 
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BusinessWeek  presents 
frequent  live  conferences 
and  chats  on  America 
Online-your  opportunity 
to  ask  questions  about 
timely  topics. 

Tuesday 


<— 


Want  to  install  some 
software  stocks  in  your 
portfolio7  Brian  Goodstadt  of 
Standard  &  Poor's  can  name 
the  best  of  the  breed  in  this 
chat  co-hosted  byS&P 
Personal  Wealth.  Aug.  10 
4:30  p.m.  EDT 

Thursday 

Paul  Cherney,  market  analyst 
for  S&P's  MarketScope,  is 
adept  at  figuring  the  best 
price  levels  for  buying  or 
selling  stocks.  Get  his  help  in 
your  investment  decisions. 
Aug.  12 
9  p.m.  EDT 

Transcripts 

Our  library  contains  expert 
tips  from  all  over  the 
investment  world.  The  most 
recent  topics:  the  best  online 
brokers  and  financial  stocks. 

AOL  keyword:  BW  Talk 

Transcripts  of  all  conferences 
are  available  for  downloading 
from  the  BW  Online  area  on  AOL 
soon  after  each  event. 


For  a  free  trial  diskette 
including  50  free  hours  on 
AOL,  call  1-800-641-4848 
and  mention  Business  Week. 
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Editorials 


SAY  YES  TO  SERIOUS  GUN  CONTROL 


When  it  comes  to  gun  ownership  in  America,  personal 
liberty  has  long  been  defined  in  terms  equal  to  anar- 
chy— no  rules,  no  regulation,  no  nothing.  Extremists  on  the 
fringe  of  society  have  all  too  effectively  manipulated  symbols 
of  American  culture  to  propagate  a  myth  of  the  individual 
standing  alone  against  bandits,  "foreign"  enemies,  and  the 
government  itself.  A  culture  of  violence  has  replaced  com- 
mon sense,  and  the  moderate  voices  of  responsible  hunters 
and  sport  shooters  have  been  silenced.  Congress,  cowed  by 
the  lobbying  power  of  the  National  Rifle  Assn.,  cannot  even 
bring  itself  to  put  real  guns  under  the  same  consumer  safe- 
ty regulation  applied  to  toy  guns.  Something  must  be  done. 

It  appears  that  the  American  people  are  finally  about  to 
act.  Polls  show  that  an  overwhelming  majority  want  much 
tougher  restrictions  on  handguns.  In  the  wake  of  the  bloody 
shootings  by  an  unhinged  day  trader  in  Atlanta  and  by 
schoolchildren  in  Colorado  and  Arkansas,  most  Americans 
say  they  are  more  likely  to  vote  for  a  Presidential  candidate 
in  2000  favoring  stricter  gun  control. 

The  obvious  answer  is  to  limit  ownership  and  require 
registration  of  all  guns  and  licensing  of  all  gun  owners.  In 
Switzerland  and  Israel,  where  most  citizens  serve  in  the 
military  and  remain  in  the  reserves,  nearly  all  households 
have  weapons.  But  each  rifle  and  pistol  is  registered  with  the 
government,  and  each  user  undergoes  months  of  training.  In 
the  U.  S.,  licensing  is  already  a  way  of  life  for  hunters  who 
must  buy  permits  from  local  authorities  to  shoot  a  limited 
number  of  deer  and  ducks  each  season.  A  few  states  and 
localities  already  require  registration  of  guns.  Extending 
this  kind  of  local  regulation  throughout  the  nation  and  en- 
suring that  people  know  how  to  maintain  their  weapons  re- 


sponsibly is  the  best  way  to  cut  gun  violence.  De: 
Presidential  contender  Bill  Bradley  has  come  out  in 
full  registration.  He's  right. 

It  is  also  vital  to  crack  down  on  the  handful  of 
ers  who  time  and  again  provide  weapons  to  crimina 
tistics  from  the  Bureau  of  Alcohol.  Tobacco  &  Fi 
show  that  most  weapons  used  in  crimes  come  from  t 
group  of  dealers.  The  atf  should  shut  them  down, 
same  time,  buyers  at  gun  shows  and  flea  markets  si 
subjected  to  the  same  criminal  background  checks  i 
purchasing  directly  from  dealers.  The  ludicrous  loo 
the  1993  Brady  bill  that  allows  any  private  gun  own* 
his  weapon  to  anyone  anywhere  has  to  be  closed 

The  gun  industry  itself  is  beginning  to  split  ur 
political  pressure.  There  are  companies  in  the  So 
that  produce  cheap  "Saturday  night  specials"  and  p 
automatic  weapons  that  skirt  the  law.  These  "Ring 
companies  play  to  the  apocalyptic  fears  of  survival 
anarchists  who  want  to  get  "off  the  grid"  of  norma 
oppose  any  form  of  government.  Then  there  are  the 
tablished  Connecticut  Valley  companies  that  make  I 
pensive,  quality  handguns  and  hunting  rifles.  They ; 
customers  are  increasingly  open  to  the  kind  of  sen 
regulation  that  the  police  support  in  every  town  ai 
the  U.  S. 

Sometimes  the  obvious  must  be  stated.  There  is 
nal  reason  for  any  individual  to  own  assault  weapoi 
is  no  reason  most  people,  especially  those  with 
should  own  handguns.  There  is  no  reason  extremis 
determine  government  gun  policies  that  threaten  £. 
innocent  people.  It's  time  for  serious  gun  control. 


h 


SHORTSIGHTED  AROUT  SATELLITES 


When  charges  surfaced  last  year  that  satellite  makers 
Loral  Space  &  Communications  Ltd.  and  Hughes 
Electronics  Corp.  gave  China  critical  technology  that  could 
improve  the  reliability  of  its  missiles,  Congress  moved 
swiftly — and  did  the  wrong  thing.  It  blamed  the  trade-ori- 
ented Commerce  Dept.,  which  had  taken  over  authority  for 
satellite-export  licenses  in  1996  from  the  State  Dept.  In  a 
pique,  Congress  switched  it  back  to  State,  which,  in  classic 
cold  war  fashion,  treats  satellites  as  weapons,  not  telecom- 
munications devices.  Now,  State's  tighter  controls  are 
needlessly  hurting  satellite  exports.  For  no  good  reason. 

Two  of  the  three  launches  in  which  Loral  and  Hughes 
were  said  to  have  aided  China  were  actually  approved  by 
State  in  1991  and  191)2.  Commerce  wasn't  to  blame.  Senator 
Chuck  Hagel  (R-Neb.),  a  rising  star  in  GOP  foreign-policy  cir- 
cles, thinks  Congress  overreacted  and  should  reverse  itself. 

The  earlier  transfer  to  Commerce,  begun  under  the  Bush 


Administration,  made  sense.  When  satellites  we 
military  equipment,  they  belonged  on  State's  I 
List,  along  with  tanks  and  fighter  jets.  But  commei 
revenues  now  outpace  military  space  sales.  In 
commercial  birds  went  aloft,  vs.  63  government 
Commerce  is  better  suited  for  dealing  with  c 
satellite  sales.  Its  licensing  process  is  transpare 
atively  quick.  State's  procedures  have  no  deadlin 
quire  congressional  notification.  Lawmakers  can 
censes  without  giving  a  reason.  State's  rigoro 
system  makes  sense  for  weapons,  but  it's  driving  t 
Europe.  The  aerospace  industry  says  it  has  aires 
billion  in  sales  as  clients  steer  clear  of  State's  red  t 
ral  and  Hughes  illegally  or  inappropriately  tran 
agnostic  missile  technology  to  the  Chinese,  as  cha 
should  be  punished.  But  this  can  be  done  under  C 
jurisdiction.  Congress  made  a  mistake.  It  should 
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arrived.  The  LS.  The  new  Larger  Saturn. 


starting  a  brand-new  car  company. 


people  room.  And  more  cargo  room, 
'ejpowerful  V-6  engine  and  sport-tuned 
the  LS2.  As  well  as  available  leather 
ptional  eight-speaker  CD  audio  system, 
to  live  large.)  And,  naturally,  we've  also 
c^ge  and  dent-resistant  polymer  doors. 
?ter  all,  this  is  a  Saturn.  Every  inch  of 
it.  The  new  Saturn  L-Series.  For 
H^^^^^     whatever  your  next  big 
:i»*<^     thing  happens  to  be. 


A  Different  Kind  of  Company.  A  Different  Kind  of  Car.  '  tSi, 


Look  what  just 
It's  our  biggest  thing  since,  we] 
After  all,  here  you'll  find  more 
With  space  left  over  to  add  a  mo 
suspension — both  standard  on 
trimmed  seating  and  maybe  an  c 
(You  know,  in  case  you  really  like 
included  a  steel-reinforced  safet) 

A 


l  800  522  S000www.saturn.com.  Dl  999  Saturn  Corporation. 
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Introducing  the  next  big  thing  from  Saturn. 
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1UUU, ,,  Your  life  is  like  a  business.  It  makes  sense  that  you're  the  one  in  charge.  That's  why  we 

buy  and  sell  stocks.  Mutual  funds.  Even  government  bonds.  Either  online  or  over  the 

■     et  bur  coveted  research.  Get  instant  stock  quotes  and  portfolio  updates  with  the 
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BUSY:  But 

for  how 
long? 


WILD  BLUE  YONDER 

LABOR  MIGHT 
GROUND  BOEING 

IS   BOEING   HEADED   FOR   A 

crash  landing  in  its  labor 
talks?  For  months,  the  com- 
pany has  been  informally 
negotiating  with  the  Inter- 
national Association  of  Ma- 
chinists, whose  contract  cov- 
ering 48,000  employees 
expires  on  Sept.  1.  But  with 
formal  talks  set  to  open  on 
Aug.  16,  union  leaders  now 
warn   that   a   strike   seems 


ever  more  likely.  The  sticking 
point:  job  security.  Despite 
making  a  record  number  of 
planes  this  year.  Boeing  still 
plans  to  cut  20%  of  its  work- 
ers by  next  year,  fearing  an 
order  slump. 

The  iam  has 
suggested  Boe- 
ing could  guar- 
"  antee  a  set  num- 
ber of  jobs  or  extend  a 
three-month  moratorium  on 
subcontracting,  also  set  to 
end  Sept.  1. 

ceo  Philip  Condit  has 
been  willing  to  listen,  says 
the  union.  But  coo  Harry 
Stonecipher,  who  has  clashed 
with  Condit  and  the  iam  in 
the  past,  has  vetoed  every- 
thing. "We  think  Stonecipher 
is  going  to  be  the  deal- 
buster,"  says  IAM  chief  nego- 
tiator Richard  Schneider. 
Boeing  spokesman  Peter 
Conte  says  it  "remains  hope- 
ful we  can  make  an  agree- 
ment that  balances  every- 
one's interests."  The  time  to 
do  that,  however,  is  running 
out  quickly.   Aaron  Bernstein 


BANKRUPTCY  BLUES 

MORE  ANGST 
OVER  ZENITH 

ANYONE    REMEMBER    ZENITH 

Electronics?  The  last  U.S.- 
owned  TV  maker  has  had 
heavy  losses  for  13  of  the  past 
14  years.  South  Korea's  LG 
Electronics,  which  owns 
55%  of  Zenith,  wants  to 
file  for  a  packaged  bank- 
ruptcy on  Aug.  20.  That 
would  wipe  out  minority 
shareholders,  while 
giving  bondholders 
50?  on  the  dollar 
and  100%  ownership  to  LG. 

But  some  shareholders,  led 
by  the  California  Public  Em- 
ployees' Retirement  System, 
which  holds  1  million  shares, 
are  raising  a  stink.  Deter- 
mined not  to  lose  their  invest- 
ment, they  say  the  "new" 
Zenith,   an   R&D,   sales,   and 


marketing  company,  could  be 
worth  more  than  the  $309  mil- 
lion that  a  bank  says  it's 
worth.  They  want  the  bank- 
ruptcy court  to  sell  Zenith,  al- 
though LG  said  it  has  tried. 
The  company  says  15  other 
parties  were  given  a  chance 
to  acquire  Zenith.  None  was 
interested.  "It's  appropriate  to 
have  a  formal 
auction  to  see  if 
there's  more  value," 


says  Wilbur  Ross, 
a  managing  director  of  share- 
holder adviser  Rothschild. 

Zenith  says  that  when  it  is 
restructured,  it  will  make 
money— $500,000  on  sales  of 
$935  'million  in  2001.  Share- 
holders still  aren't  happy. 
Hey,  maybe  they  should  just 
offer  the  company  on  eBay 
instead.    Ricliard  A.  Melcher 


TALK  SHOW  UDay  trading  isn't  investing;  it's  at 
best  speculating?? 

— David  Shellenberger,  chairman  of  the  day-trading  proje 
group  of  the  North  American  Securities  Administrators  As 


l-WAY  PATROL 

MICROSOFT:  YOUR 
NEW  FINANCIAL  GURU? 

MICROSOFT  AND  DALBAR,  A 

Boston-based  investment-re- 
search firm,  are  going  to  link 
investors  with  financial  pros. 
In  mid-August,  they  plan  to 
unveil  a  revamped  Web  site, 
therightadvisor.com,  that's  a 
new  version  of  Microsoft's  old 
financial-advice 
site.  But  are  the 
advisers  any  good? 
You  might  want 
to  be  cautious. 
The  site  previous- 
ly used  advisers 
from  the  Nation- 
al Association  of  Per- 
sonal Financial  Advisors,  who 
are  subject  to  peer  review, 
work  only  on  a  fee-for-ser- 
vice  basis,  and  have  continu- 
ing-education  requirements. 


A  tiff  ensued  whel 
felt  it  was  being  si 
the  site  for  less  qua 
visers,  who  pay  to 
NAPFA  ended  up  wit] 
tiny  link  to  its  own 

Dalbar  is  recruitil 
advisers.  Requirema 
years'  experience  wi| 
curities  violations  ar 
nual  payment  of  up 
to  be  listed.  "It's  a  jc 
napfa   planner 
£g^   Chasnoff, 
fused  the 
bar 
has  si 
3,000  "(| 
thy"  ad\ 
are  "Dalba 
meaning  that 
mitted  a  list 
and  passed  a  test, 
says  that  napfa's  6C 
ers  are  too  few  for 
site's  needs.      Roy 


EX  LIBRIS 

THE  LAST  WORD 
IN  NEW  WORDS 

SURROUNDED  BY  "SLUGS" 
eager  to  take  over  your 
"work  plane"?  Losing  sleep 
over  the  next  "creepback"? 

Do  you  know  what  any  of 
this  means?  If  not,  take  a 
gander  at  the  new  Encarta 
World  English  Dictionary, 
just  out  in  hardcover — and 
cd-rom — by  Microsoft 
and  St.  Martin's  Press. 
The  companies  call  it 
the  first  completely 
new  dictionary  in  30 
years.  It's  replete  with 
thumbnail  pop-culture 
bios,  ranging  from 
singer  Mar- 


ges, 
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INDEXED 

Viv  and 
Ma  rvin 


vin  Gaye  to  punk  d 
Vivian  Westwood,  an 
workplace  slang.  Thel 
are  trendy  cyberlocuti] 
"Netizen"  and  "digizi 
E-mail    shorthand    s| 
tmot  ("trust  me  on  t 
Will    these    word 
staying  power?  A  spo 
at    rival    Merriam-V 
wouldn't  comment  on 
ta's  choices,  but  diploi 
ly    says    that    comp 
dictionary  involves  " 
ful      proct 
measuring 
longevity." 
ta    editor 
SoukhanoT 
cedes  thai 
will  be  fr 
revisions. 
Given 
maybe  her  wor 
(a  wheeled  de 
flexible    wor! 
will    be    safe 
slugs  (car  p 
and  her  offic 
creepbacks 
rehirings 
off  workei 
least  for  n 
Hardy 


AROUND  THE  GOLF  COURSE, 

THERE  ARE  VERY   FEW  THINGS  AS 

STYLISH   OR   DEPENDABLE  AS 

PHIL   MICKELSON. 

EXCEPT  MAYBE   HIS  TIMEPIECE. 


1  his  ma 


loi 

ipi 

i 


g.cal   short  game,   Phil   Mickelson  has  a   stunning   response  to  some  of  golf's  trickier 
enges.     Even  when   his   rend  is  over.    Mickelson   has   something  marvelous   up  his   sleeve 
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ROLEX 


the  nam*  and  location 


"Nciallv  Certified  Swiss  Chronometer 

ease  cal.  1-80O-36ROLEX    Rolex.  *.  Oyster  *rpetua.  and  DayDate  are  trademarks 


Up  Front 


SPORTS  BIZ 

L  A.'S 

HEAVENLY 

SUITES 

ALTHOUGH     THE     LOS 

Angeles  Dodgers 
are  cellar  dwellers 
now,  some  of  their 
well-heeled  fans 
will  live  high  come 
2000.  Next  year, 
37-year-old  Dodger 
Stadium,  the  last 
big-league  ballpark 
without  skyboxes, 
will  get  them.  And 
unlike  those  at  other  ball- 
parks, these  come  with  a  host 
of  unusual  extras. 

The  30  suites  cost  the  team 
about  $45  million.  Half  are 
taken,  at  prices  from  $185,000 
to  $390,000  for  a  full  year.  At 
Yankee  Stadium,  by  contrast, 
the  annual  tab  is  just 
$150,000.  A  Dodger  spokes- 
man says  the  team  didn't  feel 
it  could  afford  to  build  the 
suites  until  a  deep-pocketed 
new  owner,  Fox  Entertain- 


ment Group,  bought  the 
team  in  1998.  Prices  are 
high,  but  the  team  want- 
ed to  offer  entertain- 
ment, not  just  a  fancy 
seat. 

Rent  a  suite,  and 
you  can  lunch  with 


TOMMY  LASORDA:  Visiting  a  skybox 


manager  Davey  Johnson  or 
expect  Dodger  personalities 
such  as  Tommy  Lasorda  to 
drop  by.  The  team  will  fly 
you,  gratis,  to  spring  train- 
ing. If  the  Dodgers  get  into 
the  World  Series,  you  get 
free  tickets  for  away  games. 
And  players  will  coach  your 
kids  at  the  Stadium  and  take 
batting  practice  with  you.  As 
the  fans  used  to  cry  when 
the  Dodgers  were  in  Brook- 
lyn: Wait  till  next  year!       o 


PRODUCT  PEEK 

AN  SAT  FOR 
COMPUTER  GEEKS 

COLLEGE    STUDENTS   HUNGRY 

for  high-tech  jobs  will  get  a 
chance  to  measure  their  com- 
puter skills  when  they  return 
to  campus  this  fall.  In  Octo- 


WIRED?  Washington  &  Lee 

ber,  a  coalition  of  15  Virginia 
schools,  including  Washington 
&  Lee  and  Lynchburg  Col- 
lege, will  offer  students  na- 
tionwide an  early  shot  at 
Tek.Xam,  a  standardized  test 
to  measure  Web-site  building 
skills,  among  others. 


The  hope  is  that  Tek.Xam 
will  become  to  college  grads 
what  the  sat  is  to  high  school 
seniors,  says  Mark  Warner, 
the  founder  of  investment 
firm  Columbia  Capital  who 
persuaded  the  Virginia  Foun- 
dation of  Independent  Col- 
leges to  develop  the  test.  If 
the  test  catches  on,  it  could 
serve  to  connect  tech-savvy 
liberal  arts  majors  with  tech- 
related  businesses  and  ease 
the  chronic  shortage  of  info- 
tech  workers  in  the  U.  S. 

Some  300  students  have 
taken  the  six-hour  pilot  tests 
so  far.  Dozens  of  companies, 
including  at&t  and  eds  Com- 
munications have  endorsed 
the  project.  Right  now,  all 
that  high  scorers  earn  is  a 
certificate  and  bragging 
rights  for  their  resumes.  But 
one  company,  First  Virginia 
Banks,  has  relied  on  the  re- 
sults to  select  job  candidates. 
Now  for  the  real  test — to 
see  how  they  do  in  then- 
jobs.  Lorraine  Woellcrt 
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"TRith  fifteen  percent  of  the  money  < 

vie're  ready  to  project  a  "Winner.  I 


UNCOMMON  MARKET 

A  FENDER-BENDER 
FOR  THE  EURO 

IF   YOU   THINK    IT'S   HARD   TO 

figure  out  what  a  car  really 
costs  in  the  U.  S.,  take  a  look 
at  Europe.  The  euro  was 
supposed  to  equalize  pricing. 
But  not  all  countries  use  it, 
so  prices  vary  as  much  as 
30%  from  nation  to  nation  for 
the  same  model.  Prices  also 
vary  when  carmakers 
try  to  impose  higher 
prices  at  home 
than  abroad. 
The  result? 
Price  gaps 
are  widening, 
says  a  new  study  from  the 
European  Commission. 

For  example,  a  BMW  318i 
costs  £21,600  ($37,700)  in 
England,  30%  more  than  the 
euro-denominated  price,  con- 
verted to  pounds,  in  Holland. 


The  Dutch  use  the  e 
not  the  British — wh 
car  prices  are  parti; 
the    pound's    appre 
against  the  euro.  It's 
story  in  Sweden  and 
The   Volkswagen 
18,500  euros  in  Germ; 
25%  more  than  it 
Denmark,  as  vw  thin 
Germans  will  pay  a  p 
But  vw  has  pressuri 
ers  outside  German; 
sell  to  Germans.  That': 
and  trai 
shop 


ri 


keeps  rising.  The  cor 
are  resisting.  In  1998, 
fined  for  such  pract 
Italy.  The  EC  is  b 
similar  cases  against  G 
man  Opel  unit  and  E 
Chrysler.     William  E 


fell! 


THE  BIG  PICTURE 


HAPPY  BIRTHDAY!  YOU'RE  100! 


Assuming  a  slow  improvement 
in  life  expectancy  and  falling 
mortality  rates,  the  government 
believes  the  U.S.  will  have 
many  more  centenarians 
in  coming  years.     ~ 


PROJECTED  NUMBER 
OF  CENTENARIANS  IN 
THE  UNITED  STATES 

THOUSANDS        _ 

•90     00     10    '20    '30    '40 

PROJECTIONS  ARE  BASED  ON  A  JULY  1 

ESTIMATE  OF  THE  RESIDENT  POPULATIOt 

IN  TURN  IS  BASED  ON  THE  ENUMERATE 

CENSUS.  ASSUMES  MODERATE  FERTILI1 

EXPECTANCY.  AND  NET  MIGRATION  IE 


DATA  U.S.  CENSUS  BUREAU 


lotdein 
lyoui 


FOOTNOTES  Manufacturing  ceos  who  worry  about  falling  product  prices:  70%;  vs.  all  CEOs  who  worry  about  the  issu 
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Little  League  Baseball  and  CNA 
help  kids  live  out  their  dreams. 

When  it  comes  to  insurance,  CNA  is  a  first-round  choice  with  the  bench  strength  of  $62  billion  in  assets  and 
over  100  years  of  experience.  For  Little  League  Baseball,  the  expertise  of  CNA  Risk  Management  helps  keep 
the  game  safe,  while  CNA  Group  Benefits  covers  the  players,  coaches  and  volunteers  should  they  be  added 
to  the  injured  list.  You'll  find  we  understand  all  kinds  of  dreams  and  offer  all  kinds  of  ways  to  protect  them. 
For  your  business  -  and  your  life,  visit  us  at  www.cna.com 


- 


For  All  the  Commitments  You  Make 


t 


CNA  is  a  registered  service  mark  and  trade  name  ol  CNA  Financial  Corporation 
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It's  our  instinct  to  demand  more.  It's  also  . 

A  full  and  healthyjife  are  two  of  the  most  basic  cor.o- 
The  ancient  Roman  saying  A  healthy  mind  in  a  healthy  body  is 
shiba  is  well  aware  of  this  basic  human  desire  for  good  health. 

las  an  ongoing  commitment  to  health  care.  Our  innovations  are 

3n  by  our  continuous  quest  for  perfection.  A  good  example  is  our  CT  scanner. 

It  not  only  enables  precise,  non-invasive  examination  of  deep  body  tissues 

it's  also  designed  to  do  it  as  quickly  and  as  comfortably  as  possible. 

And  this  is  just  one  of  the  many  ways  we  are  working  1~~ 
to  support  the  common  human  desire  for  good  health. 
Toshiba  -  answering  your  need  for  well-being. 

Demand  More 


•MVlCafrSl 


Iways  shared. 


lay  as  ever. 


• 


In  Touch  with  Tomorrow 

TOSHIBA 
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Editor's  Memo 


We  began  work  on  "21  Ideas 
for  the  21st  Century"  by 
asking  a  dozen  or  so 
business  week  writers  and  editors 
to  think  of  ways  we  might  try  to 
catch  the  spirit  of  the  new  millenni- 
um without  making  a  lot  of  dubious 
predictions.  Trying  to  predict  the  fu 
ture  has  always  been  a  risky  busi- 
ness, and  it's  even  tougher  in  the 
hyperspeed  Age  of  the  Internet. 

We  decided  a  more  productive  ap- 
proach might  be  to  pre 
sent  some  of  today's 
most  far-reaching 
ideas — along  with  the 
people  behind  them. 
We'll  wager  that  some 
of  these  ideas  and 
thinkers  will  have  a 
powerful  impact  on 
whatever  trends  do 
emerge  in  coming 
decades. 

Included  here  are 
such  thinkers  as  Leon 
Botstein,  the  president  of  Bard  Col- 
lege, who  advocates  doing  away  with 
high  school.  (You  might  want  to  think 
twice  before  sharing  that  idea  with 
teenagers  in  your  family.)  You  will 
also  meet  James  C.  Ellenbogen  of 
Mitre  Corp.  He  is  a  leading  practi- 
tioner of  the  craft  of  nanotechnology, 
the  fabrication  of  structures  far 
smaller  than  the  individual  magnetic 
grains  on  your  computer's  hard  drive. 
Some  envision  a  "nanobox"  that  could 
assemble  individual  atoms  into  an  up- 
graded cell  phone  or  any  other  gad- 
get you  might  need. 

We  also  spent  a  day  with  John 
Gruetzner,  a  38-year-old  executive 
living  a  nomadic  existence  that  could 
become  far  more  common  in  the  next 
century.  A  photo  essay  gives  you  a 
taste  of  Gruetzner's  ragged,  rugged 
life  on  the  road. 


We  look  at  the  globalization,  (j| 
pression,  and  fragmentation  of 
itself.  It  was  only  in  this  cent 
the  current  time  zones  gained  c 
cy,  giving  some  order  to  time  in 
slowly  slirinking  world.  In  the  n 
century,  those  time  zones  will  in 
ingly  become  a  quaint  reminder 
what  it  was  like  before  many  of 
began  k'ving  our  lives  in  many  ti 
zones  at  once.  And  we  explore  t 
amazing  persistence  of  religion, 
which  some  forms 
worship  have  rema 
largely  unchanged 
mOlenniums. 

For  an  added  fil 
we  asked  science-f 
I  authority  Eric  RabjlUE 
of  the  University  i 
Michigan,  to  comb 
sic  works  of  scienc 
tion  to  uncover  im; 
tive  predictions  th; 
just  might  come  tr 
These  are  just  a 
of  the  ideas  and  people  inside  ti 
sue.  We  hope  you  will  find  them 
provocative,  inspiring,  and,  just 
important,  a  pleasure  to  read. 

My  thanks  to  the  team  of  thii 
who  led  this  project:  Chief  Econ 
mist  William  Wolman,  Senior  E 


Paul  Raebum,  Associate  Econon 
Editor  Peter  Coy,  and  Senior  W 
Neil  Gross.  The  package  was  de 
signed  by  Senior  Art  Director 
Francesca  Messina  and  freelance 
Mimi  Park,  working  with  Photo 
tor  Kathleen  Moore.  Many  other 
writers  and  reporters  brought  tl       <i 
ideas,  wisdom,  and  visual  grace 
this  stimulating  issue. 


JfyU/g  J^ 


Editor-in 


Business  Week 

A  Division  of  The  McGraw-Hill  Companies 


AUGUST  30,  1999  (ISSN  0007-7135)***         3644 
I*ublishtHl  weekly ,  except  faronl  week  In  January  and  one  in  Au^ist.  by  The 
McCi-.m  Hill  Companies,  Inc.  Pounder:  James  H.  McGraw  (18604948)- 
Executive,  Editorial,  <  Srculation,  and  Advertising  Offices:  The  McGraw-Hill 

i  'uiii|uiih  •  r.uiMiiiLr,  l~l  Avenue  of  the  Americas,  New  York,  N.Y.  U1r2i),  Tek>- 
phone:  212-:.1l'3nni  Telex  Domestic  127089;  Intl.  2360127039  is  aihscrip 

t*mnite$r>l.!k'l|«>i  yt-:Li:li\r;LiN,^J.:^;:i  ye:  Liv.fiN.H").  Sitiiri*'.-.  .]%'>,>.:.>  i  ii  u  I, 

issues,  $6.  Write  ferrates  in  other  countries.  Subscriber  Services  l-BOO-686-1200, 

TDD;  L-BQO-664  1679 

hwtmiwirr  Send  address  changes  toBI  rSINESS  WEEK,  PJ  >.  Box  430,Hights- 

town,  NJ.  08520.  Periodicals  postage  paid  al  New  York,  N  A  ,sndal  additional 

mailing  offices.  Postage  paid  :it  Montreal,  P.Q.  Canada  Post 

International  Publications  Mail  Product  Sales  Agreement  No.  246484 


Registered  for  t  INT  as  The  McGraw  -Hill  Companies.  Ine.  GST  J 
Copyright  KWhvTheMci.niw-HilH  omiKuiies,  hie.  Allrightsr 
registered  in  UJS.  Patent  Office.  European  Circulation  Center, 

House.  Maidenhead,  Berks.  England  Telephone:  Dlft^SWUT 

-— "Offiit'iv  of  Hie  McGraw-Hill  Companies,  Ine.:  Joseph  L.  Dions 
Harold  W,  McGraw  111.  lYesident  and  Chief  Executive  Officer 
Vittor,  Executive  Vice  Presidenl  and  General  Counsel;  Robe 
Executive  Vice  Presidenl  and  Chief  Financial  Officer;  Frank 
Senior  Vice  President.  Treasury  Operations;  Vasant  Prabhi 

lnfoi-matinn  and  Media  Services. 


He  Li 
you,' 

ihestu 
il 


J  ISffl 

taxes 
any  dt 

ft 

Ian,  1, 
miea 


Attl 
d  the  ci 

was 
Itold, 

ftductii 


"year, 
there 


Mi 

k  we 


L.  BLI 


PHOTOCOPY  PERMISSION;  Where  necessary,  pern 

tin'  copyright  owner  tor  tin  **•  registered  with  the  Copyright  ("lea 

(CCC),  222  Rosewood  Drive,  Dam>ers,  MA  019BS,  to  photocopj 

iH-ivin  I'm  -Hi,  till  In  uf.SI.SI[iercop\  of  o:ich  article.  Send  pay 

I  opying  tor  other  than  personal  orintemal  reference  use  without 
mission  ofThe  i\M  hn  Hill  ( lompanies,  Inc.  is  prohibited  Aildrcs 
customized  bulk  reprints  to  Business  Week  Reprints,  1221  A 
Americas,  New  York.  XV  I008uorcau212-612-314&  ISSN  0001a 

PRINT!  Dffl 


I  -..  ' 


s  becau 


12  BUSINESS  WEEK  /  AUGUST  30.  1999 


aders  Report 


EO  PUT  BUSINESS 
F  E  POLITICS 


'lie  saga  of  Lloyd  Ward,"  (Cover 
iag.  10,  you  ran  afoul  of  one  mis- 
ion.  The  rise  of  Fannie  Mao's 
anklin  I).  Raines  to  become  the 
's  lir-t  African- American  CEO 
tee  largely  in  the  world  of  busi- 
>t  politics. 

k  Raines  has  si>ent  18  of  the  last 
-  in  business  at  Lazard  Freres  & 
I  at  Fannie  Mae.  His  tenure  at 
Ice  of  Management  &  Budget, 
otable  for  his  having  balanced 
•nil  budget,  constituted  only  two 
f  the  past  two  decades. 

David  Jeffers 
President  for  corporate  relations 
Fannie  Mae 
Washington 


AW.  THE  CITY  OF 
ERLY  TAX  RELIEF 


lerly  Love  continues  to  cost  less 
l  ("The  List:  Brotherly  love,  but 
cost  you,"  Up  Front,  July  19). 
jh  the  study  cited  rightly  takes 
Philadelphia's  historic  tax  struc- 
•  business,  it  failed  to  note  how 
tory  is  changing — Philadelphia's 
;s  taxes  dropped  more  than 
■f  any  city  in  the  survey  from 
I  1998. 

J  Jan.  1,  1996,  Philadelphia's 
s  privilege  tax  has  been  reduced 
tal  of  10%,  and' the  city's  wage 
7%.  At  the  same  time,  we  have 
ted  the  city's  personal  property 
hich  was  not  included  in  the 

All  told,  the  first  five  years  of 
(•reduction  program  will  have 

cumulative  savings  of  nearly 
lillion  for  our  taxpaying  busi- 
an.l  citizens,  and  our  new  five- 
an  includes  further  tax  reduc- 
ich  year. 

e  there  is  no  question  that 
Iphia  can  do  more  to  reduce  tax- 
hose  who  bring  business  to  our 
lily,  we  have  made  remarkable 
S. 

Edward  G.  Rendell 

Mayor 

Philadelphia 

JAL.  BLAME  FALLS 
:  BUTLER 


\A 


s   sorry   to   read   that   your  re- 

recently  had  a  less  than  enlight 
Kperience  with  our  butler  Jeeves 
mtler  didn't  do  it,"  Technology  & 

Bg,   2),    It    was   especially   disap 
H    because    Je6V68    Offers    such 
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great   service   to   millions  of  Internet 
lUen  every  month. 

At  Ask  Jeeves,  our  mission  is  to 
make  the  Internet  a  more  usable  and 
human-friendly  place  by  letting  people 
interact  on  the  Web  the  same  way  they 
interact  in  the  real  world — through 
questions  and  answer's.  What's  unique  is 
that  our  question-answering  service  has 
been  cleverly  engineered  to  leam  from 


experience.  Jeeves  [  irter  by  the 

day  with  every  new  question  asked,  and 

with  users  asking  Jeeves  more  than  1  :i 
million  questions  daily,  Jeeves'  LQ.  is 
getting  higher  by  the  minute.  When  in- 
formation isn't  available  through  our 
service,  our  editors  are  signaled  to  add 
the  answer,  allowing  Jeeves  to  surface  it 
when  the  question  is  asked  again. 
However,  what  runs  most  contrary 


"Mergers  can  produce  results  that  provide  absolutely  no  benefit  to 
customers,  Edna.  That's  one  more  reason  our  provider  is  Williams" 


A  bird  in  the  hand,  is  worth  two  mashed  together.  So  try  a  stable, 
reliable  environment  like  Williams.  We  offer  an  old-fashioned  work 
ethic,  plus  up-to-the-second  technology  in  both  communications 
and  energy.  Don't  take  chances  with  ill-conceived  unions,  call  Williams. 
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to  your  reporter's  viewpoint  is  that  for 
the  third  quarter  in  a  row,  Ask  Jeeves 
has  been  rated  No.  1  in  user  satis- 
faction when  compared  with  other 
search  and  navigation  sites,  including 
Alta  Vista,  Excite,  GoTo,  HotBot,  and 
Yahoo!.  This  is  according  to  an  in- 
dependent survey  conducted  quarterly 
by  the  npd  Group  among  approximate- 
ly 30,000  Internet  users.  And  Ask 
Jeeves  users  have  grown  from  several 
hundred  thousand  a  month  to  over  3.1 
million  in  June,  according  to  Media 
Metrix. 

Rob  Wrubel 

President  &  CEO 

Ask  Jeeves 

Emeryville,  Calif. 

CALIFORNIA  TRIAL  LAWYERS  ARE 
ON  THE  WARPATH 


Regarding  "Suddenly,  trial  lawyers 
are  on  the  defensive"  (Washington  Out- 
look, July  19):  In  California,  trial 
lawyers  would  be  much  better  charac- 
terized as  on  the  offensive.  While  the 
Association  of  Trial  Lawyers  of  America 
contributed  $2.4  million  to  federal  races 
in  the  1997-1998  election  cycle,  during 
the  same  period  the  California  trial 
lawyers  spent  more  than  $10  million  on 
statewide  and  legislative  races-many  of 
them  successful. 

It  is  no  coincidence  that  the  personal- 
injury  lawyers  are  now  pushing  their 
most  aggressive  legislative  agenda  in 
California  in  16  years-most  of  which  is 
designed  to  increase  self-serving  fee- 
based  lawsuits  against  large  and  small 
businesses  in  the  state. 

John  H.  Sullivan 
President 

Civil  Justice  Association  of  California 

Sacramento 

WE  HAVE  ENTREPRENEURS  TO 
THANK  FOR  THE  NEW  ECONOMY 


"The  New  Economy  finally  gets 
some  respect"  (Editorials,  July  26)  gets 
it  half  right,  business  week  falls  into 
the  trap  of  attributing  the  wonders  of 
the  New  Economy  solely  to  information 
technology  and  the  Internet.  While 
technology  has  certainly  played  a  role, 
your  editorial  neglects  the  critical  effect 
of  the  new  wave  of  entrepreneurs  who 
have  transformed  the  way  we  work 
and  live. 

While  most  Americans  consider  Bill 
Gates  to  be  the  quintessential  entre- 
preneur, the  reality  is  just  as  much 
Main  Street  as  Silicon  Valley  (or  Red- 
mond, Wash.).  Industries  as  diverse  as 
energy,  clothing,  and  coffee  shops  have 


CORRECTIONS  &  CLARIFICATIONS 

"Women  shun  the  dismal  science"  (Eco- 
nomic Trends,  Aug.  2)  incorrectly  stated 
that  the  percentage  ot  economics  PhDs 
earned  by  women  declined  .sharply  from 
1993  to  1997.  In  fact,  what  fell  was  the 
proportion  of  jobs  in  PhD-granting  eco- 
nomics departments  going  to  newly  grad- 
uated female  PhDs. 


all  been  transformed  by  the  emergence 
of  new  innovators — for  example,  En- 
ron, Gap,  and  Starbucks.  In  fact,  more 
than  16  million  Americans — roughly  9% 
of  the  adult  population — are  now  trying 
to  start  their  own  business. 

The  New  Economy  is  actually  the 
entrepreneurial  economy.  As  the  pace 
of  change  in  global  markets  and  tech- 
nology has  accelerated,  entrepreneurs 
have  seized  the  opportunities  created 
by  that  change.  Without  them  and  the 
companies  they  have  created,  the  great 
wealth  potential  of  new  opportunities 
would  have  been  unrealized  entirely, 
or  seized  by  other  nations. 

Douglas  Mellinger 

Chairman 

National  Commission 

on  Entrepreneurship 

Washington 

WHY  THIS  DISABILITIES  LAW 
SHOULD  NOT  BE  REPEALED 

"Are  we  hurting  or  helping  the  dis- 
abled?" (Economic  Viewpoint,  Aug.  2) 
illustrates  the  widespread  ignorance 
that  surrounds  the  Americans  with  Dis- 
abilities Act.  The  best  remedy  for 
disability  discrimination  is  not  to  re- 
peal the  ADA,  but  to  provide  accurate 
information. 

Contrary  to  Gary  S.  Becker's  impli- 
cation, having  a  disability  does  not 
translate  to  a  lack  of  productivity. 
Those  of  us  with  disabilities  tend  to 
be  among  America's  most  motivated 
and  accomplished  workers,  so  grateful 
are  we  for  the  opportunity  to  prove 
ourselves.  As  natural  problem-solvers, 
we  often  approach  routine  tasks  in  cre- 
ative ways.  Job  accommodations,  when 
necessary,  enable  us  to  perform  on  a 
par  with  nondisabled  co-workers. 

Becker  asserts  that  the  ADA  has 
"widened  the  concept  of  disability  to 
absurd  extremes."  In  fact,  the  oppo- 
site may  be  true.  The  Supreme  Court's 
recent  rulings  in  a  trio  of  employment 
cases  narrowed  the  definition  of  dis- 
ability, which  now  appears  to  exclude 
millions  of  individuals  that  Congress 


clearly  intended  to  cover — mw 
eluded,  as  a  person  with  epileiy. 
though  I  take  daily  medication*) 
trol  seizures,  the  Court's  analys  ir 
permit  employers  to  deny  m^-a 
solely  prejudicial  basis — jobs  f< 
I  am  fully  qualified. 

The  vast  majority  of  the 
lawsuits  to  which  Becker  err 
refers  as  "the  principal  disabili 
gated  under  the  ada"  are  quii 
missed  by  judges  around  the 
Furthermore,  the  American  B; 
reports  that  employers  prevail  i| 
94%  of  final  court  decisions 

Finally,  Becker  cites  a  1998 
chusetts  Institute  of  Technolog 
that  indicated  a  drop  in  the 
ment  of  people  with  disability 
the  Americans  with  Disabilties 
enacted.  This  study  compared  d 
Census  survey  questions  from  o 
to  the  next,  producing  highly  q 
able  results. 

Tony 
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CFOVision~ 


V. 
Pi 
iVl 


Your  finance  team  plays  a  pivotal  role  in  helping  your 
company  reach  its  goals... a  role  that  goes  far  beyond 
scorekeeping.  And— as  CFO— you  need  timely  and 
accurate  information  to  ensure  that  your  team— and  your 
enterprise— gain  true  competitive  advantage. 

CFO  Vision "  from  SAS  Institute  brings  you  the  software, 
the  support,  and  the  strategy  you  need  to: 

React  quickly  to  changing  business  drivers:  acquisitions, 
mergers,  and  organizational  realignments 

Visualize  your  business  from  every  angle— by  customer, 
product  line,  market  sector,  geographic  boundary,  and 
more— in  any  currency  including  the  euro 

Turn  dispersed  financial  and  non-financial  data  into 
business  information  that's  accessible  to  every  corner 
of  your  enterprise 


Put  your  finance  team  at  the 
center  of  enterprise  decision 
making  with  our  integrated 
financial  management  solution. 

Learn  more  with  our  free  guide 
and  video,  available  by  visiting 
www.sas.com/cfogoal  or  giving 
us  a  call  at  919.677.8200. 


?  Business  of  Better  Decision  Making 


www.sas.com/cfogoal      E-mail:  bw@sas.com      919.677.8200 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

UNTANGLE  THESE 
WEB  SITES,  PLEASE 


Tasks  like  booking 
travel  or  getting  info 
are  still  much  harder 
than  they  have  to  be 

I  spend  a  good  part  of 
every  day  perusing  cor- 
porate Web  sites,  and  I 
am  constantly  struck  by  how 
bad  many  of  them  are  at 
their  mission  of  communicat- 
ing with  customers  or  selling 
products.  More  than  anything 
else,  I  think  this  is  a  re- 
minder that  for  all  the  buzz 
and  excitement,  the  Web  re- 
mains a  painfully  immature 
medium  that  people  are  only 
beginning  to  understand. 

Consider  airlines  on  the 
Web.  The  carriers  would  love 
to  increase  the  minuscule 
share  of  tickets — less  than 
5%  of  the  total — now  sold  on- 
line. I  should  be  the  perfect 
customer,  since  I  like  to  pick 
flights  from  a  list  on  the 
screen  in  front  of  me  rather 
than  from  information  given 
by  an  agent  over  the  phone. 
The  Web  sites  are  frus- 
trating, though.  Granted,  the 
complexity  of  flight  sched- 
ules and  fares  is  a  problem 
for  all  online  ticketing.  But 
in  a  common  mistake  of  cor- 
porate Web  sites,  some  air- 
lines make  the  problem 
worse  by  forcing  me  to  drill 
down  through  pages  and 
pages  before  I  can  do  any- 
thing useful.  For  example, 
before  you  can  request  any 
information  on  schedules 
from  United  Airlines 
(www.ual.com),  you  have  to 
go  through  four  slow-loading 
and  very  uninformative 
pages.  (That's  assuming 
you're  already  a  registered 
user.  If  not,  it's  worse.)  At 
least   online   travel   agents 


Expedia  (expedia.msn.com) 
and  Travelocity  (www.trave- 
locity.com)  let  you  start 
choosing  flights  on  their 
home  pages. 

Hertz  is  another  company 
that  makes  online  transac- 
tions a  lot  harder  than  they 
have  to  be.  I  rent  a  lot  of 
cars  and  almost  always  use 
Hertz  No.  1  Club  Gold  for  its 
convenience.  Reserving  a  car 


which  customer  names  and 
car  location  numbers  appear 
at  No.  1  Club  airport  facili- 
ties. Unfortunately,  each  let- 
ter in  the  display  is  a  graph- 
ic, and  the  whole  thing  takes 
what  seems  like  forever  to 
load.  Pleasant  as  it  is  to  see 
my  name  up  in  lights  on  the 
Web  page,  I  would  rather  get 
through  the  reservation 
process  faster. 

DRILLING  DOWN.  Things 
aren't  helped  by  a  complex 
form  that  I  rarely  succeed  in 
filling  out  correctly  on  the 
first  try.  It  requests  redun- 
dant information — for  exam- 
ple, both  a  flight  number  and 
an  expected  time  of  arrival. 
And  it  fails  to  use  informa- 
tion that's  already  in  my 
saved  profile  as  a  default  for 


RULES  FOR  BUSINESS  WEB  SITES 


do  spend  time  on  your  own 
site — at  the  same  access 
speed  your  customers  use. 
do  provide  search  tools  that 
are  first-rate. 

over  the  phone  typically 
takes  just  a  few  minutes. 
The  Web  version  (www. 
hertz.com)  takes  much  longer, 
mostly  because  of  some  poor 
design  choices.  Someone  at 
Hertz  had  the  cute  idea  to 
adorn  the  reservation  pages 
with  a  banner  that  mimics 
the    lighted    signboards   on 


dont  make  visitors  burrow 
through  multiple  pages  to 
find  what  they  came  for. 
dont  frustrate  visitors  with 
slow-to-load  graphics. 

preferences  such  as  car  type. 
The  result  is  that  it  is  gener- 
ally quicker  and  easier  to  re- 
serve by  phone.  I'm  sure  it's 
more  expensive  for  Hertz  to 
have  reservation  agents  take 
the  calls. 

Microsoft's  main  Web  site 
(www.microsoft.com)  illus- 
trates some  other  basic  diffi- 
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culties  that  plague  t 
medium.   For  one 
don't  think  any  comf 
a  vast  and  sprawl 
presence,    such    as 
Hewlett-Packard,  h 
a  way  to  make  navig; 
site  or  finding  mate 
pie.    Nor  have   the 
their  sites,  which  o: 
as  the  result  of  ind< 
efforts  by  separate 
units,  the  feel  of  an 
ed  whole. 

That  said,  micro 
has  some  problem 
own.  Microsoft's  site 
Web  gurus  call  vert: 
usually  have  to  drij 
through    several    la 
pages  to  find  what 
looking  for.  To  make 
worse,  Microsoft  pa; 
to  load  slowly,  even 
connection.  The  resul 
a  frustrating  experie: 

Huge  sites  requi 
search  tools,  and  h 
Microsoft  falls  short 
results  often  make  it 
find  product  informa 
impossible  to  locate 
downloading.  The  pre 
worst  in  the  online      $Lk 
area,  which  is  the  oi    ' 
most  consumers  can  j 
Microsoft  technical  he 
screens  down  from  th 
page,  I  finally  was 
enter  a  question  ab 
latest  Windows  crash 
is   fatal   exception 
asked.    The    answer 
query    results    cam 
displayed." 

I  picked  these  pa 
sites  not  because  th 
the  worst,  but  bee 
know  their  shortcom 
well.  The  lessons  for 
nies  of  any  size  are 
and  obvious,  though 
ways  easy  to  implen  << 
you  want  to  steer  cus  pel  at  i 
to  your  Web  site,  mak< 
buying  at  least  as  easj 
alternatives.  And  if  yo 
to  delight  customer  i 
yourself  in  their  shoes 
a  lot  of  time  looking 
formation  on  your  sil 
make  sure  the  online  ) 
ence  is  delightful — or  i  [ 
helpful. 
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QUESTIONS?  COMMENTS?  E-mail  tech&you@businessweek.com  or  fax  (202)  383-2125 
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IRRUPTION  OF  AMERICAN  POLITICS 
ent  Wrong  and  Why 
ibeth  Drew 

•  278pp»  $21.95 


HY  WASHINGTON  WONT 

!,EAN  UP  ITS  ACT 


n 

i, 


a  cliche  that  Washington  has  be- 
a  corrosive,  mean-spirited 
cc  in  the  25  years  since  Water- 
political  discourse  has  degraded 
jtty  name-calling.  The  quality  of 
Wted  officials  has  declined.  Politi- 
lies  consider  success  at  the  polls 
important  than  solving  national 
ms. 

desire  to  put  meat  on  the  bones 
t  e  hackneyed  ideas  is  what  drove 
th  Drew  to  write  her  latest  book, 
Corruption  of  American  Politics. 
most  Americans  are  perfectly 
to  accept  her  thesis,  they  proba- 
l't  know  why  they  believe  it.  She 
hem  reasons. 

brew,  the  former  longtime  Wash- 
correspondent   for    The   New 
',  the  fundamental  problem  is  the 
of  campaign  finance.  That's  not  a 
nsight.  But  only  a  handful  of  peo- 
the  U.  S.  really  understand  how 
item  works.  Drew  is  one  of  them. 
Itlines  how  the  money  is  raised 
el  ii  borders  on  extortion),  why 
Ls  continue  to  give  (they're  afraid 
ig  access  when  they  need  it),  and 
)f  the  newfangled  methods  law- 
;  use  to  raise  bundles  of  cash. 
•n  Illinois  Republican  J.  Dennis 
,t  became  House  Speaker  in  Jan- 
tt"  example,  he  offered  lobbyists  a 
for  an  audience  with  him — in  ex- 
for  a  contribution  to  his  Lead- 
Political  Art  inn  Committee.  Now, 
llgthens  his  hold  over  House  Ki- 
ns by  doling  out  the  PAC  money 
led  to  get  reelected, 
ther  example  involves  the  way 
ibbying    firms    have   morphed. 
IXcel  at  winning  over  grassroots 
t  fur  an   issue,  while  others  are 
t  stimulating  the  "grass  tops," 
opinion  makers  who  are  some 
laid  to  support  causes.  Hut  some 
its  contract   to  do  nothing  hut 
the  money  tree.  They  advise 


•  ■ 
v 
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politicians  on  how  to  concoct  a  contro- 
versial issue,  then  help  them  cash  in 
when  interest  groups  reflexively  re- 
spond by  making  donations  to  open 
doors  on  Capitol  Hill.  Cynical  lobbyists 
call  this  approach  "Astroturf." 

Drew  doesn't  hide  her  disdain  for  one 
of  the  most  powerful  lobbying  groups, 
the  National  Association  of  Broadcast- 
ers, whose  members  have  the  power  to 
stimulate  grassroots  activity  through 
their  programming.  Because  of  that,  and 
lawmakers'  need  for  coverage  and  en- 
dorsements from  local  TV 
stations,  incumbents  are 
loath  to  cross  the  trade 
group.  That's  one  big  rea- 
son why  campaign  finance 
reform  goes  nowhere,  says 
Drew.  The  industry  oppos- 
es free  airtime  for  cam- 
paign ads:  Pols  spent  $532 
million  on  TV  ads  in  the  '98 
midterm  elections,  shatter- 
ing the  record  of  $356  mil- 
lion set  in  the  '96  Presi- 
dential contest. 

Drew  laments  that  even  when  the 
campaign  finance  system's  serious  flaws 
are  exposed,  little  is  done.  This  was  es- 
pecially so  after  the  '96  race,  when  Clin- 
ton denigrated  his  office  by  selling  one 
of  the  country's  most  sought-after  as- 
sets— the  President's  time.  Here  Drew 
excels,  explaining  in  detail  how  the  Clin- 
tondtee  escaped  serious  investigation  and 
how  their  backers  avoided  criminal 
charges. 

One  way  Clinton  did  this  was  by  lam- 
pooning congressional  inquiries  as  "par- 
tisan witch-hunts."  Drew  quotes  former 
White  House  aide  Don  Goldberg  on  the 
"Damage  Control  101"  strategy:  "If  you 
don't  have  much  to  go  on,  you  decry 
the  partisanship. . . . [News]  stories  will 
begin,  'In  a  hearing  mired  in  partisan- 
ship,'-ami  then  they  get  to  the  subject 
of  the  healing,  and  you've  won." 


THE  CORRUPTION  OF 


AMERICAN  POLITICS 


What  Went  Wrong  and  Why 


The  White  House  and  it-  spin  doctoTi 
tested  this  strategy  in  \'.)'.>~>  to  fend  off 
criticism  of  tin-  Waco  siege  thai  ended 
in  the  death  of  86  Branch  Davidian  cull 
members.  They  employed  it  in  the  Bum- 
mer of  '97  to  blunt  the  election  scandal 
hearings  chaired  by  Senator  Fred 
Thompson  (R-Tenn.).  And  they  pert' 
ed  it  during  Clinton's  '98  impeachment 
hearings  and  trial. 

Fixing  the  corrupt  campaign  finance 
system  won't  be  easy,  and  Drew  demon- 
strates why.  For  example,  Democrats 
aren't  as  pro-reform  as  they  sound,  Clin- 
ton especially.  She  unveils  the  hypocrisy 
behind  Clinton's  repeated  calls  for  re- 
form that  followed  his  breaking  every 
rule  in  the  book  to  win  in  1996.  And 
many  Republicans  aren't  as  anti-reform 
as  you'd  think.  A  majority  of  both  hous- 
es, in  fact,  favors  abolishing  soft  money, 
the  unregulated  donations  from  corpo- 
rate heads,  wealthy  individuals,  and  la- 
bor unions  that  are  supposed  to  go  to 
political  parties  but  inevitably  end  up 
supporting  candidates.  But 
because  of  the  60-vote  fili- 
buster rule  in  the  Senate,  a 
minority  can  always  block 
campaign-finance  reform. 

Drew  isn't  a  great 
writer,  but  she  is  a  good 
documentarian,  especially 
of  the  floor  battles  over  re- 
form in  the  last  Congress. 
Possibly  the  book's  greatest 
accomplishment  is  her  rev- 
elation of  how  House  Ma- 
jority Leader  Tom  DeLay 
(R-Tex.)  and  Senator  Mitch  McConnell 
(R-Ky),  head  of  the  National  Republican 
Senatorial  Committee,  connived  and  ca- 
joled to  keep  campaign  finance  mea- 
sures bottled  up.  They'll  be  at  it  again 
in  September,  when  reform  measures 
are  due  to  come  up — again. 

The  history  of  great  reforms — 
women's  suffrage,  civil  rights,  minimum 
wage — is  that  they  take  a  long  time 
and  aren't  for  the  weak-hearted.  So 
Drew  remains  optimistic.  What  can  or- 
dinary |)eople  do?  The  solution,  she  says, 
lies  in  voter  revulsion.  But  when  vol 
dismiss  Washington  as  irrelevant  and 
refuse  to  vote  out  of  disgust,  they  forfeit 
the  right  to  complain.  Drew 
Hold  your  nose,  but  vote. 

BY  PAULA  DWYER 
Dwyer  has  covered  the  politici 
campaign  finance  for  a  decade. 


JEW  REVEALS  THE  DIRTY  DETAILS  OF  CAMPAIGN 


FINANCE-AND  UNMASKS  REFORM'S  ENEMIES 
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Where  do  you  want  to  go  today?' 


Microsoft 


you  won't  cringe  when  you  hear: 

re  need  your  team's 

collective  input 


by  noon ." 
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With  new  Microsoft"  Office  2000,  getting  everyone  on  the  same 
page  has  never  been  easier.  Just  by  clicking  "Save  as  Web  Page"  you 
can  save  files  to  your  intranet  for  others  to  contribute  to  or  just  view, 
eliminating  the  need  for  multiple  versions.  And  by  having  in-line 
discussions  within  a  document  on  your  intranet,  you  can  consolidate 
everyone's  comments  in  one  place.  Plus,  anytime  a  team  member 
updates  a  document,  you  can  be  automatically  notified  by  e-mail. 
To  see  how  Office  2000  enables  teams  to  work  as  one 
using  an  intranet,  view  the  Office  2000  multimedia 
demo  at  www.microsoft.com/office/2000 
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What  Productivity  Means  Today 


Save  files  to  a  Web  server  as  easily  as  you  save  them  to  your  hard  drive 
Keep  your  team's  ideas  in  one  place  via  In-line  discussions  within  a  document 
Be  automatically  notilled  by  e-mail  of  changes  to  team  documents  and  projects 
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THE  CLOCK  OF  THE  LONG  NOW 
Time  and  Responsibility 

By  Stewart  Brand 

Basic  Books*  190pp«$22 

SLOWIORWARD^ 

As  the  clock  counts  down  to  the  turn 
of  the  millennium,  it's  easy  to  ob- 
sess about  time.  But  few  folks  ponder  it 
in  the  same  way  as  Stewart  Brand  the 
Sausalito  (Calif.)  inventor,  writer  and  en- 
vironmental pundit  who  in  the  ate  1960s 
founded  the  Whole  Earth  Catalog.  Today, 
Brand  and  a  few  future-thinking  bud- 
dies are  trying  to  build  the  worlds 
largest  and  slowest  mechanical  clock, 
which  they  hope  will  loom  in  the  Ameri- 
can desert  for  the  next  10,000  years  as  a 
testament  to  the  continuity  of  time,  it 
might  tick  once  a  year,  bong  once  a  cen- 
tum, and  bring  out  the  cuckoo  only  once 
every  1,000  years.  Brand's  group  even 
wants  a  smaller  urban  version  and  a 
massive  library  of  civilizations  collective 
knowledge.  The  goal?  To  get  humans  to 
think  beyond  the  priorities  of  their  own 
lives,  explains  Brand  in  his  new  book, 
The  Clock  of  the  Long  Now. 

It's  a  noble  experiment,  and  Brands 
volume  concentrates  as  much  on  the 


he  CLOCK  of  the  LONG  NOW 
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philosophy  behind  cultivating  a  long 
view  as  on  the  mechanics  of  the  pro- 
iect    That's  one  of  the  problems,  and 
pleasures,  of  this  book.  Brand  dishes  up 
a  series  of  eclectic  and  tiny  essays- 
some  only  three  pages  long— that  ex- 
plore ideas  related  to  time.  One  minute, 
you're  mourning  the  horror  of  libraries 
burned  by  Adolph  Hitler  or  - 
Chinese      Emperor      Shih 
Huang-ti  in  the  third  cen- 
tury B.  C.  The  next,  you're 
examining  the  innards  of 
prototype  clocks.  The  result 
is  that  following  his  argu- 
ment sometimes  slows  to  a 

long  now. 

But  the  inspired  ideas  be- 
hind this  project  will  proba- 
bly be  enough  to  keep  you 
hooked.  Brand  is  concerned 
that  humankind  is  develop- 
ing a  "pathologically  short 
attention  span"  that  can't 
conceive  of— never  mind  care  about— 
the  far-off  future.  This,  he  says,  is  due 
to  several  factors,  including  the  acceler- 
ation of  technology,  the  short-horizon 
perspective  of  market-driven  econom- 
ics the  next-election  fixation  of  democ- 
racies, and  the  distractions  of  personal 


multitasking.  Meanwhile,  hum  I 
rapidly  exhausting  the  world's  reu 
Then  there's  the  dilemma  of  ; 
a  massive  machine  that  not  on!  ki 
exquisite  time  but  can  also  las  fi 
years— or  at  least  be  simple  ente 
fix  every  so  often.  In  this,  the! 
has  some  high-powered  help.  Hi 
of  several  big  name?! 
the  Long  Now  Foui 
Its  roster  also  inclu 
percomputer  pioneer  b 
Hillis,  who  conceive  $ 
clock,  and  British  n$i 
Brian  Eno,  who  or 
with  the  name.  Tech] 
Esther   Dyson   and! 
founder  Mitchell  Ka| 
also  in  the  circle. 

In  his  proposal  he 
clock,  Hillis  compaj 
planned   size  with  I 
Stonehenge.   The   11k. 
wmmwm         „  course,  is  StonehenB 
future  generations  staring  in  I 
at  a  hump  of  rusted-out  met 
even  if  the  clock  is  never  builtl 
proves  that  simply  raising  the  il 
be  a  potent  tool  for  thinking  di« 

about  time. 

BY  DIANE 
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We  make  the  Web  work  for  you. 

Interland  makes  it  easy.  Not  only  do  we  understand  the  Internet,  we  can  make  it  work  for  your  business.  And, 
through  our  partnership  with  Hewlett  Packard,  Interland  can  e-commerce  enable  your  Web  site  with  tech- 
nology previously  exclusive  to  large  corporations.  We  offer  a  30-day  money-back  guarantee,  toll-free  24/7 
customer  support  and  a  99.9%  uptime  guarantee.  All  starting  at  just  $19.95  a  month,  www.interiand.com 
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In  1966,  Weyerhaeuser  developed  High  Yield  Forestry,  an  innovative  program  to  produce  high  quality, 
But-growing,  healthy  trees.  Thai  investmeni  [a  about  to  pay  off.  with  harvests  thai  arc  expected  to 
Increase  dramatically  into  the  nexl  decade  and  beyond— up  to  65%  from  todays  levels  h\  the  year 
2020  You  see,  long-term  growth  is  something  we  understand,  in  the  foresi  and  on  the  balance  sheei 
w  w  w  weyerhaeuser.com 
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I  he  future  is  growing 


Economic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


ETHICS  BE  DAMNED, 
LET'S  MERGE 


BEWARE: 

The  big 
accounting 
firms  want 
to  add  legal 
advice  to  their 
services.  That 
would  raise 
enormous 
conflicts  of 
interest 


Jeffrey  E.  Garten  is  dean  of  the  Yale 
School  of  Management.  A  former  in- 
vestment banker,  he  was  Under  Sec 
retary  of  Commerce  for  International 
Trade  in  the  first  Clinton  Administra- 
tion (jeffrey.garten@yale.edu). 


Beware  the  growth  of  professional-ser- 
vices conglomerates  such  as  Arthur 
Andersen  &  Co.  or  Ernst  &  Young 
that  encompass  accounting,  consulting,  and,  if 
they  have  their  way,  legal  advice.  Unlike  the 
growth  of  most  other  megacorporations,  this 
trend  could  undermine  two  crucial  underpin- 
nings of  our  market  economy:  independent 
auditing  and  sound  legal  advice. 

The  tendency  for  various  service  profes- 
sions to  band  together  gained  momentum  ear- 
lier in  August  when  a  committee  of  the 
American  Bar  Assn.  presented  to  its  mem- 
bership a  recommendation  to  allow  lawyers 
and  nonlawyers  to  work  in  the  same  company 
and  split  fees.  A  formal  vote  of  the  ABA  is  ex- 
pected to  take  place  next  year.  In  the  past, 
such  activity  has  been  prohibited  by  the  ABA, 
regional  bars,  and  various  state  laws.  But 
with  soaring  demand  for  sophisticated  financial 
and  retirement  planning,  many  people  want 
one-stop  shopping  for  both  legal  and  account- 
ing advice.  And  a  good  number  of  multina- 
tional companies  want  the  convenience  of  re- 
lying on  a  few  service  firms  to  handle  all 
their  global  needs. 

The  most  important  reason  why  law  firms 
will  be  merging  their  businesses  with  other 
service  companies,  however,  is  the  voracious 
appetite  of  the  big  accounting  firms.  During 
this  decade,  the  Big  Eight  have  become  just 
five:  PricewaterhouseCoopers,  kpmg  Peat  Mar- 
wick,  Arthur  Andersen,  Ernst  &  Young,  and 
Deloitte  Touche  Tohmatsu.  All  are  obsessed 
with  leveraging  their  accounting  relationships 
to  help  clients  do  other  things — plan  their 
corporate  strategies,  build  and  manage  their 
information-technology  systems,  and  now, 
solve  clients'  legal  problems. 
TEMPTATIONS  ABOUND.  What's  wrong  with 
this  picture?  The  potential  for  conflicts  of  in- 
terest is  enormous.  As  the  Securities  &  Ex- 
change Commission  recently  said,  the  auditing 
profession  must  be  more  than  just  another 
business  selling  a  product  or  service.  It  has  an 
obligation  to  not  only  disclose  financial  infor- 
mation to  investors  but  also  to  put  investors' 
interest  above  those  of  the  auditors'  clients  or 
even  their  own  employer.  On  the  other  hand, 
lawyers  are  confidential  advisers  and  advo- 
cates, with  primary  allegiance  to  the  client. 

Would  it  be  ethical  for  the  legal  division  of 
one  of  the  Big  Five  to  render  an  opinion  on 
the  auditing  performance  of  that  firm?  If  the 
lawyers  and  accounting  partners  are  being 


paid  from  the  same  corporate  profit  p 
one  not  be  tempted  to  skew  advice 
quires  further  services  from  its  sister 
Suppose  a  multiservice  Big  Five  firm 
a  client  on  management  strategy.  I 
faith,  could  it  conduct  an  independent 
that  same  client's  accounts,  possibly 
doubt  on  the  strategy  itself? 

The  latest  case  in  point  is  the  d 
tween  kpmg  and  Cisco  Systems  Inc 
firms'  announced  intention  to  take  thej 
agement-consulting  venture  public, 
raise  a  host  of  ethical  and  legal  issues 
audits  a  company  that  is  also  its  shan 

Then  there  is  the  question  of  busin 
orities.  Management  consulting  and  leg 
produce  fatter  margins  than  accounti 
all-important  auditing  business  is 
get  subordinated. 

GLOBAL  SCRAMBLE.  It's  not  as  if  the 
service  businesses  don't  have  enoug 
now.  The  Big  Five  are  already  scram' 
build  global  networks  in  their  tradition 
nesses,  and  they  would  do  well  to  foe 
on  reversing  the  serious  deterioration) 
quality  of  earnings  statements.  And 
firms  get  bigger,  and  as  some  merg 
foreign  firms,  as  Rogers  &  Wells  LLP 
cently  done  with  Britain's  Clifford 
there  is  no  doubt  that  they  will  have 
ty  managing  themselves. 

It  is  increasingly  challenging  to  effe 
manage  any  conglomerate  these  days 
firm  such  as  PricewaterhouseCoopers  |js 
155,000  employees  in  150  countries,  ii 
the  problems  of  coordinating  disparati 
nesses,  implementing  new  strategies, 
toring  quality  control,  and  melding  di 
professional  cultures  and  compen 
systems. 

Some  powerful  groups,  such  as  th< 
York  State  Bar  Assn.,  are  objecting 
marriage  of  law  and  auditing  because 
flicts  of  interest.  But  there  is  an  en( 
amount  of  momentum  for  it,  and  if  sue 
binations  are  permitted,  as  they  are  a 
they  will  spawn  sprawling,  unmanaj 
and  internally  conflicted  empires  that 
timately  disappoint  customers  and  rai 
ire,  if  not  the  intervention,  of  regulator 
when  such  problems  occur  in  the  ver; 
fessions  that  are  central  to  the  develo 
of  market  rules  and  full  disclosure  of  in 
information,  they  will  undermine  Am 
highly  successful  brand  of  capitalism 
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©1999  CDW  Computer  Center 


You  want  a 
custom-configured 
network  solution 
completed,  tested 
and  shipped  today? 

Done. 


It's  that  easy.  At  CDW,  our  computer  experts  custom  configure  thousands  of  systems 

every  week,  pulling  from  over  45,000  name  brand  products.  PCs,  workstations,  servers  and  even 

LANs  are  custom  integrated.  We'll  even  pre-load  your  software,  so  systems  are  ready  to  go  when 

they  arrive,  saving  you  time  and  increasing  your  staff's  productivity.  Plus,  your  own  dedicated  account 

manager  is  there  to  coordinate  it  all,  ensuring  you  get  what  you  need,  when  you  need  it.  At  CDW,  we've 

|ilt  the  most  efficient  direct  business  model  in  the  industry.  One  designed  to  save  you  money  and  constantly 

responsive  to  your  needs.  Add  cdw.com,  our  award-winning  web  site,  and  you  have  the  most  comprehensive 

tanputing  solutions  resource  at  your  fingertips.  Bottom  line,  it's  what's  made  us  a  FORTUNE'    1000  Company 

Id  the  industry's  only  Direct  Solutions  Provider.  So  give  us  a  call  today.  And  consider  it  done. 


Computing  Solutions  Built  for  Business' 

1-888-239-7278  www.cdw.com 
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Economic  Trends 


BY  MICHAEL  MANDEL 

A  TIME  BOMB 
FOR  BORROWERS? 

Private  debt  and  its  risks  are  rising 

Are  U.  S.  corporations  and  consumers 
taking  on  too  much  debt?  The  de- 
gree of  leverage  in  an  economy  is  per- 
haps the  key  measure  of  its  exposure  to 
financial  problems. 

By  some  yardsticks,  there  has  been  a 
dramatic  acceleration  in  the  amount  of 
private  borrowing.  While  the  federal 

THE  SUDDEN  JUMP 
IN  MARGIN  DEBT 


MARGIN  DEBT  AS  A 
PERCENTAGE  OF  CONSUMER  CREDIT* 
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'93        '94 
A  PERCENT 
•DEBT  IN  MARGIN  ACCOUNTS  AT  NYSE  MEMBER  FIRMS 
DATA:  FEDERAL  RESERVE  BOARD,  NEW  YORK  STOCK  EXCHANGE 

government  has  started  paying  down 
its  debt,  debt  held  by  nonfinancial  cor- 
porations rose  at  an  annual  rate  of 
10.7%  in  the  first  quarter.  That's  on  top 
of  a  10%  rise  in  1998,  the  highest  figures 
in  a  decade.  Moreover,  the  amount  of 
short-term  commercial  paper  issued  by 
domestic  nonfinancial  corporations  is  up 
by  a  staggering  20%  over  a  year  earlier. 

So  far,  bigger  debt  has  not  translated 
into  larger  interest  payments.  But  with 
rates  on  the  rise,  companies — especially 
those  that  depend  heavily  on  short-run 
loans — will  see  profits  start  to  erode. 

Even  more  worrisome  is  the  buildup 
of  household  debt.  To  be  sure,  the  rate 
of  increase  in  consumer  credit  such  as 
credit-card  debt  and  auto  loans  slowed 
in  the  second  quarter,  to  a  4.5%  rate, 
down  from  9.7%'  in  the  first  quarter. 
But  the  amount  of  margin  debt — bor- 
rowing against  stocks — has  exploded  in 
recent  months  and  is  not  included  in 
the  consumer-credit  data.  In  the  second 
quarter  alone,  the  amount  of  margin 
debt  at  New  York  Stock  Exchange 
member  firms  rose  by  some  $20  billion, 
vs.  a  $15  billion  hike  in  consumer  credit. 
Indeed,  margin  debt  has  doubled  since 
1996,  pushing  the  ratio  of  margin  debt 
to  consumer  borrowing  to  its  highest 
level  in  years. 

Part  of  that  increase,  of  course,  re- 


flects the  enormous  rise  of  the  stock 
market.  Investors  can  borrow  up  to  50% 
of  the  value  of  their  stocks,  so  as  prices 
rise,  they  can  borrow  more.  But  if  stock 
prices  fall  sharply,  they  will  be  forced  to 
pay  back  some  of  the  loans  or  sell  the 
stocks — and  the  hit  to  the.  economy  in 
either  case  could  be  quite  large. 


MORE  FUEL  FOR 
GLOBAL  GROWTH 

Fiscal  policy  is  getting  looser 

Don't  overlook  the  importance  of 
global  fiscal  policy  in  the  years 
ahead,  advises  London-based  economist 
John  Llewellyn  of  Lehman  Brothers  Inc. 
It's  understandable  that  financial  mar- 
kets are  obsessed  with  monetary  policy 
and  interest  rates.  But  while  fiscal  poli- 
cy is  changed  less  frequently  and  has  a 
more  diffuse  effect  on  economic  activity, 
its  influence  can  be  considerable. 

Recent  history  illustrates  the  point. 
After  several  years  of  fiscal  stimulus, 
concern  about  rising  public  debt  led 
Japan  in  1997  to  reverse  course  and 
shift  towards  a  policy  of  fiscal  restraint. 
Combined  with  the  gathering  Asian  cri- 
sis, that  unfortunate  move  played  a  key 
role  in  prolonging  Japan's  recession. 

Meanwhile,  starting  in  1993,  Europe 
began  progressively  tightening  its  fiscal 
policy,  reaching  a  crescendo  of  restraint 
equal  to  a  huge  1.7%  of  gross  domestic 
product  in  1997  as  the  race  to  Maastricht 
accelerated.  Although  monetary  policy 
was  eased  over  the  same  period,  the  sud- 
den massive  tightening  in  '97  slowed  Eu- 
ropean growth  that  year  to  a  crawl. 

U.  S.  fiscal  policy  was  also  restrictive 
from  1993  through  1998.  However,  its 
course  was  more  steady  than  in  Japan 
or  Europe,  and  an  adept  Federal  Re- 
serve was  able  to  use  monetary  policy 
to  keep  the  level  of  economic  activity 
close  to  where  the  Board  wanted  it. 

The  upshot  of  these  individual  trends, 
notes  Llewellyn,  was  a  global  swing  to- 
ward restriction  of  well  over  1%  of  GDP 
in  1997.  Thus,  it's  no  surprise  that  1998 
"was  destined  globally  to  be  a  year  of 
weak  economic  activity,  weak  inflation, 
trouble  for  exposed  economies,  and  yet 
lower  official  interest  rates."  But  1998 
was  also  a  year  of  much  more  modest 
fiscal  restraint,  and  the  latest  economic 
outlook  from  the  Office  for  Economic 
Cooperation  &  Development  (OECD)  sug- 
gests that  global  fiscal  policy  will  be 
broadly  neutral  this  year  and  next. 

In  other  words,  fiscal  policy  won't  be 
constraining  the  growth  of  the  world's 


biggest  economies  in  the  yeai>  I 
And  monetary  policymakers  wo 
to  worry  about  offsetting  its  red 
influence. 

By  Gene 


BIG  PLAYERS 
OFFER  BETTER 

For  workers,  company  size  ml 


Big  businesses  have  historical 
higher  average  wages  than 
ones.  This  is  due,  in  part,  to  the 
portionate  number  of  low-payin 
skill  retail  jobs  found  in  resta 
gas  stations,  and  similar  mom 
operations.  But  economic  reseai 
consistently  found  that  even  afj 
justing  for  industry  and  skills, 
get  paid  more  by  bigger  employi 

Now,  the  benefits  of  bigne 
workers,  are  increasing.  Based 
from  the  Bureau  of  Labor  St; 
the  wage  premium  of  working  at 
establishment  has  risen  in  the| 
(chart).  In  the  early  part  of  the 
big  outfits  paid  about  40%  mo: 
small  ones.  That  premium  has  r] 
just  under  50%.  And  the  gap  co 
to  widen.  From  March,.  1998,  to 
1999,  big  operations  had  a  wage 
of  3.3%,  compared  with  only  2 
small  ones.  (For  these  purposes, 
workplace  has  fewer  than  100  w 
while  a  large  one  has  more  than 

Why  is  this?  Large  companii 
be  more  likely  to  hire  high-skille> 
neers,  programmers,  managers 
like.  Still,  even  among  white-coll; 
ers,  the  pay  gap  has  widened  sh; 
1993,  white-collar  workers  earn 
more  at  big  companies.  That 
39%  in  1995  and  47%  by  1999. 

An  alternative  explanation 

workers      at      big    ■MMaaaan 

outfits  are  reaping 
the  gains  of  their 
employers'  superi- 
or performance.  So 
far  in  the  '90s, 
larger  companies 
seem  to  be  better 
able  to  utilize  the 
latest  technology 
advances  while 
consolidating  their 
control  over  mar- 
kets. As  long  as 
large  companies 
continue  to  out- 
strip smaller  ones 
in  terms  of  profits,  the  gains  are 
to  trickle  down  to  workers,  too. 
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eplu-ri-bus  ulnum  [Latin! 


toe  Power  of  e-business' 
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out  of  many,  one. 


AppNet 


•  Ca"  us  t0"  fr<*  at  1-877-581-2400. 

"ww.appnet.com 
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tien  the  connection's  good, 
it  shows. 
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Getting  to  know  the  way  you 

work  makes  the  difference  in 
the  way  we  work.  And  with 

our  global  network  of  people 
anticipating  your  needs,  you 

can  see  results  faster.  Together, 
we  can  be  more  resourceful. 

Let's  connect,  www.ey.com 
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From  thought  to  finish. 


A  NEW  IDEA  IS  OFTEN  THE  RESULT  0 

MEETING  FOR  THE  FIRST  TIME 


At  AEP,  we  have  ideas  that  can  make  you  more  efficient, 

.rofitable.  Ideas  with  power.- 
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re  productive  and  more  pi 

To  find  out  more,  visit  us  at  www.aep.com. 
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R  ANOTHER  FED  HIKE 

*s  from  the  labor  front  supports  further  tightening 
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ID  YIELDS  HIT  A 
I -MONTH  HIGH 


30-YEAR 

I  TREASURY 


Once  again,  the  Federal  Re- 
serve is  casting  its  long  shad- 
ioss  Wall  Street.  Ever  since  Fed  Chairman  Alan 
span  in  several  speeches  this  summer  clearly 
nature  policy  decisions  to  the  behavior  of  the  la- 
arkets,  the  data  on  everything  from  job  growth 
or  costs  to  productivity  have  moved  in  the 
direction  for  anyone  hoping  that  the  Fed's 
10  rate  hike  was  a  one-shot  deal.  After  that 
few  analysts  expected  another  rate  increase 
j  as  the  Fed's  upcoming  Aug.  24  meeting.  Now, 
rs  are  starting  to  build  that  possibility  into 
ices  of  stocks  and  bonds  (chart). 

The  surprisingly  strong  em- 
ployment report  for  July  gal- 
vanized Wall  Street's  worries 
about  the  third  quarter  and 
beyond.  Nonfarm  payrolls  bal- 
looned by  310,000  workers, 
providing  further  evidence 
that  the  U.  S.  spending  boom 
continues  to  drain  the  pool  of 
potential  workers.  A  more 
concrete  sign  of  that  was 
July's  0.5%  jump  in  hourly 
gesting  that  tight  labor  markets  are  pushing  up 
Towth. 

manufacturing  payrolls  posted  their  first  mate- 
rease  in  YA  years,  implying  that  the  industrial 
is  kicking  into  a  higher  gear  after  last  year's 
aness.  A  manufacturing  upturn  will  place  added 
e  on  the  economy's  already-thin  labor  resources, 
rubers  play  squarely  into  Greenspan's  July  22 
i  act  "promptly  and  forcefully"  if  new  data  sug- 
it  tost  and  price  increases  will  be  picking  up. 

MIND  that  the  June  30  rate  increase  was  nol 
I  tightening  move  as  it  was  an  attempt  to  take 
of  last  fall's  "emergency  injection  of  liquidity," 
Fed  has  called  those  three  quarter-point  rate 
the  face  of  global  financial  market  turmoil.  The 
ployment  report  provides  further  evidence  that 
ts  ended  up  giving  the  economy  too  much 
9  and  that  a  further  policy  adjustment  may  be 
quickly. 
|,  the  July  job  gain  was  far  larger  than  the 
Or  so  that  the  markets  had  expected.  Second, 
is  were  the  broadest  of  the  year.  Some  59%  of 
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IS  WAGE  GROWTH 
SPEEDIHG  UP  AGAIN? 


the  356  industries  that  the  Labor  Dept.  surveys  added 
workers  to  their  payrolls.  Service  industries  posted  a 
big  260,000  gain,  led  by  retail  trade,  up  91,000,  and  by 
personnel-supply  companies,  up  41,000.  Construction 
added  22,000  new  employees. 

But  the  biggest  news  on  the  job  front  came  from 
manufacturers,  which  added  31,000  workers,  after  shed- 
ding 490,000  jobs  during  the  previous  15  months.  Also, 
the  factory  workweek  increased  by  12  minutes,  to  41.9 
hours,  the  longest  in  YA  years.  Taken  together,  those  in- 
dicators imply  that  factory  production  in  July  posted  a 
strong  gain,  continuing  the  acceleration  in  output 
growth  that  began  earlier  this  year. 

The  two  factors  that  were  a 
drag  on  manufacturing  output 
are  now  turning  around:  For- 
eign demand  is  picking  up  af- 
ter a  two-year  slump,  and  in- 
ventories need  to  be  rebuilt 
after  last  year's  slower  rate  of 
stockpiling.  Indeed,  factory 
shipments  are  growing  faster 
than  inventories,  and  in  June, 
the  ratio  of  factory  invento- 
ries to  sales  was  the  smallest 
on  record.  Meanwhile,  domestic  demand  shows  no  sign 
of  flagging. 

Perhaps  the  most  worrisome  news  from  the  July 
job  data — at  least  from  the  markets'  perspective — was 
the  jump  in  pay  for  production  workers.  The  rise  sug- 
gested that  the  sharp  increase  in  labor  costs  in  the  sec- 
ond quarter  did  not  abate  at  the  start  of  the  third 
quarter.  Also,  the  increase  was  not  just  a  one-month 
wonder.  Pay  in  the  past  three  months  has  risen  at  an 
annual  rate  of  4.6%,  the  fastest  three-month  pace  in 
more  than  a  year  (chart).  In  addition,  pay  growth  from 
a  year  ago  appears  to  be  picking  up  again,  led  by  pay 
in  manufacturing,  after  slowing  during  the  past  year. 

TO  BE  SURE,  some  of  the  recent  top-line  data  suggest 
less  urgency  for  Fed  action.  For  instance,  the  unem- 
ployment rate  in  duly  held  at  4.3%,  about  where  it 
has  been  for  the  past  nine  months.  And  annual  trends 
show  that  unit  labor  costs  remain  tame  and  that  pro- 
ductivity IS  still  growing  strongly,  even  though  the  lat- 
est quarterly  data  show  that  costs  soared  in  the  second 
quarter,  while  output  per  hour  worked  sagged. 

In  fact,  print-  to  last  quarter,  the  trends  in  wages  and 
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productivity  could  not  have  been  more  soothing  to  in- 
flation worrywarts.  Not  only  was  wage  growth  slowing, 
but  at  the  same  time,  productivity  growth  was  picking 
up.  That's  why  the  second-quarter  slowdown  in  pro- 
ductivity, to  an  annual  rate  of  1.3%,  after  very  strong 
gains  averaging  nearly  4%  in  the  two  previous  quarters, 
raised  a  red  flag.  It  brought  to  mind  Greenspan's  recent 
warning:  "Should  productivity  fail  to  continue  to  accel- 
erate and  demand  growth  persist  or  strengthen,  the 
economy  could  overheat." 

THE  DISAPPOINTING  REPORT  on  productivity,  though, 

raises  the  question:  How  could  profit  growth  in  the 
second  quarter  have  been  so  robust  if  labor  costs  were 
out  of  control?  The  explanation  lies  in  the  yearly  trend 
in  the  data.  When  smoothed  out  over  time,  productivi- 
ty is  growing  quite  powerfully.  It  advanced  2.9%  in 
the  past  year,  the  highest  clip  in  6Y>  years  (chart),  hold- 
ing the  growth  in  unit  labor  costs  to  only  1.4%.  How- 
ever, productivity  will  have  to  stay  that  strong  in  order 
to  prevent  any  pickup  in  wage  growth  from  compelling 
companies  to  raise  prices. 

That's  because  the  measure  of  compensation  in  the 
Labor  Dept.'s  productivity-and-costs  report,  which  cov- 
ers a  broad  range  of  wages,  salaries,  and  benefits,  in- 
cluding stock  options,  soared  at  a  5%  annual  rate,  the 
largest  increase  in  VA  years,  and  growth  from  a  year 
ago  was  4.3%.  If  productivity  slows,  unit  labor  costs  will 


FRANCE 


THE  PRODUCTIVITY 
REMAINS  STRC 

3.0 


2.5 


2.0" 
1.5- 


0.5- 


-A 


NONFARM 
BUSINESS 


_ 


shoot  up  rapidly,  placing  pressure  on  companies 
time  when  demand  is  strong,  when  labor  marke| 
tight,  and  when  prices  in  the  early  stages  of  pro 
are  already  starting  to  strengthen 

In  fact,  third-quarter  pro- 
ductivity may  not  look  any  bet- 
ter than  it  did  in  the  second. 
That's  because  hours  worked 
rose  sizably  in  both  June  and 
July,  suggesting  a  large  in- 
crease in  work  time  in  the 
third  quarter.  For  example,  if 
hours  rise  3.5%,  which  is  not 
•unreasonable  based  on  their 
July  increase,  then  output 
would  have  to  surge  more  than 
6%  for  productivity  to  maintain  its  2.9%  annual 
trend.  That's  not  impossible,  but  it  is  unlikely. 

Of  course,  Wall  Street  doesn't  always  get  it  rig 
ter  the  June  30  rate  hike,  the  financial  markets' 
tive  wisdom  concluded  that  the  Fed  was  on  hoL 
haps  for  the  rest  of  the  year.  This  time,  howev 
markets  may  be  on  to  something.  They  are  wH 
that  the  conditions  for  future  rate  hikes — as  laid 
Greenspan  himself — are  falling  into  place.  And  wh 
probability  you  had  assigned  to  the  likelihood 
Aug.  24  rate  hike  prior  to  the  July  job  data,  you 
raise  those  odds  now. 
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CONSUMERS  SHOW  SOME  JOIE  DE  VIVRE 


Thanks  to  a  more  dynamic  job 
market  and  rising  buying 
power,  consumers  continue  to  set 
the  pace  for  France's  recovery. 
For  the  euro  zone's  second-largest 
economy,  increased  household 
spending  should  trig- 
ger a  virtuous  cycle: 
Stronger  domestic  de- 
mand will  create  more 
jobs  and  better  income 
growth,  leading  to 
more  spending. 

For  the  year  ended 
in  the  first  quarter, 
real  gross  domestic 
product  rose  2.3%, 
with  consumer  spend- 
ing up  2.2%.  In  the  second  quar- 
ter, real  retail  sales  advanced  a 
solid  1.7%.  Then  in  July,  car  buy- 
ing hit  a  record  high,  suggesting 
that  consumers  are  boosting  their 
spending  in  this  quarter  as  well. 
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The  spending  spree,  though 
tame  compared  with  the  U.  S. 
binge,  is  being  fueled  by  improved 
job  prospects.  The  French  jobless 
rate  slipped  from  11.4%  in  May  to 
11.3%  in  June,  equalling  the  six- 
year  low  hit  in  April. 
More  than  290,000 
new  jobs  were  added 
in  the  year  ended  in 
the  first  quarter,  led 
by  hiring  by  high-tech 
and  service  compa- 
nies. Job  creation  is 
the  aim  of  a  recent 
bill  to  cut  the  work- 
week from  39  hours 
to  35  hours  in  2000. 
Whether  the  Socialist  Party  mea- 
sure will  expand  payrolls,  though, 
remains  to  be  seen. 

Meanwhile,  extremely  mild  infla- 
tion also  is  helping  consumers.  In 
July,  consumer  prices  were  up  only 
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0.4%  from  a  year  ago.  Slowing 
flation  and  modest  wage  gains 
mean  that  real  household  buyi: 
power  may  rise  by  2.5%  this  y 
forecasts  the  government's  sta 
cal  agency,  INSEE,  on  top  of  a 
strong  3.5%  advance  in  1998. 
It's  little  wonder  that  con- 
sumers are  more  optimistic.  T 
consumer  confidence  index  ros 
-8  in  July,  near  the  record  -7 
February  (chart).  (The  index  \ 
never  been  positive  since  it  be 
in  1987.)  Consumer  demand  hi 
also  lifted  business  confidence 
led  to  the  recent  improveme 
industrial  production  and  a  s 
in  home  building.  For  all  of 
French  consumer  spending  i 
jected  to  increase  by  about 
If  so,  household  spending  cou 
crease  by  more  than  France's 
overall  GDP  for  the  first  time  ii 
three  years. 
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Are  you  doing  business 
at  the  speed  of  the  Internet? 


If  you  want  to  truly  maximize  your  e-business  investment,  be  sure  your  PCs  aren't  holding  you  back.  The 

Intel*  Pentium1'  III  processor  has  remarkable  performance  capabilities.  It  is  primed,  ready  and  optimized  for 

e-business — so  your  company,  its  people  and  their  PCs  can  make  the  most  of  everything  the  Internet  has 

to  offer.  It  has  the  power  to  run  sophisticated  compression,  encryption  and  anti-virus  software  behind  the 

teenes  without  compromising  productivity.  And  it  has  the  performance  headroom  you'll  need  to  handle  the  next 

feneration  of  Web  applications.  Put  some  extra  muscle  behind  your  company's  e-business  investment — with  the  Pentium 

processor.  Information  on  Intel  products  and  the  year  2000  is  available  on  our  Web  site.       ->  intel.com/IT 
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THE  ECONOMY 


WILL  TIGHTENING 
CHOKE  OFF  GROWTH 

Even  with  rates  ratcheting  up,  the  answer  seems  to  be  nj 


7.5 

10-YEAR 
7.0  —  CORPORATE 
BONO  YIELDS 


The  bond  market  is  in  tumult, 
drowning  in  a  sea  of  new  issues. 
That's  forcing  lenders  to  pay  ever- 
higher  rates  to  attract  buyers.  In 
the  stock  market,  once  high-flying  In- 
ternet plays  are  spiraling  back  toward 
terra  firma.  The  broad  equity  market 
rally  is  grinding  to  a  halt,  too.  Mean- 
while, the  dollar — which  once  shamed 
the  Euro — is  off  7%  since  mid-July 
against  its  European  counterpart.  The 
greenback  is  slumping  against  other  cur- 
rencies as  well,  as 
foreign  investors  be- 
gin looking  at  the 
U.  S.  economy  with 
a  skeptical  eye. 

So  why  is  Federal 
Reserve  Chairman 
Alan  Greenspan 
thinking  about  rais- 
ing interest  rates 
again  on  Aug.  24 — a 
second  hike  in  just 
two  months?  Per- 
haps it's  because 
while  Wall  Street  is 
frazzled,  Main  Street 
seems  to  be  taking 
the  first  dose  of  higher  interest  rates  in 
stride.  Although  market  yields  have 
been  rising  since  the  first  of  the  year,  a 
surprisingly  large  310,000  new  jobs  were 
created  in  July,  and  the  National  Asso- 
ciation of  Purchasing  Management  Index 
stayed  above  50  last  month,  a  sign  of 
continued  growth. 

BRISK  MOVES.  June  factory  orders  were 
also  0.7%  higher  than  May's.  And  on 
Aug.  11,  the  Federal  Reserve's  summary 
of  regional  economic  conditions,  colloqui- 
ally known  as  the  beige  book,  reported 
that  manufacturing  activity  nationwide 
is  expanding.  In  particular,  the  central 
bank  noted  output  of  industrial  equip- 
ment and  home-construction  materials 
"has  been  expanding  briskly ...  though 
there   are   scattered   indications   that 


growth  is  being  limited  by  shortages  of 
raw  materials  and  labor." 

All  that's  precisely  why  many  busi- 
ness execs  and  economists  believe  the 
U.  S.  expansion  is  simply  too  strong  to 
be  derailed  by  mere  interest-rate  creep. 
"So  far,  the  economy  has  been  pretty 
resilient  in  absorbing  the  Fed's  ac- 
tions," says  General  Motors  Corp.  Pres- 
ident G.  Richard  Wagoner  Jr.  "I  don't 
think  [another]  small  rate  move  would 
be  a  disaster."  What's  more,  even  with 
the  recent  hike, 
yields  remain  low- 
er than  they've 
been  for  most  of 
the  past  30  years. 
"This  economy's 
got      tremendous 
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cyclical  power," 
says  Conference 
Board  chief  econo- 
mist Gail  Fosler. 
"You'd  need  rates 
to  rise  a  couple  of 
[percentage  points] 
in  a  short  period  of  time  to  really  slow 
it  down." 

Look  at  consumer  and  corporate 
spending.  This  year,  families  have  been 
increasing  spending  at  a  healthy  average 
annual  rate  of  more  than  5%.  And  capi- 
tal investment  was  15.3%  higher  in  the 
second  quarter  than  the  first.  Just  ask 
some  companies  about  whether  they're 
ready  to  dial  back  on  production.  Busi- 
ness-jet maker  Cessna  Aircraft  Co.,  for 
example,  has  a  record  order  backlog  of 


$4  billion.  And  marketing  Vice-] 
dent  Philip  M.  Michel  doesn't 
small  rate  jump  will  unhinge  his 
"We  shouldn't  be  all  a-twitter,"  hj 
"The  marketplace  has  shown  nj 
ceptible  response." 

Still,  some  of  the  spending  spJ 
evitably  will  slack  off  toward  the  | 
the  year  as  the  rates  make  buj 
credit  more  dear.  But  that's  oka 
say  the  optimists.  Thanks  to  a  les| 
cular  dollar,  exports  are  very  hi 
make  up  the  difference  as  U.  S.  j 
and  services  become  more  affo| 
abroad.  Exports  also  will  be  help 
cause  the  rest  of  the  world  econJ 
finally  recovering  from  the  Asi| 
which  began  two  years  ago, 
summer's    Russian    default.    I 
Richard  B. 
chief  U.  S.  eco 
at  Morgan  S 
Dean  Witter 
ports    will    b| 
leading      are 
growth  in  tb 
ing  months." 
All    this 
make      the 
wished-for  soffci,< 
ing  doable.  I   ^ 
always,  there 
few    trouble 
The  most  uns 
may  be  the 
jam  that  has 
oped  in  the  bond  market.  Com 
with  strong  credit  ratings  are  rusl  ,,  (y ' 
market  to  avoid  even  higher  rate 
In  July,  according  to  Nomura  ' 
ties  International  Inc.,  issuance 
porate,  mortgage-backed,  and 
backed  securities  was  40%  higher 
year  ago. 

As  a  result,  prices  are  plumi 
and  yields  are  skyrocketing.  Te| 
corporate  bond  rates  are  up  fron 
of  5.71%  last  December,  to  a 
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treasuries  have 

spiked  from  4.59$ 

jonths  ago  to  6.1%. 

It's  the  prospect  of  another  rate 

ar  of  the  YiiK  computer  glitch  is 

the  glut.  (Kos  want  to  be  sure 

ve  cash  on  hand  at  year-end  to 

f  a  liquidity  crunch.  "People  aiv 

.getting  spooked,"   says  J.    Alan 

onomist  at  Stratevest  Group,  a 
[ton   (Vt.)   money-management 

{Ood  news:  This  rush  to  market 
•ash   out    within   a    few    months, 

to  hold  Future  yields  in  check. 
inmas  !•'.  ( Sarpenter,  chief  econo 
BB  Capital  Management  lne.,  a 

ton  money  manager:  "There's  a 

most,  if  not  all,  of  the  corpo 
idar  will  be  placed  by  the  end 
quarter."  At  the  same  time. 
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federal  borrow- 
ing is  also  expected  to  slow, 
further  reducing  the  volume  of 
bonds  hitting  the  market — and 
helping  to  drive  rates  down.  The 
Treasury  Dept.  estimates  it  will  trim 
publiclv  held  debt  by  $87  billion  through 
Sept.  30. 

ROBUST  PACE.  In  the  real  economy, 
housing  may  face  some  weakness  (page 
41).  With  mortgage  rates  up  more  than 
1.5  points  since  their  low  of  6.49^  in 
October,  1998,  refinancings  are  stalling. 
They  were  off  by  ('>:>' ,  during  the  week 
of  Aug.  (i,  compared  with  a  year  be- 
fore, according  to  the  Mortgage  Bankers 
Assn.  "Refinancing  is  dead."  says  Barry 
llaiiih.  president  of  Certified  Mortgage 

Associates  Inc.,  a  Marlboro  (N.J.)  mort- 
gage banker. 

So   far.   the   pace  of  home  sales   re- 
mains   robust     at     an    annual    rate    of 

930,000.  And  mortgage  applications  for 

home  purchases  during  the  week  of 
Aug.  6  were  actually  up  by  1  1.591  over 
the  same  period  a  year  ago. 

Any   hit    to   housing   may   be   less   in 
tense  than  in  the  past,  in  part    because 
of  the  huge  pent  up  demand   for  home 

improvements.  Says  Glen  H.  Miner,  ceo 

of  Owens  Corning,  the  Toledo  (Ohio) 
maker  of  insulation,  si. ling,  and  roofing 


materi- 
als: "If  new  housing 

slows,  there's  a  remodeling  market  just 
waiting  for  us." 

Still,  losing  the  ability  to  slash  month- 
ly mortgage  payments  by  refinancing 
will  take  cash  out  of  consumers'  pockets. 
So,  too,  would  a  stock  market  slump. 
The  S&P  index  is  off  S.2r<  from  its  July 
1(>  record  high,  in  anticipation  of 
Greenspan's  next  move.  Already,  many 
foreign  investors  have  bailed  out  of  U.S. 
equities  markets,  both  because  of  the 
market  dip  and  worries  about  the  sag- 
ging dollar.  Between  January  and  May, 
their  net  purchases  of  U.  S.  stocks  fell 
by  \2'<  from  the  same  period  last  year. 
"The  worry  at  the  back  of  the  minds  of 
international  investors  is  the  slowing  of 
I'.S.  growth,"  says  Julian  Callow.  Eu- 
ropean economist  with  Dresdner  Klein- 
wort  Benson  in  London. 

Higher  yields  here  are  also  helping 
drive  down  the  dollar.  "In  a  rising  in- 
terest rate  cycle,  Europe's  appetite  for 
U.S.  bonds  will  recede."  says  Avinash 
Persaud,  global  head  of  research  at 
State  Street  I'.ank  in  London.  He  esti- 
mates that  overseas  investors  would 
have  to  buy  $400  billion  in  U.  S.  ass 
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over  the  next  year  to  keep  the  dollar 
stable — double  what  was  purchased  over 
the  last  year. 

Auto  sales — another  big  rate-depen- 
dent piece  of  the  economy — are  hold- 
ing up  well,  for  now.  Because  the  refi 
and  stock  markets  had  been  so  hot  ear- 
lier in  the  year,  car  and  light  truck  sales 
for  1999  could  still  hit  a  record  16.5  mil- 
lion. W.  Van  Bussmann,  corporate  econ- 


omist for  DaimlerChrysler  Corp.,  says  it 
takes  a  full  year  for  a  jump  in  rates  to 
work  through  to  autos.  He  figures  an- 
other quarter-point  hike  by  the  Fed  will 
drive  down  sales  by  200,000  next  year. 
"The  solar  system's  still  intact,"  Buss- 
mann says,  "But  the  stars  aren't  aligned 
quite  as  well." 

Greenspan,  the  economy's  reigning 
chief  astronomer,  thinks  his  carefully 


modulated  approach  eventually 
duce  a  slowdown  in  the  econor 
verse.  So  far,  the  Fed's  efforts 
rates  have  failed  to  slow  the 
omy  much,  though  they've  crea 
ters  on  Wall  Street.  Reining 
Street  may  be  far  tougher  than 
Chief  ever  imagined 

By  Howard  Gleckman  and] 
Cohn  in  Washington 


SUMMERS  ON  THE  STATE  OF  THE  ECONOMY 


Higher  interest  rates  are  rippling 
through  the  economy.  But  in  his 
first  extended  interview  since 
taking  over  as  Treasury  Secretary, 
Lawrence  H.  Summers  insists  that 
the  U.  S.  expansion  will  stay  on 
track.  On  Aug.  9,  the  Treasury  chief 
talked  to  business  week's  Howard 
Gleckman  and  Laura  Cohn  and 
spelled  out  his  views  on  rising  inter- 
est rates,  tax  cuts,  and  the  dollar. 

Q:  How  nervous  should  we  be  about 
rising  interest  rates? 
A:  Long-term  rates  are  substantially 
lower  than  they  were  in  '93.  That's  a 
tribute  to  our  fiscal  success  and  the 
fact  that  this  is  an  investment-led 
expansion.  Our  focus  should  be  on 
fundamentals,  not  on  monthly  market 
movements. 

Q:  What  about  growing  bond  spreads 
and  rising  mortgage  rates? 
A:  Widening  corporate  spreads  reflect 
economic  strength  and  [many  new 
bond  issues].  They're  a  sign  of  bor- 
rowing for  investments  rather  than  a 
deterrent  to  investment.  Changing 
mortgage  rates  reflect  increased 
volatility  of  interest  rates. 

Q:  How  worried  are  you  about 
overheated  real  estate  and  financial 
markets? 

A:  Complacency  is  always  a  risk.  It 
leads  to  excessive  borrowing  and  ex- 
cessive investment.  But  I  believe  the 
momentum  of  this  expansion  should 
continue. 

Q:  Wii.y  shouldn't  the  bulk  of  the 
non-Social  Security  surplus  go  to 
tax  relief? 

A:  The  government  is  in  debt.  That 
means  the  citizens  of  the  U.  S.  are  in 
debt.  For  the  vast  majority  of  Amer- 
ican families,  debt  paydown  is  a  larg- 
er effective  tax  cut  because  of  the 


"  Debt  paydown  is  a  larger 

effective  tax  cut  because  of 

the  savings  that  come  from 

lower  interest  rates  " 

LARRY  SUMMERS 


savings  that  come  from  lower  inter- 
est rates. 

Q:  Would  it  be  a  catastrophe  if  talks 
on  a  tax-and-budget  deal  fall 
through? 

A:  We  have  a  historic  opportunity  to 
set  a  framework  for  [future]  budget 
surpluses.  It  would  be  too  bad  if  we 
weren't  able  to  take  advantage  of 
that.  But  it  would  be  much  better  to 
pay  down  debt  this  year  than  it 
would  be  to  lock  the  country  into  a 
huge  tax  cut  that  would  put  at  risk 
the  economic  expansion. 

Q:  Should  tfie  U.  S.  intervene  again 

in  foreign-exchange  markets? 

A:  I  would  just  reiterate  our  policy, 


which  has  been  constant:  The  str 
dollar  is  very  much  in  the  interei 
the  U.  S.  because  of  what  it  meaJ 
for  inflation,  capital  costs,  and  thc[ 
dollar's  role  in  the  international 
system. 

Q:  Has  Tokyo  turned  the  corner  < 
fundamental  reform? 
A:  There  are  signs  of  improvemeij 
but  it's  too  early  to  reach  conclus 
judgments.  The  focus  needs  to  b€ 
achieving  domestic,  demand-led 
growth  and  structural  reforms  to  J 
pair  the  financial  system.  We've  s| 
progress,  but  there's  a  great  deal| 
be  done.  » 

Q:  How  bad  are  things  in  Russia  ij 
A:  Some  of  the  highest  hopes  wer 
too  optimistic.  The  U.  S.  will  conti 
to  support  [reforms].  But  it  is  cr 
that  our  support  be  disciplined.  I1j 
may  be  that  we  will  have  to  awa 
the  Russian  election  before  a  sus 
tained  program  of  economic  refor 
can  be  put  in  place. 

Q:  Would  devaluation  in  China 
much  of  a  problem  as  a  year 
A:  China  faces  profound  challeng 
structural  reform.  [But  it]  posse 
very  substantial  reserves,  has 
trade  surplus,  and  still  maintain 
variety  of  controls  on  capital  flo\ 
The  situation  in  China  is  very 
ent  than  [elsewhere]  in  Asia. 

Q:  What  about  the  rest  of  Asia? 
A:  It's  encouraging  that  those 
tries  that  have  been  the  most  si 
cessful  in  meeting  their  Internat 
Monetary  Fund  commitments — I 
rea,  Thailand,  and  the  Philippine 
have  seen  the  greatest  return  of 
ital.  Others — Indonesia,  Brazil,  an( 
Russia — that  have  been  less  succe 
ful  carrying  through  on  their  com- 
mitments have  [been  less  fortunat 
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TRADING  UP 

(Viklrski  and 

Braley  just 
bought  a  new 
home  and 
locked  in  a  7.5* 

rale-expecting 
higher  interest 


ING 


TIL  HOUSING  BENDS,  NEITHER 
1  THE  ECONOMY' 

Tip  due  to  higher  rates  would  have  a  ripple  effect 


a  year,  Carla  Cerkleski  and  fi- 
i>  Bill  Braley  had  been  contem- 
;ing  a  bigger  house.  In  July,  they 
tion.  Three  days  after  hitting 
kit,  their  old  home  was  snapped 

$1  r,0,0()0— some  $10,000  above 
t"  value.  By  early  August,  the  cou- 

unpacking  in  tlleir  new  $178,000 
the  Dallas  suburb  of  Piano.  "By 

quickly,"  says  Cerkleski,  a  50- 
il  insurance  underwriter,  "we 
iii  a  7.5%  fixed  [mortgage]  rate 
interest  rates  rise  even  further." 
Bderal  Reserve  Chairman  Alan 
pan   has   his   way,   that's  all   but 

(page  38).  In  anticipation  of  fur- 
•d  action,  mortgage  lenders  have 

the  average  rate  on  a  30-year 
ge  from  (I. '.).">' <  in  late  April  to 
today,  tlie  highest  level  in 
tars.  Economists  and  market 
rs  are  betting  that  higher  rates 
tally  rein  in  the  U.S.  housing 
vhich  will  go  a  long  way  in  help- 
enspan  slow  down  the  economy. 
the  housing  market  bends  under 
Krhi  of  higher  interest  rates,  nei- 
ill  til.-  economy,"  says  Mark  M. 
an  economist  « tth  Regional  Fi- 

\    sociates  ii\  West  Chester.  Pa 
li  reckons  that    total  housing-re- 
el i\  it  \      everything  from  home 
j  to  purchases  of  home  furnish- 
i  the  wealth  effect   created  by 

'eal   estate  prices      accounted   for 

h  as  'J.V i  of  the  growth  in  real 


gross  domestic  product  in  the  first  quar- 
ter of  this  year  and  27%  in  the  second 
quarter.  But  as  the  sector  bumps  up 
against  higher  rates,  housing  may  end 
up  being  a  drag  on  the  economy  in  the 
fourth  quarter,  sapping  growth.  "Hous- 
ing is  playing  a  disproportionately  im- 
portant role  in  influencing  the  perfor- 
mance of  the  broader  economy,"  Zandi 
notes. 

A  SPREE.  The  ascent  of  the  stock  mar- 
ket may  be  getting  credit  for  driving 
the  consumer-spending  spree,  but  many 
economists  say  the  real  propellant  has 
been  brick-and-mortar  wealth.  "Any 
wealth  effect  from  [stocks]  remains  con- 
centrated among  high-income  house- 
holds," says  Diane  ('.  Swonk,  chief  econ- 
omist at  Bank  One  Corp.  "The  larger 
issue  for  most  is  the  equity  in  their 
homes  and  their  ability  to  tap  into  it." 

And  have,    g^^mpjjjjjj] 

The  Federal  Reserve 
estimates  that  since 
L995,  capital  gains  from 
home  sales  have  added 
as  much  as  $150  billion 
annually  to  the  econo- 
my. Swonk  figures  that 
"cash  nut"  refinancing, 
in  which  homeowners 
gel    cash    up    front    in 

exchange  for  a  bigger 
mortgage,  contributed 

about  $60  billion  in  ex- 
tra   income    for   con 


WILL  HOUSING 
BECOME  A  DRAG? 
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HOUSING'S 
SHARE  OF 
REAL  GOP 
GROWTH 


A  PERCENT  -ESI 

DATA  BUREAU  OF  ECONOMIC  ANALYSIS  RFA 


Bumen  in  'he  pa  I 

year  alone      much   of 

which  ended  up  tie 
plurged  on  new 

and    home 

modelings,  with  little 
going  into  Bavings. 
Now     that     higher 

mortgage  rate.-  have 
all  but  dried  up  the 
refinance  binge, 
Swonk  next  expects  the  refi  bust  to  cut 
into  consumer  spending — chopping  the 
growth  rate  to  '.¥/>  in  the  fourth  quarter, 
from  17r  in  the  first. 

No  problem.  David  F.  Seiders,  chief 
economist  of  the  National  Association 
of  Home  Builders,  and  others  say  the 
sector  could  use  a  cooldown,  as  the  tor- 
rid pace  over  the  last  18  months  has 
left  builders  struggling  to  keep  up  with 
demand  and  sent  prices  soaring.  "A 
slowdown  in  the  market  is  probably  a 
healthy  thing  right  now,"  says  Bob  Talk- 
ington,  senior  vice-president  for  resi- 
dential real  estate  lending  at  Dallas- 
based  Guaranty  Bank.  "I've  been  in  the 
business  since  1970  and  I've  never  seen 
a  market  where  demand  is  exceeding 
supply  in  so  many  markets  across  the 
country  all  at  the  same  time." 

Higher  rates  have  yet  to  dampen 
home  sales,  but  they  probably  will  in 
time.  The  National  Association  of  Home 
Builders'  Housing  Market  Index,  which 
gauges  builders'  future  expectations  for 
the  market,  fell'  three  points  in  July,  to 
74,  reflecting,  in  part,  builder  concerns 
about  rising  rates,  the  group  says.  And, 
in  June,  housing  starts  dropped  5.6%,  to 
an  annualized  rate  of  1.57  million  units, 
representing  the  slowest  home-building 
rate  in  more  than  a  year — although  the 
slowdown  had  as  much  to  do  with  short- 
ages of  labor  and  materials  as  rates. 

Prices  have  not  felt  a  chill — although 
in  posh  Silicon  Valley  areas  there  was  a 
pause  as  high  rollers,  poorer  after  the 
Net-stock  correction,  headed  for  the 
sidelines.  In  June,  national  median  prices 
on  existing  home  sales  jumped  a  record 
4.3%,  to  $137,000,  while  volume  sur- 
passed expectations,  jumping  10.(5"";  in 
June,  to  a  seasonally  adjusted  annual 
ijBjjjBjjjjjjjjjjj  rate  of  a  record  5.53 
million  units.  Housing 
experts  and  economists 
say  the  surge  was  al- 
most entirely  because 
of  consumers  such  as 

Cerkleski  and  Braley 
jumping  into  the  mar- 
ket to  lock  in  lower 
rates.  In  real  estate,  as 
in  comedy,  timing  is  of- 
ten everything. 

By  Stephanit 
demon  Forest  f,t: 

rani  reports 
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COMMENTARY 


By  Lee  Walczak  and  Richard  S.  Dunham 

NEWT  IS  IN  EXILE.  HIS  IDEAS  AREN'T 


He  lost  his  job,  forced  out  as 
House  Speaker  after  the  gop's 
'98  election  drive  fizzled.  He  lost 
his  soapbox,  relinquishing  his  role  as 
the  Republicans'  top  theoretician.  He 
even  lost  his  marriage.  In  court  pa- 
pers filed  on  July  29,  Newt  Gingrich 
revealed  his  18-year  union  with  his 
second  wife,  Marianne,  was,  like 
his  political  dreams,  "irre- 
trievably broken." 

Nowadays,  the  for- 
mer revolutionary 
toils  at  the  staid 
American  Enter- 
prise Institute, 
studying  his  lat- 
est enthusiasm: 
the  link  be- 
tween technolo- 
gy and  medicine. 
He  tapes  com- 
mentaries for  Pre- 
miere Radio,  the 
talk  network  that's 
home  to  Rush  Lim- 
baugh.  There  are 
speeches  to  true  believ- 
ers for  $50,000  a  pop. 
And  there's  a  new  consult- 
ing firm,  The  Gingrich 
Group,  which  an  aide  says 
"will  help  corporations  shape 
their  strategic  visions  years  into 
the  future."  So  far,  very  few  takers. 
UNDIMMED  INFLUENCE.  But  don't 
shed  any  tears  for  Newton  Leroy 
Gingrich.  Though  his  psychic  losses 
are  many,  his  influence  is  undimmed 
by  exile.  As  Republicans  craft  an 
agenda  dominated  by  huge  tax  cuts 
and  anti-government  rhetoric,  the 
doctrine  Gingrich  shaped  over  two 
decades  in  the  party  trenches  still 
resonates. 

The  gop's  embrace  of  a  tax  cut 
that's  sure  veto-bait?  Pure  Newt. 
The  drive  to  lock  away  Social  Securi- 
ty funds?  Ditto.  From  medical  sav- 
ings accounts  to  antimissile  defense 
systems,  Newt's  fingerprints  are 
everywhere. 

Even  the  high  priest  of  Republi- 
can-style compassion,  Texas  Gover- 
nor George  W.  Bush,  is  campaigning 
on  outtakes  from  Newt's  '94  Contract 
With  America.  Bush  would  slash  tax 
rates,  boost  defense  spending,  and 


curb  trial  lawyers.  "Stylistically,  peo- 
ple are  running  from  the  Newt  lega- 
cy," says  Marvin  N.  Olasky,  a  Uni- 
versity of  Texas  professor  who  has 
counseled  both  Gingrich  and  Bush  on 
social  policy.  "But  if  you  look  at  sub- 
stance, the  legacy  lives." 


The  GOP's  tax-cut 
plans  and  anti- 
government  rhetoric 
are  pure  Gingrich 


The  influence  is  clearest  on  taxes. 
Gingrich  felt  megacuts  would  unify 
social  and  economic  conservatives  by 
helping  restrain  social  spending  and 
government  growth.  And  Gingrich 
reckoned  a  Clinton  veto  of  a  GOP  tax 
bill  would  stampede  voters  to  the 
Republicans.  That  underlies  the  gop's 
push  for  a  10-year,  $792  billion  tax 
cut.  "The  tax  plan  is  Newt-like  be- 
cause it  paints  bright  lines  in  bold 


colors,"  says  Marshall  Wittman, 
Heritage  Foundation  scholar.  "He 
used  taxes  to  polarize." 

Gingrich  was  also  behind  the  g| 
decision  to  go  along  with  the  Pre| 
"save  Social  Security  first"  shtickl 
only  to  remove  the  Democrats'  atf 
ty  to  accuse  Republicans  of  pillag 
seniors'  pensions  to  pay  for  t\ 
cuts  for  the  rich.  But  his 
fix  for  the  retirement  sj 
tern — and  it's  still  the 
gop's — was  creating 
private  accounts  t| 
allow  individuals 
invest  as  they 
choose.  This  f; 
look  for  Bush 
embrace  priv; 
accounts  and 
modicum  of 
roll-tax  relief. 
"Newt's  radii 
active  now, 
lbj  and  Nixon 
says  John  J.  Pi' 
ney,  a  Claremon' 
McKenna  College 
litical  scientist.  But 
"years  from  now,  peo 
will  see  how  much  of  t 
debate  he  shaped." 
Somewhere,  Gingrich  m 
be  smiling — but  that's  conjec- 
ture, of  course.  Aides  will  confir 
only  that  he's  out  of  the  country. 
Gingrich  has  shunned  interviews 
focus  on  his  new  interests  and  his, 
Friends  of  Newt  Gingrich  politic; 
action  committee,  which  claims  it 
raised  $1.3  million  for  the  campai] 
of  gop  technofuturists.  "This  time 
says  an  associate,  "we're  going  to 
contribute  only  to  people  who  sh; 
the  vision." 

In  fact,  recipients  have  to  pass 
litmus  test  by  answering  a  questi 
naire.  But  Newt  may  not  have  to 
canvass  that  many  before  finding 
didates  worthy  of  his  help.  Inside 
gop  tent,  he  still  has  a  lot  more  s 
mates  than  he  may  think — and  ce: 
tainly  more  than  Republicans  are 
willing  to  let  on. 

Walczak  is  Washington  bureau\ 
chief;  Dunham  covers  the  White 
House. 


42  BUSINESS  WEEK  /  AUGUST  30,  1999 


SHEER  ELEGANCE  CAN  GO  HAND 
tf  HAND  WITH  AN  UNERRING  TASTE 
FOR  PRECISION  AND  STURDINESS 
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AVIATION 

I  UXlirj   (  l.iss   I  An  invi- 

tation to  travel  After  a  centui 
ploits,  aviation   still   has  the 

power  to  inspire  drecims.  In  tune 

with  this  spirit,  we  have  created 
watches  and  chronographs  for 

women  with  an  innately  refined 
Style.  Vet  our  i lose  links  with  avia- 
tion have  taught  us  that  aesthetic 
appeal  is  pointless  if  not  combi- 
ned with  technical  perfection.  Our 
movements  meet  all  the  precision 
and  reliability  criteria  required  to 
obtain  chronometer  certification. 
And  each  detail  of  our  watches  is 
designed  for  intensive  use. 
One  simply  does  not  become  an 
aviation  supplier  by  chance. 
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assic  Design 

2213  Glendale  GalleHa 
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THE  ESSENCE  OF 
BREITLING 

Wings  LAD^ .  The  feminine  face  of 
the  inimitable  Bretti  ing style,  in  a 
watch  offering  a  blend  of  utter 
elegance  and  high  performance. 
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TELECOMMUNICATIONS 

WHAT  WILL  AT&T 

DO  WITH  EXCITE@HOME? 

Keep  the  pipelines,  sure.  But  the  content  raises  problems 

If  you're  puzzled  about  what  AT&T  plans 
to  do  with  Excite@Home  Corp.,  you're 
not  alone.  AT&T  is  wondering,  too. 

Excite@Home,  in  which  AT&T  holds 
a  58%  voting  stake,  is  the  much-bally- 
hooed  company  responsible  for  rolling 
out  speedy  Internet  access  over  the  ca- 
ble networks  of  companies  including 
Tele-Communications  Inc.,  which  AT&T 
acquired  earlier  this  year.  But  Excite, 
an  Internet  portal,  and  @Home,  the 
company  that  will  bring  you  cable  Net 
access,  were  once  separate  companies. 
AT&T  is  pondering  whether  that  should 
be  the  case  again. 

Inside  at&t  there's  a  high-stakes  de- 
bate going  on  about  the  future  of  Ex- 
cite@Home.  Why?  Because  AT&T  ceo 
C.  Michael  Armstrong  thinks  that  of- 
fering only  Excite's  content  could  hurt 
his  ability  to  recoup  his  $110  billion  in- 
vestment in  TCI  and  his  other  cable 
property,  MediaOne  Group.  Perhaps, 
he  reckons,  AT&T  could  do  better  strik- 
ing deals  with  mega  content  providers, 
such  as  Yahoo!  and  America  Online. 
An  additional  benefit:  Armstrong  might 
also  skirt  regulatory  control  over 
broadband  service  by  providing  his  own 
form  of  open  access. 
DISCONNECT.  Already,  there  are  reports 
that  suggest  possible  outcomes:  Busi- 
ness Week  Online  reported  portal  Ya- 
hoo! Inc.  has  held  discussions  to  acquire 
Excite@Home.  If  that  were  to  happen, 
some  sources  indicate  that  Yahoo!  might 
keep  Excite,  and  AT&T  could  either  re- 
tain control  of  @Home  or  @Home  might 
be  spun  off.  Separately,  AT&T  confirmed 


it  held  talks  with  AOL,  although  the  kind 
of  deal  discussed  was  not  spelled  out. 
at&t  insiders  say  an  overhaul  in 
Excite@Home's  strategic  plan  is  likely. 
And  even  outsiders  see  the  need. 
"There's  a  disconnect  between  what  Ex- 
cite@Home's  management  is  pursuing 
and  what  AT&T  wants,"  says  John  H. 
Corcoran,  an  analyst  at  Stephens  Inc. 

What  Excite@Home  ceo  Thomas  Jer- 
moluk  wants  is  to  build  Excite@Home 
into  a  content  company  that  could  offer 
customers  virtually  everything  they  need 
online.  Jermoluk  cut  the  deal  to  buy  Ex- 
cite because  he  understands  that  a  com- 
pany that  combines  Net  access  and  con- 
tent, like  aol,  is  more  valuable  than  two 
separate  operations.  Jermoluk  has  a  key 


supporter:  L.  John  Doerr,  who  M 
Excite@Home's  board  and  whos lv< 
ture  firm,  Kleiner  Perkins  Caulj 
Byers,  holds  a  major  stake. 

What's  best  for  Excite@Hom| 
necessarily  best  for  AT&T.  Arm 
wants  to  offer  a  broad  variety 
tent.  With  what  he  calls  an  "open| 
interface,"  an  @Home  subscriber 
get  an  opening  screen  with  six 
content  providers  to  choose  froi 
would  roll  out  its  Net  service 
faster  than  if  the  task  were  left 
cite@Home  alone.  There  are  two 
hurdles.  Excite@Home  now  has 
elusive  contract  to  market  bro; 
service  on  at&t's  cable  network  tl 
2002.  And  to  sell  Excite@Home 
needs  approval  from  now  reluctar 
ners,  Cox  Communications,  Co 
and  Kleiner  Perkins. 

Meanwhile,     the     stocks    of 
Excite@Home 


A 


e 

up  Li 
usgre; 


ON  THE  PROWL 

AT&T  CEO 
Armstrong  may 
still  need  to 
court  other 
providers 


AT&T  are  suffj 
With  fears  that 
isn't  giving  th«j 
pany  its  full  sii 
Excite@Home 
are  down  abouj 
in  the  last ! 
weeks,  at&t's 
tumbled  to  48.44  on  Aug.  11,  a  52 
low,  although  that's  at  least  part 
cause  of  MCI  WorldCom  Inc.'s  pi 
long-distance  rate  cut. 

While  at&t  doesn't  have  complet 
trol  over  Excite@Home,  bet  on 
strong  being  able  to  get  his  waj 
Excite@Home.  That  means  aoi 
probably  be  able  to  market  the  sj 
Net  service  for  AT&T.  "I  think  i 
evitable  that  the  two  companie 
come  to  terms,"  says  Richard  G. 
man,  an  analyst  with  Goldman,  Sa 
Co.  "AT&T  has  the  network  and  AC 
the  customers."  That  would  help 
strong  pay  off  his  $1 10  billion  cab 
By  Peter  Elstrom  in  New  York 
Linda  Himelstein  in  San  Mateo 


Three  Scenarios  for  Excite@Home 


OPTION  #1 


aol  on  steroids  Excite@Home 
CEO  Tom  Jermoluk  would  like  to 
build  the  company  into  an  online  pow- 
er with  a  full  range  of  content  and 
services.  But  that  would  diminish 
AT&T's  ability  to  profit  from  its  cable 
network  by  cutting  deals  with  other 
content  companies.  Bottom  line: 
Excite@Home  shareholders  would  be 
happy,  but  AT&T  would  suffer. 


OPTION  #2 


toe  in  the  water  The  current  situ- 
ation. AT&T  is  in  the  content  busi- 
ness, but  it's  not  taking  full  advan- 
tage of  Excite  as  Jermoluk  wants. 
AT&T  is  having  a  hard  time  cutting 
deals  with  other  content  companies 
because  Excite@Home  has  the  exclu- 
sive right  to  market  AT&T's  cable  Net 
access.  Bottom  line:  Excite  would  be 
a  largely  wasted  asset. 


OPTION  #3 


just  PIPES  AT&T  could  sell  off! 
and  take  control  of  the  @Home  bii 
ness.  That  way,  AT&T  could  marke 
the  content  of  Yahoo!  or  AOL  to  it 
customers.  A  key  issue  will  be  who  . 
controls  the  customer;  AT&T  want 
to  handle  billing  so  it  can  cross-sellf 
long-distance  and  wireless  service.  ' 
Bottom  line:  AT&T  would  benefit,  bi 
Excite@Home  would  suffer. 
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The  best 


enef  it  choices 
wme  from 
he  Principal.  - 


roup  Life,  Dental,  Vision  and  Disability, 
lus  great  service,  all  from  one  provider. 


plan  ahead. 


Want  the  best  insurance  benefits 
for  your  employees?  That's  exactly 
what  coverage  from  The  Principal 
delivers.  We  offer  a  full  range  of 
competitive  insurance  products 
including  group  life,  dental,  vision 
and  disability,  plus  the  flexibility 
to  package  these  options  to  fit 
your  needs  and  budget. 

And  with  service  that's 
dedicated  to  your  area,  you'll 
get  fast,  accurate  claims 
processing.  All  this  from 
The  Principal,  a  company 
with  over  a  century  of 
financial  expertise.  No  won- 
der employers  choose  us  more 
often  than  any  other  major  carrier 
for  their  group  life,  dental,  long 
and  short  term  disability  and 
vision  coverage.*  So  if  you're  not 
getting  this  kind  of  performance 
from  your  provider,  it's  time  to 
change.  Call  your  broker  or 
The  Principal  at  1-800-986-3343 
to  help  your  company  get  ahead. 


Plan  Ahead.  Get  Ahead." 


get  ahead. 


Principal 


Financial 
Group 


Uth,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  funds  •  i<W(k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages 

incipal  i  iii  insurance  t  ompany,  i>i^  Moines,  i  v  50392  Products  and  services  >>iu  red  through  Principal  Life  Insurance  (  ompanj  <  rhe  Principal)  Its  subsidiaries 
'  les  Mutual  funds  and  securities  distributed  through  Princof  I  iu.nui.il  Services  <  orporation  (member  SIK  >  Securities  and  health  care  products  noi  available  in 
pies  'According  to  the  total  number  ol  Employer*  ontracts  reported  i"i  lift  dental,  long  term  dlsabUirj  sin  in  term  disability  and  vision  coverages 

published  In  the  EBPH  (.cup  I  Ife  and  Health  Report  In  Ma)  1998 

wuu  prindpal.com 


News:  Analysis  &  Commentary 


COMMENTARY 


By  Roger  O.  Crockett 


WHY  MOTOROLA  SHOULD  HANG  UP  ON  IRIDIUM 


When  Motorola  Inc.  executives 
dreamed  up  a  globe-girdling 
satellite  communications  sys- 
tem to  connect  wireless  telephone 
users  anywhere  on  earth,  it  seemed 
like  a  grand  idea.  Motorola's  engi- 
neers built  a  66-satellite  orbital  net- 
work with  technology  so  complex 
that  Motorola  ceo  Christopher  B. 
Galvin  has  called  it  "the  eighth  won- 
der of  the  world." 

More  than  a  decade — and  a  billion 
dollars — later,  the  wonder  is  whether 
the  project  will  fly.  Since  it  was 
launched  in  November,  Iridium  has 
signed  only  20,000  subscribers,  far 
below  the  pace  needed  to  nab 
500,000  by  yearend.  Revenues  have 
fallen  short  of  the  $30  million 
promised  to  bankers,  putting  Iridium 
in  default  on  an  $800  million  line  of 
credit.  Now  lead  investor  Motorola, 
with  its  18%  stake,  is  under  pressure 
to  pony  up  more  money. 

That's  the  last  thing  Motorola 
should  do.  It  could  exit  now  with 
hardly  a  blemish  on  its  income  state- 
ment. And  bailing  out  would  enable 
executives  to  continue  the  turn- 
around in  the  company's  core  prod- 
ucts: digital  telephones  and  chips. 
VAIN  HOPE.  But  Galvin  is  signaling 
support  for  the  ill-starred  project  as 
it  comes  under  intense  financial  pres- 
sure. Chase  Manhattan  Corp.  wants 
Motorola  to  put  up  $300  million  to 
guarantee  the  $800  million  loan. 
That's  on  top  of  a  $750  mil 
lion  loan  Motorola  has  al- 
ready guaranteed.  And 
with  a  $90  million 
interest  payment 
due  on  Aug.  15, 
bondholders  are 
looking  to  Motorola, 
too.  Will  Galvin  dig  into 
his  pocket  again?  "We  believe  in  the 
business  model,"  he  says.  "We  hope 
we  will  find  a  way  to  get  through 
this." 

Galvin  argues  that  wireless 
naysayers  were  skeptical  when  Mo- 
torola entered  the  cellular  phone 
business  back  in  1983.  Critics  pre- 
dicted consumers  wouldn't  abandon 
their  regular  phones,  but  the  number 
of  wireless  subscribers  will  hit  539 
million  worldwide  in  2000.  "This  is 


like  deja  vu  all  over  again,"  Galvin 
insists. 

Not  necessarily.  While  industrial 
customers  working  in  such  remote 
places  as  deserts  may  want  Iridium, 
it  needs  a  broader  range  of  cus- 
tomers to  be  profitable.  But  Iridium's 
birds  can't  handle 
more  than  1,100  si-         jp' 
multaneous  calls 
each.  That  means 
Iridium  can't  ^^_ 

achieve  ,-Ti^^^T'  ""• 


economies  of  scale  needed  to  offer 
prices  attractive  to  larger  numbers 
of  users. 

What's  worse,  competition  can 
only  be  expected  to  heat  up.  Global- 
star  is  slated  to  start  service  in  Sep- 
tember. Teledesic,  Lockheed  Martin, 
and  Boeing  want  to  launch  services. 
Rivals  will  offer  cheaper  packages 
than  the  $1,500  Iridium  charges  for 
phone  gear  and  its  $3-a-minute  calls. 

All  of  this  is  making  investors 
anxious.  Though  Motorola  is  coming 
off  second-quarter  earnings  of  $273 


million,  up  44-fold  from  last  year 
shares  dropped  6%  in  the  past 
month  as  Iridium's  troubles  moul 
ed.  "Investors  are  worried  MotoJ 
is  going  to  hang  on,"  says  Mark 
McKechnie,  a  wireless-telecommil 
cations  analyst  for  Bank  of  Ameij 
Securities. 

If  the  company  doesn't,  it  coull 
emerge  relatively  unscathed.  Its| 
nancial  exposure  is  $1.3  billion, 
eluding  bank  guarantees,  bonds 
owns,  and  $400  million  in  vendoip 
nancing.  While  that  shrinks  Motd 
la's  balance  sheet,  any  loss  would| 
count  against  earnings. 
DISTRACTION.  And  Galvin  estab-l 
lished  a  "profit  reserve" — a  cuj 
hole  to  stash  $700  million  in 
ings  from  providing  services! 
and  hardware  to  Iridium — I 
rather  than  letting  the  prd 
flow  to  the  bottom  line.  Th| 
net  effect:  Motorola's  exposi 
is  whittled  down  to  roughly 
million.  That's  easily  offset  by  c^ 
Motorola  is  likely  to  record  from 
cent  sales  of  other  businesses,  sue 
as  its  semiconductor-components 
group.  Better  still,  if  other  investd 
rescue  Iridium  or  buy  the  assets,  [ 
Motorola  could  still  rake  in 
from  selling  the  new  ventu 
service  hardware  and  ope^ 
ing  its  satellites. 

The  most  disturbing 
downside  to  hanging  on: 
long  as  Iridium  ties  down  MotoJ 
la,  the  company  could  be  distracts 
from  its  core  businesses.  With  its| 
new  focus  on  embedding  chips  in 
tomobiles  and  appliances,  MotorolJ 
semiconductor  operation  last  qua 
eked  out  a  profit  for  the  first  timfi 
years.  And  after  initially  missing 
transition  from  cellular  to  digital 
wireless  telephones,  Galvin  has  ml 
huge  strides  by  introducing  an  iml 
pressive  lineup  of  digital  handsets! 
Motorola  also  could  focus  on  makif 
new  satellites  for  the  Teledesic 
system. 

Galvin  already  has  his  hands 
keeping  the  critical  lines  of  busine 
in  good  shape.  He's  begun  a  credit 
turnaround.  Dumping  Iridium  will 
low  it  to  continue. 

With  Catfierine  Yang  in  Washm 
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Systems  Transformer 
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Name:        Hope  Davis 


Job  Description:        Show  companies  how  to  leverage 

— — L    mainframe  capabilities  in  server 

environments. 


Experience:         Helped  a  government  agency  reconfigure 
its  mainframes,  increasing  efficiency 
and  cutting  maintenance  costs  by  92%. 


Quote:  "A  fine-tuned  network  of  multiprocessing 
Parallel  Sysplex  systems  really  is  a  thing 
of  beauty." 


Phone:         1  800  IBM  7777,  ask  for  Services 


www.ibm.com/services/info 


IBM  Global  Services 

People  who  think.  People  who  do.  People  who  get  it. 
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News:  Analysis  &  Commentary 


AUTOS 


HOW  DAEWOO  RAN 
ITSELF  OFF  THE  ROAD 

In  the  drive  to  go  global,  it  refused  to  quit  when  it  was  behind 


Kim  Woo  Choong  thought  he'd 
scored  quite  a  coup  in  1993.  That 
year,  his  Daewoo  Motor  Co.  got  the 
green  light  to  assemble  cars  in  Viet- 
nam. Then  the  economy  stalled,  and  de- 
mand for  cars  plunged  by  one-third,  to 
just  5,200  units  annually.  Daewoo's  sales 
shriveled  to  423  vehicles  in  1998.  Un- 
daunted, Daewoo  launched  a  new  car, 
the  Matiz,  for  $8,800.  Sales  in  Vietnam 
may  now  double  this  year.  But  rivals 
doubt  Daewoo's  total  $33  million  invest- 
ment is  paying  off.  "There's  no  way 
they  could  make  money  at  this  price," 
says  a  foreign  auto  executive  in  Hanoi. 
The  Vietnam  quagmire  helps  explain 
why  Korea's  Daewoo  Group  is  in  such  a 
mess  that  creditors  are  now  trying  to 
force  its  breakup — and  why  it  is  nego- 
tiating with  General  Motors  Corp.  to 
sell  pieces  of  its  car  company.  From  the 
U.  S.  to  India,  Chairman  Kim  is  stum- 
bling in  his  quest  to  build  a  car  giant.  In 


most  places,  the  reasons  are  similar: 
plunging  into  dicey  countries,  selling  at 
a  loss  to  gain  share,  and  refusing  to  re- 
treat when  the  cause  is  hopeless. 

gm  is  vague  on  what  it  wants  out  of 
Daewoo  Motor.  An  earlier  joint  venture 
ended  in  1992  over  management  dis- 
putes, including  Daewoo's  desire  to  ex- 
port its  own  cars  to  gm  markets  abroad. 
This  time,  says  gm  President  G.  Richard 
Wagoner  Jr.,  "we're  looking  at  specific 
assets."  Analysts  suspect  GM  would  like 
Daewoo's  new  plant  in  the  Korean  city 
of  Kunsan,  and  perhaps  its  plant  in 
Poland.  "Nothing  is  imminent,"  says  GM 
CEO  John  F.  Smith  Jr.  Daewoo  declined 
requests  for  interviews. 
"NO  WHITE  KNIGHT."  GM  may  have  a  hard 
time  pricing  any  deal  with  Daewoo.  The 
company  discloses  little  about  how  much 
of  its  assets  it  has  pledged  as  collateral 
to  creditors,  or  how  much  of  its  debts 
are  guaranteed  by  Daewoo  sister  com- 


MATIZ  ON  SALE:  The  bargain  m| 
didn't  save  the  company  in  Vie 


i  't< 


panies.  "It's  hard  to  know  wh 
woo  Motor  is  really  worth,"  says 
L.  Ross  Jr.,  executive  managing 
of  Rothschild  Inc.  Analysts  say  < 
ably  will  refuse  to  take  on  Dae\ 
tor's  $10  billion  in  debts,  "gm  is  n| 
knight   here,"   says   Hank   MoB 
Seoul-based  consultant. 

Daewoo  Motor  is  believed  to 
erating  far  below  its  global  cap; 
3.3  million  units.  The  company 
eked  out  a  $14.5  million  profit  o 
of  $4.2  billion  last  year.  Some  oh 
believe  that  the  company  is  usin 
affiliates  to  hide  losses,  which  I 
denies. 

Daewoo's  big  problems  begai 
Korea's  economy  crashed.  In  J; 

1998,  the  company  bulked  up  by 
Korea's  Ssangyong  Motor  Co. 
sales  plunged  by  56%  in  Korea  la 
Daewoo  pumped  up  in  Europe  a 
U.  S.  In  Britain,  Daewoo  offered 
1,000  customers  trade-ins  aft 
months  for  new  models  at  no  c 
In  the  U.  S.,  it  launched  three  r 
starting  with  the  $9,000  Lanos 
back,  aimed  at  college  students. 

Daewoo  sales  in  Britain  spurte 
to  30,400  units,  in  1998.  "In  m; 
this  is  unsustainable,"  says  Auto 
Industry  Data  Ltd.  analyst 
Schmidt,  because  success  depen 
cut-rate  prices.  In  America,  Kii 
lege  strategy  produced  sales 
14,000  cars  in  the  first  six  mo 

1999.  Back  home  in  Korea,  Dae 
offering  car  loans  that  are  intere 
for  up  to  30  months.  "It's  good 
consumer — but  it's  killing  the 
ny,"  says  Chung  Mong  Gyu, 
chairman  of  Hyundai  Motor  Co. 

Chairman  Kim's  game  plan  foil 
talizing  Daewoo  Motor  is  uncle; 
most  analysts  agree  it  will  be  h; 
Kim  to  salvage  Daewoo  Motor 
surrendering  control.  Daewoo's  cl 
bounced  over  many  potholes  of  th 
al  economy  in  years  past.  But  the 
his  journey  finally  looks  near. 

By  Jennifer  Veale  in  Seoul 
Larry  Armstrong  in  Los  Angel 
Joann  Mutter  in  Detroit 


Daewoo's  Global  Headaches 


Car  sales  plunged 
by  56%  in  1998,  to 
234,000  units,  as 
Daewoo  was  adding 
capacity. 


The  goal  to  sell 
100,000  cars  in  its  first 
year  is  unlikely  to  be 
met.  Daewoo  is  offer- 
ing steep  rebates. 


WESTERN  EUROPE 


Sales  have  risen  in 
Britain,  Germany, 
and  Italy.  But  analysts 
don't  expect  the  gains 
to  last. 


Analysts  estimate 
Daewoo  is  losing  more 
than  $30  million  annu- 
ally by  offering  $2,500 
discounts. 


Its  hopes  of  hitting! 
big  by  arriving  earljh! 
have  been  dashed  1 
rivals  and  a  decline 
demand. 
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Educational  Strategist 

Name: 

— — ■ 1 

Grace  Liu 

f 

ob  Description: 

Work  with  schools  to  develop  and 
-   implement  technology-based  solutions 
that  improve  the  way  students  learn. 

Experience: 

Currently  helping  San  Francisco's  school  district 
design  a  case  management  tool  that  prevents 
students  in  need  from  getting  lost  in  the  shuffle. 

Quote: 

"Ki 
iftl 

ds  can't  fall  through  the  cracks 

lere  are  no  cracks  to  fall  through:* 

Phone: 

1  800  IBM  7777,  ask  for  Services 

— 

Web: 

www.ibm.com/services/info 

IBM  Global  Services 

People  who  think.  People  who  do.  People  who  get  it. 

business  people 
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STRATEGIES 


WILL  HUIZENGA'S 
LATEST  U-TURN  WORK? 

AutoNation  refocuses  on  new  cars  and  fixed  prices 


.  ' 


For  all  his  storied  successes  in  trash- 
hauling  and  video  rental,  H.  Wayne 
Huizenga  has  found  the  auto  busi- 
ness a  bumpy  ride.  In  the  past  three 
years,  he  has  shifted  the  focus  of  his 
Fort  Lauderdale-based  AutoNation  Inc. 
from  used-car  megastores  to  rentals  to 
new-car  dealerships,  with  disappointing 
results.  After  an  extraordinary  runup 
two  years  ago,  to  nearly  45,  Auto- 
Nation's  stock  remains  stuck  in  a  ditch 
at  around  15. 

Now,  Huizenga  is  making  another  U- 
turn.  On  Aug.  2,  he  announced  he  will 
jettison  his  auto-rental  businesses.  He 
plans  to  refocus  AutoNation  back  toward 
new-car  sales — co-branding  nearly  400 
franchises  in  23  states  with  the  Auto- 
Nation name  by  Oct.  1.  And  within  a 
year,  he  plans  to  implement  a  "no-haggle" 
pricing  policy  across  the  entire  chain. 
Taken  together,  he  says,  the  moves  will 
reinvent  auto  retailing.  'We  haven't  been 
able  to  get  all  cylinders  running  at  one 
time,"  concedes  Huizenga.  "But  now,  we 
think  we  have  the  business  model." 
POTHOLES  AHEAD.  To  succeed,  he  knows 
he  needs  more  auto  expertise.  So  Hui- 
zenga and  longtime  colleague  Steven  R. 
Berrard  will  soon  step  down  as  co-CEOs 
in  favor  of  a  car  veteran.  'We've  done  a 
good  job,"  Huizenga  says,  "but  we  need 
to  bring  in  some  fresh  talent  to  take  it 
to  the  next  step."  Two  weeks  ago,  John 
H.  Costello — a  former  Sears,  Roebuck  & 
Co.  executive  who  served  just  eight 
months  as  AutoNation's  president — was 
replaced  by  Michael  E.  Maroone,  a 
second-generation  car  dealer. 

Even  with  the  turnover,  some  ob- 
servers think  Huizenga's  latest  plan  may 
hit  more  potholes  along  the  way.  "This 
business  is  much  more  complex  than 
anything  Huizenga's  done  in  the  past," 
notes  Tom  Thomson,  an  auto-retail  ana- 
lyst at  First  Union  Capital  Markets. 
And  Jeremy  P.  Anwyl,  president  of  auto 
consultant  Marketec  Systems  Inc.,  says 
the  rebranding  effort  and  shift  to  fixed 
pricing  will  hurt  short-term  profitability. 
Huizenga  has  bought  the  best  franchis- 
es in  many  cities,  Anwyl  says,  but  by 
changing  both  the  management  style 
and  dealership's  name,  he'll  wipe  out 
much  of  the  original  commercial  value. 
No-haggle  pricing  also  leaves  room  for 


other  retailers  to  un- 
dercut the  chain.  "If 
you  don't  mind  doing 
a  little  bit  of  arm- 
wrestling  with  a 
dealer,  you're  going 
to  get  a  better  deal," 
says  Anwyl. 

Still,  Huizenga 
remains  confident. 
Since  December, 
AutoNation  has  been 
testing  the  rebrand- 
ing strategy  and  no- 
haggle  pricing  in 
Denver.  There,  the 
company  consolidat- 
ed its  17  dealerships 
under  the  "John  El- 
way  AutoNation" 
name,  after  retired 
Broncos  quarterback 
John  Elway,  who 
owned  six  of  the 
stores.  So  far,  unit 
sales  in  Denver  are 
up  40%,  and  Auto- 
Nation has  boosted 
its  market  share  in  brands  it  sells  to 
34%  from  24%,  the  company  says. 

That  success,  though,  came  at  the  ex- 
pense of  the  bottom  line.  AutoNation 
slashed  prices  to  levels  that  cut  pretax 
margins  in  Denver  below  2% — lower 
than  the  industry  average  of  2.5%. 
Huizenga  says  the  company  should  be 
able  to  raise  prices  enough  to  bring 
margins  above  3%  by  yearend. 

Given  Huizenga's  track  record,  many 
investors  are  eager  to  see  him  redeem 
himself.  Following  his  proven  formula  of 
using  a  lofty  stock  price  to  fund  acquisi- 


Growth  Is  on  Autopilot 


GIVING  UP  THE  WHEEL 


says  "fresh 
has  hired  a 


1996 

1997 

1998 

1999* 

NEW-CAR 
FRANCHISES 

16 

256 

371 

396* 

USED-CAR  STORES 

7 

25 

42 

42* 

AUTO  REVENUES 

BILLIONS 

$2.9 

$6.1 

$12.6 

19.5** 

AUTO  OP.  INCOME 

MILLIONS 

$33 

$(68) 

$396 

618** 

*  Estimated  full  year  **  As  of  June  30,  1999 

DATA.  BUSINESS  WEEK,  SALOMON  SMITH  BARNEY 


Hijizenj 
talent"  is  needed,  so  | 
car  veteran  as  CEO 


tions,  he  has  done  a  remarkable 
building  revenues.  Dealership  salei 
grown,  along  with  the  number  of 
Nation  outlets,  from  $2.9  billion 
to  a  projected  $19.5  billion  this  ye; 
day,  AutoNation  is  more  than  six 
the  size  of  its  closest  competitor.  " 
look  out  two  to  three  years,  a 
well-branded  nationwide  auto  deal 
make  a  nice  living,"  says  Christ 
Grisanti,  research  director  at  inves 
managers  Spears  Benzak  Salo 
Farrell,  which  owns  nearly  4  n 
shares.  Even  rivals  are  impre 
"They're  bold  and  creative,"  says 
Smith,  president  of  Sonic  Auton 
Inc.,  with  78  dealerships. 

Despite  the  fall-off  in  its  stock 
AutoNation  still  trades  at  aboi 
times  expected  2000  revenues,  an: 
note,  vs.  11  times  for  other  auto  r 
ers.  That  signals  that  Wall  Street  t 
AutoNation  is  on  to  something 
But  it  also  means  AutoNation  hasl 
much  further  to  fall  if  Huizengaij 
to  reinvent  auto  retailing  as  prom 

By  David  I 
i)i  Fort  Lauderdale 
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IBM  Global  Services 


Implemented.  Over  100,000  people  worldwide  who  have 
worked  in  all  kinds  of  industries.  People  who  understand 
how  technology  can  solve  real  business  problems,  or  take 
advantage  of  new  opportunities.  People  who  help  you 
make  sense  of  technology,  who  work  with  you -making 
sure  the  solution  you  want  is  the  solution  you  get. 


1  800  IBM  7777,  ask  for  Services 


www.ibm.com/services/info 


IBM  Global  Services 

People  who  think.  People  who  do.  People  who  get  it. 


business  people 


In  Business  This  Week 


EDITED  BY  MARK  FRANKEL 


ALCOA  LAUNCHES  A 
BID  FOR  REYNOLDS 

ALAIN  BELDA,  ALCOA'S  NEW 
chief,  won't  be  shunted  aside 
by  the  consolidation  sweep- 
ing the  aluminum  industry. 
After  unsuccessfully  wooing 
Reynolds  Metals  in  March, 
Belda  launched  a  $5.6  billion 
hostile  cash-and-stock  take- 
over bid  for  the  U.  S.'s  No.  2 
producer  on  Aug.  11.  Citing 
the  industry's  "rapidly  chang- 
ing profile,"  Belda  warned 
Reynolds  executives  in  a  let- 
ter that  "this  is  a  transaction 
we  must  pursue."  The  deal 
would  preserve  Alcoa's  No.  1 
status;  the  day  before,  Cana- 
da's Alcan  Aluminum,  France's 
Pechiney,  and  Switzerland's 
Alusuisse  Lonza  Group  an- 
nounced their  own  plans  to 
merge.  But  U.  S.  regulators 


CLOSING    BELL 


STRONG  LINK 

Investors  gave  Cylink  the 
stamp  of  approval  for  making 
the  U.S.  Postal  Service's  new 
E-postage  system  secure. 
Cylink's  stock  jumped  21% 
on  Aug.  9,  to  6K,  after  the 
usps  authorized  Stamps.com 
and  rival  E-Stamp  to  sell  E- 
postage  over  the  Net.  Actual- 
ly, Cylink,  in  Sunnyvale, 
Calif.,  has  ended  its  hard- 
ware and  service  contract 
with  the  USPS,  but  investors 
may  be  eyeing  September, 
when  it  reveals  a  commercial 
version  of  its  security  system. 
It  closed  Aug  11  at  5%. 


usaH 

4.  First- Class  Rate 


III — 1 — 1 — 1 — 1 — r 
JULY  28,  '99 


1      1      1 — 1 
AUG.  11 


have  already  halted  asset 
sales  between  Alcoa  and 
Reynolds  and  could  squelch 
this  move. 


ILLNESS  WONT  STOP 
SOUTHWESTS  CEO 

SOUTHWEST  AIRLINES  CEO 
Herbert  Kelleher  announced 
Aug.  11  that  he  has  prostate 
cancer  and  will  undergo  radi- 
ation treatment  for  eight 
weeks.  Kelleher  called  the 
disease  "a  mundane,  routine, 
and  fairly  insignificant  case," 
but  said  he  was  making  it 
public  to  squash  rumors. 
Kelleher,  68,  said  tests  show 
no  other  health  problems,  so 
he  will  not  surrender  any  of 
his  usual  duties. 

The  airline's  flamboyant 
co-founder  insists  "there's  no 
need  to  update  any  suc- 
cession plan."  That  leaves 
Southwest  flying  without  an 
obvious  heir  apparent  (BW — 
Aug.  16). 

A  GRAPHICS  STAR 
RESTRUCTURES 

THE  WORLD  DOESN'T  APPRECI- 

ate  technical  grandeur  for  its 
own  sake  anymore;  that's  the 
lesson  in  Silicon  Graphics' 
drastic  restructuring  an- 
nounced Aug  10.  Besides  sell- 
ing its  unit  which  makes  Win- 
dows-based workstations,  it 
will  stop  designing  the  chips 
that  made  its  gear  de  riguew 
for  movie  special-effects  hous- 
es. And  it  will  also  unload 
what's  left  of  Cray  Re- 
search, which  it  bought  in 
1996  for  $576  million,  sol's 
new  plan  is  to  hitch  its  wag- 
on to  Linux,  the  fast-emerg- 
ing rival  to  Microsoft's  Win- 
dows. While  that  sounds  good, 
analysts  say  SGl's  best  chance 
is  to  be  acquired. 

FINES  FOR  UPS  MAY 
THREATEN  ITS  IPO 

WILL  UNITED  PARCEL  SER- 
vice's  ipo  be  scuttled?  A  tax 


HEADLINER:   MARK   HOGAN 


FROM  ASSEMBLY  LINES  TO  ONLINE 


Mark  Hogan  will  bid  adieu 
to  General  Motors'  assem- 
bly lines  not  a  moment  too 
soon  for  the  United  Auto 
Workers.  Three 
months  ago,  uaw 
chief  Stephen 
Yokich  was  so 
furious  about 
Hogan's  advo- 
cacy of  shifting 
some  sub-assem- 
bly work  to 
nonunion  suppliers 
that  he  urged  gm  to  can 
Hogan  as  general  manager 
of  its  small-car  operations. 
Instead,  GM  promoted 
Hogan  on  Aug.  10,  placing 
him  in  charge  of  a  new  In- 
ternet business  unit,  e-GM, 
that  GM  says  could  gener- 
ate $6  billion  annually.  He 
will  oversee  global  integra- 
tion of  a  range  of  high-tech 


services,  from  gm's  OnS 
vehicle  communications! 
service  to  its  surging  GP| 
BuyPower  Internet 
site.  The  idea:  lei 
age  gm's  Web 
muscle.  "Wei 
come  to  real! 
that  if  we  d<j 
move  with 
ternet  speec 
we  could  bec<j 
extinct,"  says 
Hogan,  48.  CharaJ 
teristically,  he's  barging 
ahead  in  his  new  job. 
not  going  to  ask  permisl 
sion.  I'm  going  to  ask  fof 
forgiveness."  Meanwhilj 
GM  has  shelved  plans  fo| 
the  controversial  plants 
Hogan  advocated,  a  mo1 
sure  to  please  the  UAW  i 
ongoing  contract  talks. 
Joann  Mullet-  in  Dei 


court  judge  on  Aug.  9  or- 
dered ups  to  pay  hundreds 
of  millions  of  dollars  in  back 
taxes  and  penalties  for  a 
reinsurance  scheme  UPS 
started  in  1984.  The  irs 
claims  UPS  shifted  insurance 
expenses  offshore  to  avoid 
taxes,  ups  says  it  may  ap- 
peal, but  that  the  case  won't 
affect  the  $3  billion  to  $5 
billion  ipo  planned  for  later 
this  year.  Analysts,  though, 
wondered  whether  investors 
would  hesitate,  faced  with  a 
tax  bill  that  could  could  pos- 
sibly top  $1  billion,  the  com- 
pany admits. 

BEAR  STEARNS 
SETTLES  CHARGES 

AFTER  A  TWO  YEAR  INVESTI- 

gation  by  the  Securities  & 
Exchange  Commission,  Bear 
Stearns  Cos.  will  pay  $38.5 
million  to  settle  civil  and 
criminal  charges  in  connec- 
tion with  its  customer,  A.  R. 
Baron  &  Co.,  a  now-defunct 


brokerage  firm  that  cJ 
millions  in  investor  la 
The  sec  also  charged 
Stearns  President  Riq 
Harriton  with  fraud, 
ton,  who  resigned  froml 
Stearns  Aug.  5,  the  dal 
sec  announced  the  si 
ment,  is  fighting  the  ch^ 
"The  message  has  beer 
that  a  clearing  broker! 
not  take  the  traditional 
ture  of  hear  no  evil,  s^ 
evil,"  says  John  Cof 
professor  at  New  York] 
lumbia  Law  School. 

ET  CETERA . . . 

■  Procter  &  Gamble  \ 
closely  held  pet-food 
lams  for  $2.3  billion. 

■  Lucent  Technologie 
acquire  International 
work  Services  for  $3.8 

■  Duncan  Hennes,  fo: 
of  Bankers  Trust,  is  nev 
of  Soros  Fund  Manage: 

■  IPOs  live!  Shares  of  1 
vendor  Red  Hat  tripled 
first  trading  day. 
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the  Internet  where  more  than 


Wa 


wonderful,  new  ways 


Washington  Outlook 
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AT  LEAST  YOU  DON'T  HAVE  TO  EAT 
RUBBER  CHICKEN  ONLINE 


Democratic  Presidential  hopeful  Bill  Bradley  made  headlines 
when  midyear  fund-raising  reports  showed  him  giving 
Vice-President  Al  Gore  a  run  for  the  money.  And  in  cy- 
berspace, Bradley's  fund-raising  star  shines  even  brighter.  So 
far,  he  has  raked  in  $312,000  over  the  Net,  far  more  than 
Gore  and  almost  as  much  as  all  other  contenders  combined. 

Besides  using  his  site  to  mobilize  foot  soldiers,  Bradley 
uses  pop-up  promotions  to  steer  supporters  to  a  donors'  page. 
The  upshot:  His  site  is  luring  thousands  of  younger,  first-time 
givers — just  the  sort  of  nontraditional  voters  who  are  the 
bulwark  of  his  campaign. 

Bradley  isn't  the  only  candidate 
trolling  for  E-dollars.  When  the  Feder- 
al Election  Commission  on  June  6 
0.  K.'d  federal  matching  funds  for  cred- 
it-card donations  over  the  Internet,  cam- 
paign Webmasters  quickly  turned  most- 


ELECTION  20 


THE      MONEY     C  Hi 


WWW.GIVEHERE.COM 


WEB  SITE 


WWW.BILLBRADLEY.COM 


pitches.    By    attracting   more 
'low-dollar"  donors,  online  giv- 
ing can  potentially  dilute  the 
power  of  fat  cats — making  poli- 
tics more  democratic.  The  Net,  says  R.  Rebecca  Do 
chair  of  Hockaday  Donatelli  Campaign  Solutions  in  Alex 
Va.,  is  "the  ultimate  grassroots  fund-raising  mechanisr 
Not  surprisingly,  GOP  Presidential  aspirant  ForbeJ 
launched  his  campaign  on  the  Net,  has  big  plans  for  N4 
ing.  On  June  16,  he  ducked  out  of  a  dinner  at  the  Waldj 

toria,  where  contributors  had 
to  $1000  a  plate,  to  chat  for 
utes  with  400  supporters  wl 
$10  each  to  attend  online. 

Now,  armed  with  demograph 
files  of  25,000  registrants  to 
Forbes  is  mulling  online  fund- 


AMOUNT 
RAISED* 


NO.  OF 
DONORS 


$312,000       2,000 


ly  informational  sites  into  money-raising      WWW:McCA!N2000:C0.N! lOOjOOO 1,100      events  for  sdect  groups,  j 


machines.  The  sums  raised  so  far  are      WWW.EDOLE2000.ORG  76  000  NA      Forbes's  Net  consultant,  says 

small,  but  pros  say  the  potential  is  huge.  magazine  Chairman  Caspar  W.l 

Online  fund-raising  is  part  of  a  broad-      WWW.ALGORE2000.COM  70,000  NA      berger,  a  former  Defense  Seel 

er  trend  that's  seeing  candidates  em-      u/wu/  REORGEWBUSH  COM  41  t»7?  377      ma^  nos^  an  on^ne  reception  fJ 

brace  the  Net's  interactivity  to  connect      - - ' erans.  Also  on  the  drawing  boa^ 

with  voters.  "What  TV  did  for  the  1960      WWW.F0RBES2000.COM  30,000       1,000      mail  solicitations  to  doctors. 

Presidential  election,  the  Internet  will  do  """ 7 ""'  77"  7  Offline  popularity  is  no  ?ua 

e      4-u     onnr,  n  t     •      t>   n  •*  *  Dollar  figures  are  through  July  31  _,  f  r     „    ".,.,     .    ° 

for  the  2000  races,    says  Janice  B.  Grif-  of  E-donations.  Exhibit  A  is 

fin,  National  Chair  of  the  Women's  Leadership  Forum,  a  De-      W  Bush,  who  may  be  shattering  fund-raising  records  I 
mocratic  donor  network  The  Republican  National  Committee,  for      but  so  far  has  raised  only  $41,572  online.  His  team  bh| 
example,  has  raised  $200,000  online  since  1996.  By  2004,  it  ex- 
pects the  Net  to  generate  25%  of  all  contributions  of  $100  or  less. 

Although  Gore  was  slow  to  promote  online  giving,  he's  ped- 
aling fast  now.  On  Aug.  10,  while  the  Veep  spent  nearly  an 
hour  online  answering  questions,  his  site  repeatedly  flashed  "to 
contribute  to  Gore  2000  online,  click  here." 

Online  fund-raising  won't  replace  traditional  solicitations 
anytime  soon,  though.  Rather,  it  lets  candidates  broaden  their 
appeals  beyond  the  retirees  who  tend  to  respond  to  direct-mail 


clunky  Web  site  and  promises  to  make  it  user-friendly.  | 

Fund-raisers  are  coming  to  love  the  Net  because  it's 
cheap.  Faced  with  a  stack  of  unfulfilled  pledges  as  tl 
June  reporting  deadline  loomed,  gop  operative  Nancj 
skor  of  Arlington,  Va.,  E-mailed  reminders  to  prosp 
donors — and  got  half  to  ante  up.  "If  I  had  phoned,  I 
been  lucky  if  10%  called  back,"  she  says.  Now,  if 
could  only  find  a  way  for  politicians  to  kiss  babies  or 

By  Amy 


CAPITAL  WRAPUP 


BIG  BIZ  AND  SOFT  MONEY 

►  Fueled  by  record  corporate  giving, 
Republicans  have  opened  up  a  com- 
fortable lead  over  Dems  in  the  soft- 
money  chase.  While  the  two  parties 
raised  nearly  identical  amounts  of  the 
unlimited  contributions  from  wealthy 
individuals,  the  gop  raked  in  67%  of 
Corporate  America's  $25.8  million  in 
soft-money  donations  in  the  first  half 
of  1999,  according  to  Campaign  Re- 
form Project,  a  group  backed  by  ex-in- 
vestment banker  Jerome  Kohlberg. 
Overall,  the  two  parties  have  taken 


in  $46  million  in  soft  money  this  elec- 
tion cycle,  with  $27  million  going  to 
the  gop  and  $19  million  to  Dems. 
That's  up  15%  over  the  first  six 
months  of  '97  and  a  38%  jump  over 
the  same  period  in  '95. 

The  biggest  soft-money  donor,  AT&T, 
raised  its  contributions  from  $269,921 
in  1997-98  to  $751,150— and  counting. 
The  giving  accelerated  with  the  No- 
vember, 1997,  arrival  of  ceo  C. 
Michael  Armstrong. 

AT&T  isn't  the  only  telecom  company 
upping  the  ante.  Two  others — SBC 
Communications  and  BellSouth — have 


almost  tripled  their  soft-money  dol 
tions  in  the  past  two  years.  While! 
of  AT&T's  largesse  goes  to  the  gop,I 
other  telecom  donors  more  evenlyl 
vide  their  giving.  The  Democrats'  [ 
share  has  increased  from  23%  to 
since  '97. 

Philip  Morris,  Pfizer,  and  Enron 
among  the  big  corporations  whose 
money  overwhelmingly  goes  to  th^ 
GOP.  Business  interests  gave  10 
more  than  organized  labor,  which 
kicked  in  $2.5  million.  But  92%  of  | 
union  cash  went  to  Democrats. 

By  Richard  S.  DwA 
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Is  big  as  your  ideas. 
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(Geniuses  included.) 
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l^peed  Internet 


/Long  Distance 


t    -.m.iUi'i 

ompanies 


Now  it's  easy  to  get  the  communications  capacity  you  need  to  do  business  toe 

SmartWave"  technology  gives  any  size  company  many  of  the  advantages  of  a  fiber-optic  connection, 

all  from  our  small  antenna  on  the  roof  of  your  office  building.  You  get  Internet  access  up  to  100  times 

faster  than  a  dial-up  connection.  Enough  power  for  full-motion  videoconferencing.  Plus  high-quality 

local  and  long  distance  phone  service.  And  our  pricing  is  equally  amazing.  For  local  calls  and  the 

Internet,  it's  a  flat  monthly  charge  that's  up  to  30%  less  than  you  currently 

pay.  And  for  long  distance,  your  interstate  calls  are  as  low  as  5.5c  a  minute.      ^^ 

Contact  us.  After  all,  we  know  how  much  you  appreciate  a  good  idea.        I6IIQGITC 

For  more  information,  visit  www.teligent.com,  n. sm«iv*» *><*«»***, 
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Does  Not  Live  { 
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It's  fortunate  then,  that  man  (arid  woman)  can  find  | 
everything  for  their  businesses  right  here  at  Value  Amenc^ 
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The  Downside  to  Success 

Value  America  has  been  so  suc- 
cessful bringing  affordable  tech- 
nology   solutions    to   American 
businesses,  we  may  have  caused  a 
little  problem  for  ourselves.  Folks 
think  of  us  as  a  technology  source, 
a  hardware  store.  That's  true,  but 
it's   far   from  being  the  whole 
truth!  We  are  also  the  best  source 
for  everything  else  your  business 
needs,  from  software  and  peripherals  to  office  and 
mailroom  products,  supplies  and  furnishings. 

Just  the  Fax,  Ma'am 

The  fact  is,  we've  got  tens  of  thousands  of  grea 

ness  products,  covering  virtually  ev 

from  PCs  to  paperclips. 
Value    America    is    the 
biggest  office  supply  and 
computer    store    you've 
ever  seen,  and  it's  also  the 
most     convenient:     it's 
located    on    your    desk- 
top—on    the     Internet, 
where  you  can  get  to  it 
24  hours  a  day. 
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Shop  the  Smarter  Store      I 

If  you're  smart,  you  shop  a 
places  that  know  their  prod 
ucts_places  that  can  give  yoJ 
the  information  you  need  tj 
make     intelligent     purchasinj 
decisions.  There  are  two  factor 
that    make    Value    America    j 
smarter  place  to  shop.  First,  ou 
multimedia  product  presenta 
tions  go  far  beyond  simple  bull 
lets  lists.  They  communicate  the  things  people  wan 
and  need  to  know  about  business  products.  Second! 
because  we  have  direct  relationships  with  the  leading 
brands  in  technology  and  office  products,  we  get  th 
facts  straight-straight  from  the  suppliers. 


We  have  a  large  support  staff  ready 
to  help— with  answers,  business- 
lease  information,  special  quantity 
pricing— you  name  it.  Whether  you 
prefer  the  anonymity  of  the  Internet 
experience  or  the  confidence  gained 
via  one-on-one  contact  with  a  well-trained  represent.-, 
tive,  Value  America  is  there  for  you.  Information 
Selection.  Service.  Price.  Perfect! 


CM 
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at  a  Coincidence, 
e  Don't  Sell 
echnology  Alone. 
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HONG  KONG 


A  BOURSE 
OF  THEIR  OWN 

Hong  Kong's  GEM  may  give  Asia's  tech  startups  a  big  lift 


finance  growth  anc    ir 


venture  capitalists 
route  when  it's  ti 
cash  out. 

While  gem  will 


I 


cof  fir 

tmiist: 


Action  Electronics,  a  small  maker 
of  computer  monitors  in  Taiwan, 
has  a  size  problem.  It  wants  to 
expand  its  two  factories  in  China, 
but  Taiwan  limits  how  much  local  com- 
panies can  invest  there.  The  company's 
solution:  Head  for  Hong  Kong's  Growth 
Enterprise  Market,  a  soon-to-open  sec- 
ond board  aimed  at  small  and  midsize 
high-tech  companies.  Action  hopes  to 
raise  $13  million  next 
year  by  listing  its 
Hong  Kong  subsidiary, 
which  can  then  invest 
the  mainland,  free 


panies  in  the  Greater  China  region. 
When  the  Stock  Exchange  of  Hong  Kong 
launches  GEM  this  fall,  the  Nasdaq-style 
market  promises  to  alter  life  as  Asian 
tech  startups  know  it.  Whether  they  are 
in  Taiwan,  Hong  Kong,  or  China,  tech 
entrepreneurs  have  often  been  long  on 
ideas  and  short  on  capital.  The  new 
bourse,  designed  for  companies  without 
proven  track  records,  will  enable  them  to 


with  a  single  li 
don't  worry  about 
The  board  expec 
have  up  to  50  listec 
panies  within  its 
year.  Dozens  of  T 
companies  are  said 
in  line.  And  in  Chi 
terest  among  mai 
companies  is  so  hig 
five  gem  seminars 
each  drawn  500  vi: 
gem's  timing  i 
impeccable.  Whil 
Internet  craze  m 
abating  on  Wall  £ 
it  is  beginning  to 
in  Asia.  An  all-elec 
exchange  for  techi 
companies  also 
boost  Hong 
chances  of  fendir 
competition  from 
regional  financial  c 
such  as  Singapore  and  Shanghai 
For  China,  new  sources  of  capit 
be  crucial  as  the  country's  econc 
increasingly  driven  by  private  com 
rather  than  lumbering  state  enter 
"These  companies  are  reachin 
stage  where  they  need  money 
pand,"  says  K.  S.  Lo,  a  property 
nate  appointed  by  the  Hong  Kong 
Exchange  to  set  up  gem.  "If  C 
enterprise  reform  is  successful,  w 
be  the  biggest  gold  mine  in  the  v 
gem  faces  challenges.  For  one 
Asian  tech  companies  dream  of  > 
listings,  not  going  public  on  gem. 
policing  a  market  with  lots  of 
startups  will  test  regulators,  given 
Kong's  taste  for  speculation.  Aw 
past  scandals  involving  Chinese  c 
nies  listed  on  Hong  Kong's  main 
gem  admits  there  is  potential  for 
business.  In  publicity  material,  it  \ 
self  as  the  "Buyers-Beware  Marl 
Informed  Investors." 
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THE  RULES  AT  THE  NEW  EXCHANGE 


LISTING  REQUIREMENTS 


on 

of  Taiwanese  restric- 
tions. Says  Action 
Vice-President  Chao 
Teng-peng:  "The  new 
Hong  Kong  market 
should  be  a  good  op- 
portunity for  us." 
And  for  other  corn- 


Company  must  be  in  operation 
for  two  years  but  does  not  need 
to  show  profitability.  The  Stock 
Exchange  of  Hong  Kong 
requires  $6.5  million  profits 
over  the  previous  three  years 
and  three  years  in  business. 


DISCLOSURE 


Twice  a  year,  companies  must 
compare  performance  to  plans 
at  listing.  Financials  must  be 
published  45  days  after  each 
quarter.  The  main  board  doesn't 
require  comparisons  and  wants 
financials  every  six  months. 


Audit  committees  and  comd 
ance  offers  are  mandatory, 
vestment  banks  must  mor 
listed  companies  for  two 
Hong  Kong  exchange  has 
such  requirements. 

DATA:  GROWTH  ENTERPRISE  MARK 


Ho.  He 
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IBM's  disclosure  rules  require  swifl 
Htiim  of  financial  statements,  and 
dies  must  report  how  closely  they 
lowing  business  plans.  That's  more 
he  main  hoard  demands.  Bui  GEM 
make  companies  show  they  are 
ible  prior  to  listing.  That  opens 
K»r  to  flimsy  mainland  ventures 
ave  no  business  offering  stock. 
IFUL.  Questions  aside,  the  antiei- 
is  palpable  as  gem's  launch  draws 
Neither  gem  nor  the  local  mer- 
banking  community  is  sa^ng  who 
t  first.  But  the  money  now  is  on 
>m,  a  portal  in  Sunnyvale,  Calif., 
mots  in  Taiwan  and  China. 
)m  could  do  GEM  proud.  It  nans 
5  most  popular  Web  site.  Prepar- 
list  on  Nasdaq,  it  could  list  on 
.  the  same  time. 

icver  goes  first,  gem  aims  for  a 
listings  by  yearend.  About  40%  of 
thinking  of  listing  are  from  Tai- 
KM  officials  say.  The  rest  are  from 
Kong  and  China.  For  Charles 
ceo  of  Sohu  Inc.,  a  Beijing  por- 
im's  draw  is  powerful.  Since  ven- 
apitalists  typically  reap  profits 
i  startup  goes  public,  having  no 
t  has  made  it  tough  to  attract 
"Many  of  the  thousands  of  tech 
des  starting  in  China  were  starv- 
death,"  Zhang  explains.  While 
too,  is  looking  at  a  U.S.  listing, 
fers  one  thing  Nasdaq  never  will, 
l  the  same  side  of  the  globe  as 
,"  Zhang  says.  "Investors  could 
mow  a  company's  product." 
.  argument  doesn't  convince 
ne.  Danny  Cheng,  co-founder  of 
;-is  Software  in  Hong  Kong,  thinks 
ight  be  too  small,  so  he  looks  to 
\.  But  unless  Asian  companies 
following  among  analysts,  in- 

II  can  lose  interest.  For  the  12 
listed   in  the   U.  S.   and   Hong 
'83%  of  trading  volume  comes 
long  Kong.  "Nasdaq  is  still  the 
rail,"  says  L.  Brooks  Entwistle, 
'Goldman,  Sachs  &  Co.'s  Asian 
it.  "But  we're  very  excited  about 
Taiwan  companies  are  excited, 
Jiy  view  Hong  Kong  vehicles  as 
to  skirt  rules  limiting  mainland 
lent  to  20%  of  their  equity. 
[  Kong  has  a  lot   riding  on  GEM. 
■cession  has  prompted  us  to  find 
direction  in  innovation  develop- 
says   Lo.  The   Hong   Kong  ex- 
also   hopes   that  even   if  tech 
ave  peaked  in  the  II.  S.,  there 
a  market    for  Asian  companies, 
hole  world  feels  much  more  con 
sing  Hong  Kong  as  a  conduit  to 
says  Lo.  lie's  hoping  to  build  on 
fidence.  So  is  Hong  Kong. 

■ri  Prasao  in  Hong  Kong,  with 
■  Moore  in  Taipei  and  Dexter 
in  Beijing 
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CAN  THE  WALLENBERGS 
SHIFT  GEARS? 

The  Scania  sale  may  show  the  way  to  a  more  powerful  portfolio 


It  may  not  have  been  the 
deal  he  wanted,  but  Mar- 
cus Wallenberg,  chief  ex- 
ecutive of  Investor,  came  out 
looking  like  a  winner.  The 
occasion  was  the  Aug.  6  sale 
of  his  family  holding  compa- 
ny's 28.5%  share  of  Swedish 
truckmaker  Scania  to  Volvo 
for  $2.2  billion.  After  refus- 
ing to  sell  the  company  ear- 
lier this  year,  Investor  per- 
suaded Volvo  to  pay  a  stiff   MARCUS  WALLENBERG: 
$38.80  per  share,   a  29%   He's  under  pressure  to 
premium  over  the  closing   sell  off  the  laggards 
price  on  Aug.  5.  The  deal 
values  Scania  at  a  hefty  $7.5  billion. 
"Investor  won  the  blinking  match,"  says 
John  K.  Lawson,  an  automotive  analyst 
at  Salomon  Smith  Barney  in  London. 

It's  likely  to  be  the  first  of  many 
deals  for  Wallenberg,  who  became  In- 
vestor's CEO  in  April.  Once  the  Volvo 
transaction  is  completed,  he  will  have  $2 
billion  in  cash  and  a  chance  to  revitalize 
Investor,  which  has  lost  momentum. 
Some  of  its  key  companies  such  as  tele- 
com giant  Ericsson  have  been  strug- 
gling. Investor  is  also  under  fire  for 
having  too  much  of  its  portfolio  in  old- 
line  companies  such  as  ball-bearing  mak- 
er SKF.  Investor's  stock  is  trading  at  a 
30%  discount  to  its  underlying  portfolio. 

Wallenberg  is  under  pressure  to  sell 
off  the  laggards  and  put  the  money  into 
leveraged  buyouts,  venture  capital,  and 
investments  in  the  U.S.  and  Asia.  In- 
vestor may  also  add  to  its  investments 
in  promising  companies  such  as  phar- 
maceuticals giant  AstraZeneca.  "It  im- 
pends on   the  opportunities   that    come 

along,"  says  Wallenberg. 


By  hanging  tough 
with  Volvo,  Wallen- 
berg    extracted     a 
price     more     than 
double  Scania's  low 
last     year,     before 
Volvo  began  accu- 
mulating   stock    in 
January.  The  Wal- 
lenbergs also  real- 
ized their  ambition 
of  gaining  influence 
over  Volvo,  a  tradi- 
tional      rival       in 
Swedish    industry. 
Investor  is  likely  to 
become      the      top 
shareholder  in  Volvo,  with 
about    13%    of  the   voting 
stock  and  a  board  seat. 
FLAT  LAST  YEAR.   Marcus, 
42,  and  his  cousin  Jacob,  43, 
represent  a  younger  genera- 
tion of  Wallenbergs,  who  re- 
alize their  influence  depends 
on  Investor's  performance. 
Although   Investor  shares 
piled  up  annual  gains  in  the 
20%  range  for  the  last  20 
years,  a  flat  performance 
last  year  left  the  Wallen- 
bergs vulnerable  to  the  raid 
"  on  Scania.  Investor  stock 
has  managed  a  total  return  of  only  10% 
this  year,  below  the  16%  average  for 
the  Swedish  index. 

So  the  Wallenbergs  will  remain  under 
pressure  to  do  more  deals.  Stockholders 
in  Investor  would  like  them  to  exit  from 
skf.  Scandinavian  Airlines  System  is 
only  marginally  profitable.  These  busi- 
nesses "take  up  too  much  management 
time"  relative  to  the  payoff,  says  David 
E.  Marcus,  director  of  European  in- 
vestments at  Franklin  Mutual  Advis- 
ers, which  owns  about  8%  of  Investor. 
Another  Wallenberg  company  to 
watch  is  Ericsson,  which  accounts  for 
about  16%  of  Investor's  portfolio.  It  has 
fallen  behind  Finnish  rival  Nokia  in  mo- 
bile handsets.  If  Lars  Ramqvist,  who 
has  retaken  the  reins  of  the  company, 
can't  turn  things  around,  then  Ericsson, 
too,  could  become  takeover  bait.  Marcus 
Wallenberg  is  not  going  to  be  pushed 
into  rash  moves.  But  just  about  every- 
thing in  his  empire  is  on  the  table. 
By  Stanley  Real  in  London,  with 

Ariane  Sains  in  Stockholm 
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Leaning  against  a  box  of  spark 
plugs  in  the  auto-repair  shop  he 
owns  in  the  Palermo  neighborhood 
of  Buenos  Aires,  Osvaldo  Giro  re- 
cites some  depressing  numbers.  Even 
though  the  garage  is  in  one  of  the  citys 
most    affluent    areas,    business    has 
slumped,  forcing  Giro  to  cut  his  prices 
nearly  40%  in  the  past  four  years.  As  a 
result,  he  and  his  seven  mechanics  are 
earning  a  third  less  than  they  were  two 
years  ago.  "I'm  working  hard  and  my 
employees  are  working  hard,  but  in- 
stead of  getting  ahead,  we're  slipping 
further  behind,"  he  complains. 

Like  Giro's  business,  Argentina  s  econ- 
omy is  floundering.  From  the  growing 
ranks  of  the  unemployed  to  Giros  $800- 
a-month  mechanics  to  the  owners  of  the 
$35  000  cars  they  repair,  Argentines  are 
deeplv  frustrated  by  the  country's  sec- 
ond recession  since  1995.  The  economy 
will  shrink  by  around  3%  this  year,  keep- 
ing wages  stagnant  while  the  14.5%  job- 


less rate  climbs  higher.  Brazil's  de 
valuation  in  January  and  low  prices 
for  Argentine  exports  helped  push  the 
country  into  its  latest  downturn.  Mean- 
while Argentina's  currency  board,  which 
pegs  'the  peso  to  the  U.  S.  dollar,  limits 
the  government's  ability  to  use  mone- 
tary policy  to  revive  the  economy. 

But  there's  a  deeper  cause  of  Ar- 
gentina's woes— its  stalled  reform  pro- 
gram  As  President  Carlos  Menem  pre- 
pares to  step  down  after  10  years  in 
office  it  is  clear  that  the  economic  revo- 
lution he  started  by  stamping  out  hyper- 
inflation, selling  off  state-owned  compa- 
nies, and  opening  Argentina's  markets 
is  being  left  unfinished.  Worse,  its  likely 
to  stay  that  way.  The  two  leading  candi- 
dates in  the  Oct.  24  election,  front-runner 
Fernando  de  la  Rua  of  the  opposition 
group  Alliance  and  Eduardo  Duhalde  ot 
Menem's  Peronist  party,  don't  appeal-  in- 
terested in  pushing  for  labor,  tax,  and 
fiscal  reforms  that  would  improve  Ar- 


•V 
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*  RECESSION  '99:  Afte 
slrst  term,  Menem  delayed! 
structural  changes.  Now,  with  thl 
economy  in  a  slump,  Argentines! 
street  people  to  job  seekers  to  jit| 
investors  are  feeling  the  pinch 

gentina's  competitiveness  but  reqv 
ther  belt  tightening.  "Neither  of  tM 
candidates  is  making  a  serious  prl 
to  the  country  about  what  they  111 
how  they'll  do  it,"  says  Felipe  NogJ 
Buenos  Aires-based  political  analjl 
Leaving  so  much  work  incomplj 
creases  the  risk  of  doing  businj 
one   of  the   world's   most   attrj 
emerging  markets.  Argentina's 
gross  domestic  product  per  cap 
1998  was  19%  higher  than  Soutl 
rea's  72%  higher  than  Brazil's,  andP 
ly  double  Mexico's.  Multinational 
Whirlpool  Corp.  to  Renault  ha^ 


60  BUSINESS  WEEK  /  AUGUST  30,  1999 


if 


Want  to  get 
a  message  to  a 
certain  woman 
in  France? 


Like  the  one  with  a  preference  for 
the  product  you  produce.  Or  the 
mutual  fund  you're  selling.  Or  maybe 
she's  the  manager  of  your  plant  in 
Lyons  awaiting  sales  support. 

When  you  need  to  ship 
internationally,  we  have  the 
way  to  get  your  packages 
there.  As  directly  as  possible. 
Whether  we're  talking  Express  Mail 
International  Service™  for  saving 
time,  or  volume  services  for  saving 
money,  Global  Delivery  Services™ 
from  the  United  States  Postal 
Service  has  the  capabilities  to  help 
you  grow  global.  And  the 
experience.  Just  ask  the  ladies  in 
France.  For  more  information,  call 

1-800-THE-USPS,  ext.  GD2108 
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POSTAL  SERVICE 

www.uspsglobal.com 
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vested  more  than  $25  bil- 
lion since  1994.  Argentina 
is  also  Latin  America's  most 
active  foreign  debt  issuer, 
with  $7  billion  in  paper  sold 
abroad  this  year. 

For  now,  the  country 
seems  fit  enough  to  avert  a 
market  meltdown.  Its  $26.6 
billion  in  reserves  appears 
sufficient  to  fight  off  any 
speculative  attack  on  the 
peso.  Argentina's  eight-year- 
old  currency  board  requires 
that  each  peso  in  circulation 
be  backed  by  reserves.  The 
fact  that  the  banking  sys- 
tem is  dominated  by  large 
foreign  institutions  such  as 
Spanish  banks  Santander 
and  Bilbao  Vizcaya  has  dis- 
couraged Argentines  from 
capital  flight.  And  the  In- 
ternational Monetary  Fund 
has  suggested  that  it  would 
help  Argentina  if  necessary. 
RUBBER  BULLETS.  But  as 
Brazil  learned  last  year,  re- 
serves can  drop  precipitously  if  investor 
confidence  wanes.  Missteps  by  Argenti- 
na's leading  candidates,  renewed  uncer- 
tainty in  Brazil,  or  even  a  devaluation 
in  China  could  prompt  investors  to  pull 
money  out  of  Argentina.  Moreover,  the 
currency  board  could  come  under  pres- 
sure if  the  government  fails  to  control  its 
budget  deficit  and  national  debt.  The 
debt,  expected  to  reach  $145  billion  this 
year — 46%  of  GDP — has  worried  investors 
since  Duhalde  remarked  in  July  that  he 
might  seek  a  moratorium  on  interest  pay- 
ments. He  retracted  the  comment  after 
the  Buenos  Aires  stock  market  plunged 
9%  in  a  day. 

The  dismal  economic  situation  is  mak- 
ing Argentina  an  increasingly  unruly 
place.  On  July  28,  police  in  the  northern 
province  of  Corrientes  fired  rubber  bul- 
lets and  tear  gas  into  a  crowd  of  at  least 
5,000  public  employees  demanding  their 
past-due  salaries.  Menem's  government 
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ited  with  slashing  in 

to  zero,  but  it  becom 

scapegoat  in  times  of 

sion.  The  rigid  mor 

policy  has  come  und 

creasing     scrutiny 

Brazil's  devaluation, 

made  Argentine  pro 

less  competitive  at 

and  abroad.  "Main  Stre 

not  prepared  itself  for 

says    Pedro    Lacoste, 

runs  a  Buenos  Airet 

i    nomics  think  tank  b 
country  s  woes  on  the  global  Us  name  <Teople  do; 

derstand   why  there 
money  and  no  jobs." 


SCARY?APeronist, 
Duhalde  has  worried 
investors  by  blaming  the 


economy 

AMBIGUOUS:  De  la  Riia 

has  raised  eyebrows  by  crit 
icizing  the  "absence  of 
state"  in  Menem's  tenure 


backed  down  and  said  it  would  give  the 
province  $55  million  to  pay  its  workers. 
The  same  day,  riot  police  blocked  300 
schoolteachers  from  setting  up  a  protest 
camp  outside  the  presidential  offices  in 
Buenos  Aires.  In  May,  the  government 
had  agreed  to  give  teachers  a  $100-per- 
month  raise  and  introduced  a  vehicle 
tax  to  pay  for  it.  But  when  270,000 
truckers  went  on  strike  in  July  to 
protest  the  tax,  Menem  postponed  it. 

With  industrial  activity  down  14% 
from  last  year,  business  leaders  are  also 
becoming  impatient.  Auto  makers,  whose 
output  is  down  48%  in  the  same  period, 
are  asking  for  lower  taxes  to  make  their 
products  more  competitive.  Horacio 
Losoviz,  president  of  the  national  auto 
makers'  association  and  the  local  sub- 
sidiary of  truckmaker  Iveco,  estimates 
that  taxes  account  for  40%  of  the  aver- 
age car's  sticker  price. 

The   growing   restlessness — under- 


Neither  Menem's  g 
ment  nor  the  next  on 
be  in  a  position  to  ap 
Argentines.  Some  an; 
believe  the  budget 
could  reach  $7  billion  this  year, 
2.3%  of  gross  domestic  product, 
that's  not  alarming  by  world  stan< 
it  is  deeply  troubling  for  Argentina 
the  country's  credibility  in  the  ma 
hinges  on  fiscal  discipline. 

In  Menem's  first  term,  it  seerm 
gentina  could  do  no  wrong.  After 
office  in  1989,  he  privatized  nearly 
money-losing  state-run  company, 
ing  $14  billion  into  the  govern: 
coffers  in  four  years.  In  1991,  h 
posed  the  currency  board,  which  si 
annual  inflation  from  20,000%  to 
four  years.  He  opened  up  the  co 
by  cutting  average  trade  tariffs 
35%  to  less  than  20%  and  elimin 
restrictions  on  foreign  investment 
When  Menem  easily  won  reelect 
1995,  economists  were  hoping  f< 
ambitious  "second  wave"  of  struc 
changes.  Their  goal  would  be  to 
Argentina  a  more  competitive  eco 


ARGENTINA'S  INFLATION  ...BUT  THE  ECONOMY  IS 
IS  UNDER  CONTROL...     TURNING  DOWNWARD... 
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YOUR 


^  computer 


PART    OF  YOUR 


business 


solution 


OR   PART   OF  THE 


problem 


■ 


Compaq  and  Windows  NT  Workstation. 

A  Better  Business  Solution. 


The  Compaq  DesKpro"  EN  Series  running  Microsoft' Windows  NT'  Workstation  is 
the  solution  that  addresses  the  changing  needs  of  your  business.  Windows  NT  has 
increased  reliability',  performancet,  and  the  familiar  Microsoft  Windows'  interface, 
all  of  which  help  you  save  time  and  money.  Windows  NT  services  and  advanced 
management  features  from  Compaq  ensure  that  industry-leading  Compaq 
Deskpro  products  integrate  seamlessly  into  your  organization.  Windows  NT 
Workstation  on  Compaq  Deskpro  -  it's  the  solution  that's  all  business. 
For  more  information  or  to  get  Windows  NT  Workstation  on  a  Compaq 
Deskpro,  consult  your  Compaq  Authorized  Reseller  or  go  to  Compaq's  Web  site: 

www.compaq.com 
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COMPAQ.  \  Microsoft 


»\ 


I  H  ii  N  I  I  I  \  I     PARTNERSHIP 


International  Business 


"Main  Street  has  not  prepared  itself  for  this.  People  dof 
understand  why  there  is  no  money  and  no  jobs" 


and  put  it  on  a  course  for  sustained 
high  growth.  Investors  hoped  that  the 
new  wave  of  reforms  would  include  loos- 
ening Argentina's  inflexible  labor  laws, 
simplifying  the  tax  system,  overhauling 
the  health-care  system,  and  restructur- 
ing finances  in  the  provinces. 
HIGH-VAT  DIET.  But  Menem,  who  until 
earlier  this  year  considered  asking  courts 
to  change  Argentina's  election  rules  to 
allow  him  to  run  for  a  third  term, 


in  1978,  is  operating  its  newest  plant,  in 
the  central  city  of  Rosario,  at  a  paltry 
30%  of  capacity.  GM  has  had  to  trim  its 
workforce  from  2,100  in  September, 
1998,  to  1,400  today.  The  decline  in  do- 
mestic demand  plus  the  devaluation  in 
Brazil  has  been  "a  double  whammy" 
for  the  auto  industry,  says  Basil 
Drossos,  president  of  GM  in  Argentina. 
"The  overall  tax  structure  is  becoming 
onerous,"  he  adds. 


backed  off  when  faced  with  the  prospect 
of  confronting  labor  leaders  and  the 
provinces'  woes.  "The  reforms  Menem 
directed  before  1993  were  among  the 
deepest  in  the  world,"  says  Jorge  Avila, 
an  economist  with  the  University  of  the 
Center  of  Macroeconomic  Studies  in 
Buenos  Aires.  "But  almost  nothing  has 
been  accomplished  in  his  second  term." 

The  unfinished  agenda  clearly  takes  a 
toll  on  millions  of  Argentines.  The  rigid 
labor  laws  burden  businesses  with  hefty 
severance  and  tax  payments  and  make 
it  cumbersome  for  employers  to  hire 
part-time  workers.  Greater  labor  flexi- 
bility could  help  reduce  Argentina's  un- 
employment rate,  which  has  hovered  in 
the  mid-  to  high  teens  for  five  years. 

For  businesses,  the  lack  of  progress 
on  tax  reform  has  been  a  big  setback. 
The  government  hits  Argentine  com- 
panies with  an  array  of  levies  from  a 
tax  on  corporate  debt  to  a  21%  value- 
added  tax.  The  vat  is  killing  consump- 
tion of  big-ticket  items.  General  Mo- 
tors Corp.,  which  returned  to  Argentina 
five  years  ago  after  leaving  the  country 


HURTING:  Car- 
repair  shop  owner 
Giro  has  had  to  cut 


Industry's  woes 
are  provoking  fric- 
tion with  Brazil. 
Since  Brazil's  de- 
valuation, Argen- 
tine  exports  to  its  P™es40%  over  the 
northern  neighbor  past  four  years 
are     down    30%. 

The  slump  has  pushed  Brazil's  exports 
to  Argentina  down  by  more  than  20%. 
It's  the  first  time  since  the  two  nations 
opened  the  Mercosur  trade  bloc  in  1991 
that  total  trade  has  declined.  To  reduce 
trade  volatility  caused  by  devaluations, 
Menem  supports  a  common  Mercosur 
currency  or  adoption  of  the  U.  S.  dollar 
by  Argentina.  But  neither  Duhalde  nor 
de  la  Rua  has  voiced  enthusiasm  for 
dollarization,  and  both  say  they  will 
stick  with  the  currency  board. 

The  political  transition  is  still  making 
both  Argentines  and  foreigners  nervous. 
Duhalde,  57,  who  is  trailing  de  la  Rua 
by  13  points  in  opinion  polls,  has  un- 
settled investors  by  blaming  many  of 
Argentina's  woes  on  the  global  economy. 
De  la  Rua  has  raised  eyebrows  by 


vaguely  criticizing  the  "absence  of 
during  Menem's  two  terms. 

De  la  Rua,  62,  is  a  somber,  ai 
man  who  appeals  to  the  many  \ 
who  see  Menem's  government  as 
lous  and  corrupt.  Despite  his  ambi 
remarks,  de  la  Rua  has  surrounded 
self  with  economic  advisers  who  b 
in  orthodox  policies  and  strict  b 
controls.  Jose  Luis  Machinea,  a  pi 
Economy  Minister  if  de  la  Rua  is 
ed,  favors  allowing  more  competitji 
privatized  sectors  such  as  telecom 
cations  to  reduce  the  costs. 

Investors  are  bracing  for  more 
prises  from  Duhalde,  who  bills  hi 
as  a  populist  Peronist.  Although  h( 
says  he  would  not  declare  a  debt 
torium,  he  suggests  that  the  su, 
should  be  open  for  discussion.  "On 
nomic  situation  is  due  to  a  foreig 
sis" — the  devaluation  of  the  Bra 
real — he  says.  "Why  should  coui 
that  make  the  necessary  adjustr 
have  to  suffer?" 

Duhalde  and  Menem,  the  syn 
leader  of  the  Peronist  party,  had 
on  unfriendly  terms  since  Duhald 
bilized  sufficient  support  to  squash 
em's  hopes  of  running  for  a  third 
But  after  avoiding  the  issue  for  wi 
on  Aug.  2,  Menem  announced  th; 
would  back  Duhalde.  Nevertheless 
halde's  best  hope  for  the  presic 
could  be  an  alliance  with  former  E 
my  Minister  Domingo  Cavallo,  wl 
stalled  the  currency  board  and  is 
ly  regarded  as  the  father  of  ecoi 
stability  in  Argentina. 

Cavallo  is  now  campaigning  for 
ident  under  his  fledgling  Action  fo 
Republic  party  but  is  trailing  with 
10%  in  opinion  polls.  Cavallo's  su 
would  become  crucial  if  the  two  le; 
face  a  runoff.  To  win  in  the  first  r 
a  candidate  must  receive  at  least 
or  40%  with  a  margin  of  10  percei 
points  over  the  second-place  finish 

Few  analysts  expect  the  next 
ernment  to  do  anything  bold.  E 
mist  Avila  believes  that  de  la  Rus 
win,  in  part  because  voters  are  ft 
with  the  Peronists.  But  don't  ej 
any  daring  measures,  he  adds, 
doesn't  bode  well  for  Argentina's 
term  prospects.  Even  if  the  covl 
averts  a  meltdown,  it  has  waste) 
opportunity  to  move  forward. 

By  Ian  Katz  and  Beth  Ruben 
Keaveny  in  Buenos  Aires 
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The  best  thing  about  the  future 
is  that  it  only  comes  one  day  at  a  time. 

-Abraham  Lincoln 


It  tin-  future  came  tomorrow,  would  you  be  ready?    For  over  70  years,  we've  helped 

families  i  reate  the  future.    With  retirement  services,  life  insurance,  and  consumer  loans. 

American  General  Financial  Group.    50, 000  men  and  women.   Over  S100  billion  in  assets 

helping  over  12  million  people  live  the  life  they  imagined 

Live  the  life  you've  imagined. 


American 

General 
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International  Outlook 


EDITED  BY  PATRICIA  KRANZ 


THE  METHOD 

TO  YELTSINS  MADNESS 


Russian  President  Boris  N.  Yeltsin  is  predictably  un- 
predictable. But  his  decision  on  Aug.  9  to  fire  Prime 
Minister  Sergei  Stepashin,  the  fourth  Russian  Prime 
Minister  to  get  the  ax  in  17  months,  smacks  of  desperation. 
In  Stepashin's  place,  Yeltsin  nominated  Vladimir  V.  Putin, 
chief  of  the  Federal  Security  Service,  successor  of  the  KGB. 
Yeltsin  also  anointed  Putin  as  his  preferred  successor  as 
President. 

Yeltsin's  erratic  decision-making  is  driven  by  two  some- 
what contradictory  desires.  He  wants  to  preserve  his  legacy 
as  the  man  who  brought  democracy  to  Russia  and  preside 
over  the  first-ever  transition  of  power  through  the  ballot  box 
when   Russians   elect   a 
new   President   in  July, 
2000.  But  he  also  wants 
to   make   sure   his   own 
man  wins. 

Insiders  say  Yeltsin 
thinks  it's  his  right  to  tell 
voters  which  candidate  he 
believes  can  carry  on 
Russia's  political  and  eco- 
nomic transformation.  He 
has  had  several  favorites, 
the  most  recent  being 
Stepashin.  But  the  Presi- 
dent grew  disappointed 
when  Stepashin  failed  to 
counter  the  growing  influ- 
ence of  Yeltsin's  oppo- 
nents. So  he  chose  Putin. 
"In  the  mind  of  Yeltsin,   _...,.„,._.   .„«_.„,»_«»  r»    x-  I7/1n  ,    . 

he  is  a  czar,  and  his  SURVIVAL  INSTINCTS  Putin,  an  ex-KGB  agent,  is 
choice  should  be  enough  expected  to  be  tough  with  potential  political  rivals 

for  the  voters,     says  a  ,    ,„,       .       ,  ,  ,  *  XT         .    .    .        . 

former  Yeltsin  aide.        and-if  he  is  elected  President-cover  Yeltsin  s  back 
il?utJYe1ltsin  maY  have  by  Quashing  any  corruption  probes 

other,  darker  worries  mo-      "  "       " 

tivating  him  as  well.  He  and  his  aides  may  face  corruption  al- 
legations or  political  revenge  if  Kremlin  rivals  win  the  next 
election.  Indeed,  Yeltsin  fired  Prime  Minister  Yevgeny  M. 
Primakov  in  May,  shortly  after  he  launched  corruption  in- 
vestigations into  Kremlin  insiders  such  as  financier  Boris 
Berezovsky.  Now,  Swiss  prosecutors  are  investigating  23  for- 
mer and  current  Kremlin  staffers  on  money-laundering  and 
corruption  charges. 

THREATENING  ALLIANCE.  Yeltsin  fired  Stepashin  and  elevated 
Putin  after  Moscow  Mayor  Yuri  M.  Luzhkov — a  likely  presi- 
dential candidate — allied  with  a  party  backed  by  10  regional 
leaders.  The  new  alliance,  called  Fatherland-All  Russia,  is  ex- 
pected to  sweep  parliamentary  elections  scheduled  for  Dec.  19. 
If  the  group  can  woo  Primakov  to  its  ranks,  it  could  also  win 
next  year's  presidential  race. 

Yeltsin  doesn't  trust  either  Primakov  or  Luzhkov,  insiders 
say,  even  though  they  both  generally  back  the  free-market  re- 
forms that  he  launched.  Although  Yeltsin  is  a  champion  of 


democracy,  he  also  comes  from  Russia's  long  tradition 
powerful  leaders.  His  political  instinct  is  to  fight  any  op 
who  competes  with  the  Kremlin.  And  Yeltsin  has  oft 
clared  that  Russia's  future  belongs  in  the  hands  of  a  yi 
generation — not  his  contemporaries. 

Although  a  political  nonentity,  Putin  emerged  as 
favorite  to  beat  Luzhkov  and  Primakov  because  of  ] 
riences  as  both  a  spy  and  an  administrator.  Among 
insiders,  Putin  is  considered  tougher  than  Stepashin 
expressed  distaste  for  political  dirt  and  failed  to 
Luzhkov's  rising  star.  Putin,  46,  was  a  kgb  agent  i 
many,  mostly  in  Leipzig,  for  15  years,  then  allied 

with  reformers  in 
tersburg    in    the 
1990s.  In  1996,  he 
to  Moscow  as 
deputy  chief  of  sti 
dling  relations  wit 
sia's  89  regions. 
Stepashin,  he  has 
sonal   relationship 
many  governors, 
ing    doling    out    f< 
funds  to  them. 

That's   importan 
cause  Russia's  gove 
could  become  kingm 
in  the  presidential 
tion.  They  not  only 
cate   government 
but  often  control  mi 
the      media      and 
biggest     businesse 
their  regions.  So  the 
easily    swing    elec 
More  than  60  local 
ers  have  yet  to  ally 
selves   with   a   poJ 
party  or  a  presidential  contender.  They've  been  wait: 
the  Kremlin  to  make  its  move.  That  gives  Putin  a 
room  to  maneuver.  "The  real  drama  is  going  to  start  aft< 
December  elections"  for  parliament,  says  Mark  Urn    on  a  *] 
strategist  with  the  centrist  Our  Home  is  Russia  party,  Pitched 
Kremlin  insiders  believe  Putin  can  go  on  to  win  the  |s.  True 
idency  thanks  to  their  control  of  key  media  groups  and  „ 
readiness  to  spend  liberally  on  the  campaign.  That  work<     ',a'1 
Yeltsin  when  he  was  reelected  in  1996.  But  Putin  isn't  Y  h  main 
He's  used  to  operating  behind  the  scenes  and  lacks  chai  tthepro 
He  also  faces  big  problems,  not  least  a  war  breaking  out  |c. 
Islamic  separatists  in  Dagestan. 

At  this  point,  few  outside  the  Kremlin  believe  Puti  mar^t 
build  up  a  national  profile  ahead  of  next  July's  election,  'tion  and 
in  Russian  politics,  a  year  is  an  eternity.  Putin  may  sui  s 
his  compatriots — or  Yeltsin  could  always  fire  one  more  I 
Minister.  ft 

By  Margaret  Cokcr  hi  Mi  imt 
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en  on  a  train  or  walked  into  an  air-conditioned  building?  Ever  made  a  telephone 
switched  on  a  light?  Or  eaten  a  meal?  Then  you'll  already  have  come  across 
is.  True,  we're  not  exactly  a  household  name.  But  there's  hardly  a  household, 
istry,  an  office  or  a  business  that  doesn't  rely  on  us  already.  As  advances  in 
logy  make  possible  more  comfortable  homes  and  working  environments,  and 
it  the  promise  of  even  more  efficient  manufacturing  processes,  so  the  effective 
of  such  automation  systems  becomes  even  more  critical.  At  Invensys,  with  a 
t  market  value  of  over  $19  billion,  we're  already  a  world  leader  in  intelligent 
ition  and  controls.  You  could  say  we're  the  brains  behind  the  muscle  that 
i  the  world.  And  you  know  who's  going  to  reap  the  benefit  of  that?  You  are. 


invensys 


ELMGENT     AUTOMATION     •     DRIVE     SYSTEMS     •     POWER     SYSTEMS     -     CONTROLS 


■  ilc.  Carlisle  Place.  London  SW1P  IBM,  United  Kingdom.  Telephone:   I  44  (0)   171  834  3848 
4  «oted  at  US$1  b/   fl 


www.inwensyi.com    Market  value  at  close  of  trading  on  2  July  199S. 


1 1/s    Some  time  back,  a  major  telecommunications  provider  was  confronted  with  a  serious  problem. 

-?|k  They  desperately  needed  the  flexibility  of  a  SONET  but  couldn't  afford  the  wait  its  installation 

-r^y    typically  requires.  Being  familiar  with  the  quality  and  reliability  of  GTE  products,  they  turned 
to  our  Wholesale  Markets  organization  for  help. 

Quickly  assembling  a  team  comprised  of  both  GTE  and  client  employees,  we  laid  out  a  three-step 
plan  for  meeting  the  customer's  needs.  In  short  order,  we  assessed  their  network  requirements,  identified 
the  markets  in  which  services  would  be  needed,  and  began  developing  the  appropriate  products.  Using 
a  simplified  approach  to  reconfiguring  SONET  tariffs,  we  were  able  to  give  the  customer  a  flexible, 
competitively  priced,  state-of-the-art  network  that  met  their  needs  to  a  T  What's  more,  we  set  a  GTE 
speed  record  in  the  process.  Does  a  telecommunications  problem  have  you  grounded?  GTE  can  deliver 
innovative  solutions  that  provide  more  capacity,  more  technology,  more  of  what  you  need  to  be  successful. 
And  we  can  do  it  in  a  hurry.  Call  GTE  Wholesale  Markets  at  1-888-483-959.4,  or  visit  us  on  the  Internet 
at  www.gte.com/Wmkts.  We're  quick.  We're  cost  competitive.  And,  best  of  all,  we'll  do  whatever  it  takes 
to  help  your  ideas  take  flight. 
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THE  VALLEY? 

j  end,  Hewlett-Packard  didn't  make  Ann  Livermore  CEO-but  someone  else  might 


centralized  structure  of  warring  tribes 
to  create  an  "E-services"  vision  that  fi- 
nally put  HP  into  the  Net  game  along- 
side IBM  and  Sun  Microsystems.  And 
when  HP  ceo  Lewis  E.  Piatt  announced 
in  March  that  he  would  step  down,  Liv- 
ermore shocked  some  colleagues  by  con- 
firming that  she  wanted  the  job. 

If  judged  unseemly  by  some,  Liver- 
more's  approach  almost  worked.  Insiders 
say  Livermore  was  the  only  internal 
candidate  who  made  the  short  list.  And 
after  HP  made  history  on  July  19  by 
making  former  Lucent  Technologies  ex- 
ecutive Carleton  S.  Fiorina  the  first  fe- 
male ceo  of  a  Dow  30  company,  HP 
board  members  and  executives  went 
out  of  their  way  to  point  out  that  Liv- 
ermore was  a  finalist.  "Ann  and  her 
team  deserve  huge  credit,"  says  Fiorina, 
who  met  with  Livermore  for  four  hours 
on  the  weekend  she  was  named  ceo. 
MIFFED  COLLEAGUES.  Now,  Livermore 
stands  out  as  a  hot  property  for  head- 
hunters  seeking  to  fill  the  200-plus  ceo 
spots  now  open  in  Silicon  Valley.  "If 
nothing  else,  she's  made  herself  a  much 
better  candidate  to  be  CEO  elsewhere," 
says  Bain  &  Co.  consultant  Vernon  E. 
Altman.  "Coming  in  second  doesn't  hurt 
her  internally,  and  companies  who  had 
never  heard  of  Ann  Livermore  will  now 
consider  her  for  CEO."  But  rather  than 


pring  of  1998,  with  Hewlett- 
tard  Co.  stuck  in  one  of  the 
est  funks  of  its  (50-year  histo- 
id company's  top  executives 
o  put  themselves  through  a  so- 
60-degree  evaluation  in  which 
Bid  open  themselves  up  to  crit- 
>m  employees,  peers,  and  board 
s.  That's  when  Ann  M.   Liver- 
ten  head  of  Ill's  $.r>  billion  soft - 
i    d  serviees  business,  discovered 
\p    ig  about  herself.  "I  learned  that 
jry,  very  well-controlled  execu 
that  m\   employees  like  when  I 

i   the   handle  every   once   in  a 

OU  know,  show   my  human  side," 
I  ermore.  "It  reinforced  that  lead 
id  leans  touching  people's  hearts  ;is 
I   their  brains     BO  since  then    1 


Livermore  broke  through  a  rabble  of  warring 
tribes  at  HP,  organizing  a  frantic  catch-up  effort 
that  made  it  a  serious  Internet  player 


haven't  worried  so  much  about  keeping 
my  lid  on." 

That's  for  sure.  In  the  past  year,  Liv- 
ermore has  evolved  from  a  cautious 
practitioner  of  nr's  consensus-oriented 
management  into  a  lightning  rod  for 
change  at  Silicon  valley's  granddaddy 

Of  technology  companies.  It  was  she 
who  finally  got  ill'  into  gear  on  the  In- 
ternet. After  years  of  fragmented  ef- 
forts, she  broke  through  iir's  highly  de- 


rush  off  in  a  huff,  Livermore  says  she's 
looking  forward  to  working  with  Fiori- 
na, as  long  as  the  new  boss  is  commit- 
ted to  E-services.  "I  already  have  one  of 
the  best  jobs  in  the  industry,"  she  says. 
Adds  Livermore's  father.  Robert  Mar- 
tinelli:  "Carly  doesn't  have  an  insurrec- 
tionist  on  the  payroll.  Ann  says  she's 
going  to  make  it  work." 

So  who  is  Livermore?  To  many,  she 
remains  an  enigma— either  a  managerial 
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Livermore's  fast  rise  left  some  colleagues  feeling  that  si 
had  not  been  anywhere  long  enough  to  really  prove  hen 


diamond  in  the  rough  who  has  toiled  in 
relative  obscurity  at  HP  or  an  oppor- 
tunistic operative  who  parlayed  her  can- 
didacy for  ceo  to  reposition  herself  as 
the  latest  Internet  whiz.  The  answer? 
She's  somewhere  in  the  middle.  She  nev- 
er ran  a  Net  business  until  last  Novem- 
ber. And  while  the  $5  billion  software 
and  services  division  she  oversaw  be- 
fore that  outpaced  the  growth  of  HP's 
slumping  hardware  units,  it's  still  seen  as 
an  underachiever.  Some  analysts  say 
that  Livermore  managed  it  too  cau- 
tiously. Rather  than  capitalize  on  the 
consulting  bonanza  that  has  made  IBM 
Global  Services  a  $29  billion  gold  mine, 
she  failed  to  overcome  HP's  habit  of  tying 
services  to  its  hardware.  The  result:  Ser- 
vice revenues  of  just  $6.6  billion  in  1998. 

That's  why  her  rapid  rise  has  left 
some  of  her  peers  miffed.  For  starters, 
Livermore,  who  got  her  first  profit-and- 
loss  responsibility  in  1996,  hasn't  had  a 
chance  to  prove  she  can  deliver  sus- 
tainable results,  since  she  has  been  pro- 
moted annually.  "She  never  even  got  a 
chance  to  put  her  stamp  on  an  organi- 
zation," says  an  HP  executive.  And  some 
are  frustrated  by  the  fact  that  Liver- 
more, after  years  of  toeing  the  HP  line, 
is  now  making  hay  as  a  rebel  to  the  HP 
way.  "I  would  not  call  Ann  a  glass- 
breaker,  which  is  what  HP  has  needed 
for  a  long  time,"  says  the  HP  executive. 
"TONED  DOWN."  But  Livermore  is  only 
now  beginning  to  show  what  she  can 
do  as  an  executive.  Never  mind  her 
prematurely  graying  hair,  plain-Jane 
wardrobe,  and  pragmatic  ways — all  of 
which  make  her  almost  an  alter  ego  to 
the  charismatic  Fiorina,  who  stood  out 
at  Lucent  for  her  take-no-prisoners  sales 
tactics  and  her  ability  to  build  Lucent's 
brand,  not  to  mention  her  stylish  Ar- 
mani suits.  Close  associates  say  there's 
far  more  to  Livermore  than  the  image 
she  projects.  "She  has  been  very  toned 
down"  because  she  thought  it  fit  with 
HP's  egalitarian  culture,  says  Calico 
Commerce  Vice-President  Amanda 
North,  who  roomed  with  Livermore 
while  at  Stanford  business  school.  "But 
she's  a  lot  more  dynamic  than  most  peo- 
ple give  her  credit  for." 

Livermore's  drive  surfaced  early. 
While  raised  to  be  the  perfect  South- 
ern lady,  by  12  she  had  persuaded  her 
father  to  teach  her  to  drive — there's  still 
car  paint  on  the  pole  of  a  basketball 
hoop  near  his  home  in  Greensboro,  N.  C, 


to  prove  it.  Despite  childhood  diabetes, 
she  became  a  tennis  doubles  champion 
and  was  captain  of  her  high  school  bas- 
ketball team.  A  brilliant  student,  she 
won  a  prestigious  Jim  Motley  Morehead 
scholarship  before  attending  the  Uni- 
versity of  North  Carolina  at  Chapel  Hill 
and  then  Stanford  business  school.  "She's 
always  been  a  go-getter,"  says  older  sis- 
ter Jane  Martinelli,  a  lawyer  in  Raleigh, 
N.C.  During  the  family's  one-week  re- 
union at  a  North  Carolina  beach  in  ear- 
ly August  with  her  husband, 
Tom,  and  nine-year-old  daugh- 
ter, Livermore  devoured  four 
novels.  "There's  even  competi- 
tion when  it  comes  to  leisure 
reading,"  laughs  Martinelli. 

Nor  is  Livermore  always  the 
pragmatist  she  appears  to  be. 
As  a  teen,  she  repeatedly 
tempted  fate  with  high-risk  ad- 

Ann  Martinelli 
Livermore 

BORN  Aug.  23,  1958 

CHILDHOOD  Grew  up  in  Greens- 
boro, N.C.,  where  she  was  a  stand- 
out in  tennis  and  the  captain  of 
the  basketball  team — despite  her 
5-foot,  4-inch  height.  While  her  fa- 
ther worked  his  entire  career  for  a 
local  insurance  company,  she  nev- 
er dreamed  of  staying  at  one 
company. 

EDUCATION  BA  in  economics 
from  University  of  North  Carolina 
at  Chapel  Hill,  1980;  MBA  from 
Stanford  University  in  1982. 

CAREER  HIGHLIGHTS  Joined  HP 
in  1982.  Worked  her  way  up 
through  its  computer-services  divi- 
sion, a  backwater  in  hardware- 
minded  HP.  Became  head  of  the 
division  in  1996.  After  helping  de- 
vise HP's  first  Internet  strategy, 
promoted  in  November  to  CEO  of 
the  company's  $14  billion  Enter- 
prise Computing  division. 

FIRST  BUSINESS  SUCCESS  At 

Stanford,  teamed  with  a  friend  to 
write  a  business  plan  that  won  the 
annual  competition  to  run  the 


ventures — like  hang-gliding  witho^ 
parents'  permission.  After  an  ot 
leadership  program,  she  returned 
native  Greensboro  with  hair-raisinl 
ries  of  rappelling  down  mountains 
That  same  gutsy  nature  made  | 
rising  star  at  HP.  By  coupling  her  i 
ern  charm  with  a  willingness  to  I 
tough  decisions,  she  helped  HP  ind 
its  software  and  services  businesl 
over  two  years.  James  L.  Arthu 


coffee  and  doughnut  concessio| 
The  $50,000  she  earned  paid 
tuition — and  changed  Stanford] 
approach.  After  that,  profession 
were  hired  to  tap  the  profit  potj 
tial  Livermore  helped  uncover. 

HOW  SHE  FEELS  ABOUT  NO' 
BEING  NAMED  CEO  OF  HP 

wouldn't  be  very  human  if  I  wal 
disappointed.  But  [new  CEO  Ccl 
leton  Fiorina]  is  going  to  be  a  gl 
boss.  My  intention  is  to  stay  atl 
I'm  sitting  at  a  computer  compi 
that's  poised  to  write  the  secon 
chapter  of  the  Internet,  so  I  fee| 
like  I'm  pretty  well-placed." 

WHAT  SHE  ALWAYS  WANTEI 
TO  BE  A  singer,  though  her 
karaoke  skills  are  "awful."  Whe 
HP  mentor  Jim  Arthur  retired, 
ermore  and  a  colleague,  clad  ir 
short  skirts  and  feather  boas,  rd 
ed  a  recording  studio  to  make  < 
video  of  a  song  they  made  up, 
"We've  lost  that  Arthur  Feeling. 
Says  Livermore:  "I  had  to  have 
lot  to  drink  before  I  did  that  or 
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former  services  chief,  says  she  avoided 
getting  bogged  down  by  "terminal  nice- 
ness" — a  common  HP  affliction  that  pre- 
vents fast  decision-making.  "She  just 
makes  things  happen,"  says  Arthur. 

By  1998,  however,  Livermore  was 
frustrated  with  HP's  mediocre  perfor- 
mance and  decided  to  push  for  big 
changes  in  the  company's  time-worn 
structure.  "She  felt  that  if  we  didn't  do 


anything  [on  the  Net],  we'd  end  the  cen- 
tury in  a  very  weak  position,"  says  Nick 
Earle,  head  of  marketing  for  her  unit. 

That's  when  the  bold  side  of  Liver- 
more  reemerged.  She  led  an  effort  to 
break  from  the  decentralized  structure  to 
create  one  organization  that  would  drive 
a  Net  plan.  "I  felt  we  could  be  the  most 
powerful  company  in  the  industry  if  we 
could  get  our  hardware,  software,  and 

THE  BIG  PUSH 

Livermore  and  Nick 
Earle,  her  marketing 
chief,  envision  HP 
as  selling  services  as 
much  as  computers 

services  aligned,"  she  says. 
By  last  November,  with  a 
rudimentary  plan  on  paper, 
Piatt  agreed  to  put  Liver- 
more in  charge  of  the  over- 
all enterprise  division,  which 
includes  server  computers, 
services,  and  software. 

Working  with  a  team  of 
longtime  HP  managers  and 
cyber-savvy     consultants, 


she  quickly  pulled  together  the 
vices  strategy.  The  idea  is  that 
future,  more  corporate  custome 
want  to  outsource  computer  ope 
to  companies  like  HP  and  its  p 
who  can  manage  complex  applii 
and  Web  sites  for  them.  And 
than  charge  customers  for  comj 
and    related    technology,    Live 
thinks  as  much  as  80%  of  HP's 
prise  revenues  could  one  day  a 
the  form  of  monthly  service  fee: 
like  utility  bills — paid  for  the  ou 
ing.  "An  electric  utility  doesn't  g 
for  its  power  plants — and  they  co: 
more  than  computers,"  she  says, 
FIGHTING  WORDS.  By  mid-Febru; 
put  E-services  into  overdrive.  0: 
17,  she  spelled  out  the  significant 
memo  to  her  44,000-person  unit 
need  to  focus,"  she  wrote.  "But! 
implies  discipline  and  a  willingni 
make  tough  choices,  That  mear.B 
some  people's  favorite  projects  nil 
realigned  or  redirected."  That  vrt . 
tepid  stuff  in  harder-edged  compl 
but  they  were  fighting  words  at  ]  I 
Livermore  rapidly  moved  beyon  | 
an  organizational  makeover.  She 
the  go-ahead  on  a  $1  billion-plus  sj 
spree  to  fill  in  the  technical  holes 
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ii.  Within  months,  her  unit  made 
Investments  in  E  banking  soft- 
unpany  Security  First  Technolo- 
(i  E-commerce  supplier  Broadvi- 
•.  It  also  struck  an  innovative  deal 
onic  marketplace  Ariba.com. 

ING  ORDERS.  To  make  deals  hap- 

[nternet  time,  she  began  "time- 

'  them — that  is,  setting  dates  by 

i  deal  had  to  be  done.  When  talks 

to  provide  Web  application  host 

Communications  with  $500  million 

quipment  in  exchange  for  a  cut  of 

Internet  service  billings,  she  laid 

i  law  for  the  negotiating  team: 

time  during  our  negotiations  do  I 

o  get  a  call  that  we're  moving 

w."  It  worked.  HP  landed  a  deal 

mid  bring  in  $1  billion  in  revenues 

the  next  three  years.  So  far  so 

Vhile  HP's  stock  has  jumped  50%, 

since  March  on  surging  printer 

•sales,  E-services  could  bump  it  to 

us  in  short  order,  says  Salomon 

IS  Smith  Bamey  analyst  John  B. 

fr.  That  hinges,  however,  on  exe- 

Bnd  whether  she  can  pull  togeth- 

inologies  from  inside  HP  and  its 

•s.  These  technologies  range  from 

itiun  appliances  to  software  that 

ustomers  to  suppliers. 


Bolstered  by  such  Bueceanoa    and  by 

a  shortage  of  other  internal  candidates — 
Livermore's  name  was  already  heme 
considered  to  replace  Piatt  when  tin- 
search  started  in  earnest  last  spring. 
And  when  she  publicly  confirmed  that 
fact,  something  other  HP  execs  declined 
to  do,  the  rumor  mill  began  to  focus  on 
her.  While  some  accuse  her  of  unseemly 
ambition,  she  did  little  else  than  ex- 


On  not  becoming 

CEO:  "I  wouldn't  be 

very  human  if  I  wasn't 

disappointed" 


press  her  interest  in  the  job  when  the 
press  asked.  "My  objective  was  to  posi- 
tion HP  as  a  leader  in  the  Internet 
space,"  she  says.  "But  all  anyone  want- 
ed to  talk  about  was  the  ceo  search." 

Some  say  Livermore  might  have  been 
HP's  new  ceo  if  she'd  been  at  her  cur- 
rent post  longer  than  just  eight  months. 
That  knowledge  made  Fiorina's  ap- 
pointment tough  for  Livermore  to  swal- 


low, say  friend.-.  "Of  course  I'm  di 
pointed,"  she   told   B1  •  i-.KK  on 

the  day  up  announced  Fiorina's  selec 
turn.  "I  wouldn't  be  very  human  if  I 
wasn't  disappointed."  And  at  the  family 
reunion,  Livermore  made  it  clear  she 
wanted  gin  rummy,  miniature  golf,  and 
Wed  seafood  more  than  talk  of  HP  poli- 
tics. "I  got  the  message  right  at  the 
start  that  we  were  there  to  have  a  va- 
cation and  there  wasn't  going  to  be  any 
business  talk,"  says  her  father. 

What's  Livermore  likely  to  do?  In- 
siders say  Fiorina  wants  her  to  stay 
and  is  renegotiating  her  contract.  And 
Livermore  says  she's  thrilled  to  work 
for  Fiorina.  "She's  a  great  leader,  and 
my  initial  impression  is  that  I'm  going 
to  learn  a  lot,"  says  Livermore.  Still, 
don't  expect  her  to  stick  around  long. 
Since  Fiorina  is  only  five  years  older,  it's 
unlikely  Livermore  will  ever  get  anoth- 
er shot  at  HP's  top  job.  "If  she  was  of- 
fered the  right  position,  I  think  she 
might  go  for  it,"  says  North.  "She  came 
so  close  that  she  could  taste  it." 

For  all  the  questions  around  high- 
tech's  newest  superstar,  one  thing  is  for 
sure:  She'll  get  plenty  of  opportunities 
to  leave  HP. 

By  Peter  Burrows  in  Palo  Alto,  Calif. 
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CENTURY 


INTRODUCTION 


hen  Neil  Armstrong  walked  on  the  moon  in  1969, 
rs  seemed  to  be  just  a  space  shot  away.  But  forecasters  who  saw  the 
n)n  as  a  springboard  for  colonies  on  the  Reel  Planet  and  voyages  to  the 
Its  were  mistaken — even  moon  walks  are  off  the  agenda.  In  fact,  for  the 
)i '  of  the  world  bom  after  the  last  Apollo  mission,  walking  on  the  moon  be- 
Igs  to  history,  along'  with  Roald  Amundsen's  trek  to  the  South  Pole  in  1911. 
|  ike  the  Space  Age  enthusiasts  of  30 
I  its  ago,  forecasters  who  extrapolate 
■  m  today  inevitably  get  tomorrow  wrong.  In  1929,  just  before  the 
■sat  Depression,  Yale  University  economist  Irving  Fisher  said  stock 
Ices  had  reached  "what  looks  like  a  permanently  high  plateau."  In 
15  3,  economists  lined  up  at  the  gas  pump  were  sure  that  oil  prices 
ire  headed  for  $100  a  barrel  by  1980.  The  figure  today  is  $21. 
i )  on  the  eve  of  the  millennium,  when  everyone  is  drawing  lines  on  graphs 
Q>ee  where  the  world  is  headed,  business  week  cut  loose  and  went  non- 
if  ar.  In  this  summer  special  report,  you  won't  find  any  tables  predicting 
lernet  usage  in  2020,  mortality  rates  in  2030,  or  per  capita  income  in  2040. 


-trail,    we    have   compiled    "21 
for  the  21st  Century."  It's  a  set 
■©positions,    concepts,    and    vi- 
es that  are  in  no  particular  rank. 
dthough  we  use  the  language  of 
[ction,  the  real  intent   is  simply 
it    a    lot    of  ideas   nn    the    table, 
meditations   on   empty    forests 
atremophiles  to  the  outlook  for 
h  sprawl  and  the  immortality  of 
lind.  we  opened  our  sights  extra 
The  headlines  say  it:  "The  earth 

un  .in  electronic  skin"  (page  l-">2). 
ituivs  on  the  fringe  hold  secrets 

(page  114). 

nut  inn  underpinning  this  special 

t — let's  call  it   the  22nd  idea — is 

i  by  pitting  multiple  scenarios  of 

luture  against  one  another  and 

ig  many  different  doors  open, 

an  prepare  yourself  for  a  future 

is    inherently    unpredictable, 
itorming  pays  off.  And  the  more 


We  are 
offering 
21  doors 
to  the 
future 
and  invite 
you  to 
explore 

by  Peter  Coy  and  Neil  Gross 


possibilities  you  can  entertain,  the  less 
likely  you  are  to  be  blindsided. 

Some  of  the  possibilities  are  enter- 
taining indeed.  Try  this  one  on  for 
size:  A  world  in  which  you  could 
download  from  the  Internet  the 
"recipe"  for  a  cell  phone,  to  be  as- 
sembled at  home  in  an  oven-size  de- 
vice called  a  nanobox.  Such  boxes 
would  radically  reshape  the  manufac- 
turing sector  of  the  economy.  That's 
one  of  the  21   idea-  in  this  package 

(page  90). 

How  about  computers  that  utilize 

bizarre  quantum  effects  to  solve  prob- 
lems with  the  equivalent  of  a  roll  of 
the  dire  (page  L60)?  Or  this:  Should 
you  drum  math  and  science  into  your 
kid's  resisting  brain  when,  in  a  mere 
2ii  years,  she  will  be  fitted  with  em- 
bedded chips  that  make  her  far 
smarter  than  Stephen  HawkiiiL 
be  able  in  pup  a  pill  to  aehieve  the  ► 
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same  effect?  (gatefold  after  page  116). 

These  21  ideas  are  not  all  high- 
percentage  shots.  There  may  never 
be  2,000  nations,  as  we  speculate 
(page  86).  High  schools  may  not  with- 
er away  after  all.  Giant  utilities  may 
remain  the  energy  suppliers  of  choice 
(page  84).  And  after  experimenting 
with  management  by  teams  (page  88), 
leaderless  corporations  may  decide 
that  what  they  really  want  are  iron- 
fisted  CEOS. 

Even  our  tone — generally  upbeat — 
could  be  off.  bt  Laboratories  Futurol- 
ogist  Ian  Pearson,  usually  a  technology 
cheerleader,  has  a  comical  rendition  of 
high  technology  run  amok:  It's  a  world 
in  which  people  on  telephones  try  to 
make  customer  representatives  angry 
because  it's  the  only  way  to  tell  that 
they're  people  and  not  computers. 
"The  fridge  has  time  locks  on  the  door 
and  a  video  camera  watching  what 
you  take  out,"  he  writes  on  the  British 
telephone  company's  Web  site.  "It 
won't  allow  the  microwave  to  cook  it 
because  it  contains  too  many  calories. 
Kitchen  rage  is  becoming  a  major  so- 
cial problem." 

O.K.,  let's  say  you  have  a  thousand 
disparate  visions  of  the  future  jangling 
in  your  mind — for  your  family,  your 
career,  the  company  you  run.  The 
temptation  is  to  fix  on  one  plausible 
scenario  and  run  with  it.  Don't.  Smart 
managers  acknowledge  their  own  my- 
opia. They  pursue  several  paths  at 
once,  knowing  that  some  won't  pay  off. 
They  fund  research  projects  aimed  at 
exploiting  mutually  exclusive  visions 
of  the  future.  They're  willing  to  be 
wrong  frequently,  and  quit  when 
they're  behind. 

The  more  unsettled  things  are  and 
the  faster  they  change,  the  more  valu- 
able it  is  to  keep  multiple  options  alive. 
"Volatility  is  not  your  enemy,"  says 
John  H.  Holland,  computer  scientist 
and  thinker  at  the  University  of  Michi- 
gan and  the  Santa  Fe  Institute.  Eng- 
lish essayist  Francis  Bacon  figured  this 
out  nearly  400  years  ago.  "If  a  man 
will  begin  with  certainties,  he  shall 


As 

humans, 
we're 
tempted  to 
embrace  a 
likely 
scenario 
and  stick 
to  it.  But 
in  these 
volatile 
times,  the 
smart  idea 
is  to 
pursue 
multiple 
paths  and 
not  be 
afraid  to 
change 
direction 


end  in  doubts,"  he  wrote.  "But  i 
will  be  content  to  begin  with  doubts 
shall  end  in  certainties." 

For  investors,  too,  scenario  plani 
can  be  illuminating.  The  Internet 
be  the  single  dominant  theme  in  st 
investing  today.  But  tomorrow's  hot 
trends  could  be  in  the  bioscien 
nanotechnology,  or — who  knows?- 
dustrial  enzymes  derived  from  life 
Mars  (page  114). 

Building  scenarios  and  manaj 
multiplicity  can  be  a  tough  exerc 
People  crave  certainty  and  hate  re 
iting  decisions.  That's  why  compai 
so  often  throw  good  money  after  I 
and  fire  people  who  abandon  a  p 
ect — even  when  giving  up  is  the  ri 
thing  to  do.  But  in  the  21st  cent1 
we'll  all  have  to  emulate  a  foot 
player  returning  a  kickoff.  He  revi 
decisions  second  by  second,  cut 
back  and  forth  across  the  field 
search  of  daylight,  unembarrassed  t 
he  had  to  reverse  field  when  circ 
stances  changed. 

The  eve  of  the  year  2000  is  a  gj 
time  to  think  about  reversing  fi 
True,  you  could  argue  that  the 
century  and  millennium  really  d' 
begin  until  2001.  But  the  calendar 
live  by  is  a  social  artifact  anywa; 
thousand  years  ago,  most  of  the  w< 
cared  nothing  for  the  Western  calero 
And  one  thousand  years  from  no 
most  people  aren't  even  living  on 
planet,  the  notion  of  an  earth  year 
seem  antique. 

We're  not  looking  1,000  years  ah 
But  we  are  daring  to  look  100  yi 
ahead,  peering  into  a  future  that 
pears  fuzzy  and  flickering,  like  the 
shots  of  Neil  Armstrong  on  the  mi 
Our  rationale:  If  you  envision  mi 
pie  versions  of  the  future  and  th 
through  their  implications,  you  will 
better  prepared  for  whatever  ends 
happening.  In  effect,  you  won't  be  s 
ing  the  future  for  the  first  time.  Yo 
be  remembering  it.  The  alternat 
won't  cut  it:  Those  who  cannot 
member  the  future  are  condemned 
be  taken  by  surprise. 
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I  am  your  local 
power  plant. 


by  LARRY  ARMSTRONG 


A 


s  of  this  summer  (it's  2009),  I  have  two  electric  me- 
and  "out."  The  "in"  meter  runs  most  of  the 


ters:  "in" 


time.  But  once  in  a  while,  when  power  is  scarce  and  ex- 
pensive, a  little  generator  in  my  cellar  comes  on.  It  keeps 
everything  in  the  house  humming;  excess  electricity  gets 
sold  to  the  grid.  I  love  watching  that  "out"  meter  whirl. 
Personal  power  plants  have  come  a  long  way  from  the 
20th   century,   when   they   mostly   made   a   racket   on 


MOST  EVERYBODY'S 

GOT  A  PERSONAL 

TURBINE  IN  THE  2  1st 

CENTURY. 

THEY  CAN  RUN  ON 

PALM  OIL  OR  MANURE 

GAS,  KEEP  THINGS 

PURRING  IN  THE  HOUSE, 

AND  IF  THERE'S 

EXCESS 

JUICE,  YOU  CAN 

SELL  IT  BACK  TO 

THE  GRID 


camping  trips.  Now,  they're  everywhere, 
purring  like  kittens.  Sure,  there  are  still  big 
central  generating  plants,  just  as  there  are 
big  mainframe  computers.  But  the  hot  trend 
is  "distributed  generation" — putting  genera- 
tion close  to  consumption.  That  way,  the 
utilities  can  dismantle  their  nuclear-  and 
coal-fired  plants,  and  there's  no  need  to  tear 
up  the  streets  to  replace  power  distribution 
cables. 

Check  out  this  baby.  It's  a  microturbine. 
Runs  on  natural  gas,  which  is  still  cheap  in 
the  U.  S.  Other  models  burn  stuff  like  palm 
oil  and  manure  gas.  You  can  also  get  fuel 
cells,  which  produce  electricity  by  turning 
hydrogen  and  oxygen  into  water,  but  they're 
still  pretty  expensive.  My  first  power  gener- 
ator ran  on  gasoline.  It  was  under  the  hood 
of  my  hybrid  car.  If  we  had  a  blackout,  I 
could  actually  plug  the  house  into  the  car  to 
keep  the  lights  on  and  the  refrigerator  run- 
ning. I've  always  been  this  way:  I  once  had  a 
laptop  computer  that  helped  recharge  itself 
by  capturing  energy  from  my  keystrokes. 

Today,  my  personal  power  plant  takes  over 
automatically  whenever  there's  a  power  fail- 
ure or  a  big  price  spike.  I  signed  up  for  so- 
called  marginal  cost  power,  which  is  super- 
cheap  most  of  the  time  but  gets  astronomical 
during  peak  periods — like  hot  summer  days. 
Remember  when  you  could  get  a  discount  if 
you  let  the  utility  remotely  turn  off  your  air 
conditioning  for  a  couple  hours?  Now,  it  can 
remotely  switch  on  my  generator  when  it 
needs  an  extra  punch. 

I'm  thinking  about  adding  solar  panels  to 
my  roof,  which  will  make  me  a  net  seller  of 
power.  But  that's  as  far  as  I'll  go.  My  neigh- 
bor tried  to  earn  a  few  extra  bucks  by  wiring 
his  exercise  bike  into  the  grid,  and  the  old- 
timers  around  here  came  up  with  a  nickname 
for  him:  "Reddy  Kilowatt." 
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Should  Kurdistan 

a  nation?  Scotlant 

How  about  New  York  Oit: 


N    a    T    I    O    N    A 


I    S    M 


by  STEPHEN  BAh 


Indian  women  pass  by  a  satellite 
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TWO  FORCES  THAT 

WERE  SOPFOSED  TO 

UNIFY  THE  WORLD  ARE 

ACTUALLY  HELPING 

NATIONS  TO  SPLINTER: 

THE  INTERNET  AND 

THE  GLORAL  ECOHOMY 


*n  1950,  there  were  58  nations  in  the  U.  N  Today there .arc ■  iaJ 
Ithat  rate  of  proliferation  continues  for  another  century,  the  ON 
fsufcessor  wiu  have  nearly  2,000  members.  J-J^^  £ 
governments,  replete  with  flags,  anthems,  national  btrds ^  and  Oly, 
bobsledders:  Scotland.  Quebec.  Palestine  Kosovo.  Tttet.  Kash^ 
South  Ossetia.  Kurdistan.  Timor.  B.afra.  New  York  C^  1 

Countries  are  fractured  into  new  nations  by  two  global  forces 
were  supposed  to  pull  everyone  together:  the  Internet  and  the  gl< 
rconomy  The  Net   often  seen  as  a  force  for  umversahsm,  actj 
makes  nationalism  easier  to  express  and  share.  Basque  or  Quebej 
^ "age    abound,  concerrtratingfte^ower^ 
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A  plan  to  feed. 


wwwadmworld.com 


A  plan  to  heal. 
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A  plan  to  lead. 
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|t  the  world  needs  now 

a  plan  for  jfoc  fvivrc 

At  ADM,  we're  ready  for  the  future  needs  of  our  growing 
planet.  With  a  plan  that  includes  new  ways  to  turn  grain 
into  good  health.  Like  natural-source  vitamin  E,  Novasoy 
isoflavones  and  other  ADM  phytonutrients— natural 
compounds  that  many  are  calling  "the  vitamins  and 
minerals  of  the  21st  Century." 
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At  the  same  time,  the  globalization  of  the  economy  enables 
small  fry  to  go  it  alone.  With  open  trade, 'countries  with 
something  valuable  to  sell  can  break  away  from  bigger  neigh- 
bors and  support  themselves.  They  don't  even  need  their 
own  money  supplies.  Even  old-time  powers  like  France  and 
Germany  are  dropping  their  national  currencies.  And  with  re- 
gional security  umbrellas,  small  countries  needn't  bother  with 
their  own  armed  forces. 

If  the  Basques  of  northern  Spain  won  independence,  for  in- 
stance, they  would  promptly  file  for  membership  in  the  Eu- 
ropean Union,  adopt  the  euro  as  a  currency,  and  maintain  vir- 
tually open  borders  with  neighboring  Spain  and  France. 
Little  would  change.  In  fact,  the  clamor  for  independence  is 
intensifying.  Already,  the  Basque  language,  after  being  sup- 
pressed by  dictator  Francisco  Franco,  is  flourishing. 
NEW  BALKANS.  The  problem  is  that  Spain  won't  let  them  go. 
If  the  Basques  are  allowed  to  break  off,  the  Spanish  govern- 
ment argues,  then  the  Catalonians  (centered  in  Barcelona)  and 
the  Galicians  will  want  out,  too.  Suddenly,  Spain  could  be  torn 
from  top  to  bottom  by  ethnic  rivalries. 

Too  often  in  the  21st  century,  the  birth  of  nations  will  be 
violent.  The  same  welling  up  of  nationalism  that  gives  rise  to 
new  countries  also  produces  a  reaction  from  mother  countries 
that  don't  want  to  give  up  parts  of  themselves.  China  refus- 
es to  cede  Taiwan.  Israel  hangs  on  to  the  West  Bank,  In- 
donesia to  East  Timor.  Imagine  the  horror  of  Yugoslavia's 
breakup  repeated  over  and  over  in  the  century  to  come.  If 


every  would-be  nation  in  the  world  were  to  assert  incij 
dence,  the  bloodbath  would  be  "unimaginable,"  says 
University  international  relations  professor  David  Fro 
author  of  The  Way  of  the  World:  From  the  Dawn  oi| 
lizations  to  the  Eve  of  the  21st  Century. 

All  this  talk  of  blood  and  soil  seems  irrelevant  to 
trotting  multinationalists,  whose  world  revolves  around 
ference  tables,  laptop  computers,  frequent-flier  milea 
stock  options.  These  globalists  speak  the  cool,  rations! 
guage  of  money.  But  such  people  are  in  the  minority 
tionalists,  like  Yugoslavia's  Slobodan  Milosevic,  speak 
cient  loyalties  and  grievances,  and  theirs  is  the  lanj 
that  stirs  the  blood  among  people  whose  allegiances  ar<| 
and  tribal. 

It  may  be  possible  to  accommodate  nationalistic  fervd 
relatively  civilized  fashion.  Great  Britain,  for  instancj 
granted  a  form  of  home  rule  to  the  Scots  and  Welsh 
undue  trauma.  But  even  in  Britain,  there  are  fears  t 
effect  of  the  semisplit  will  be  to  isolate  Scotland  and 
from  the  world  economy. 

The  risk  is  that  as  advanced  information  societies 
as  the  U.  S.  and  Western  Europe  form  transnational  c 
erations,  regions  that  are  left  out  of  the  confederations 
in  the  opposite  direction.  They  may  become  even  mo^ 
tionalistic,  more  torn  by  violence.  The  poor  nations 
world  could  break,  like  vases  on  the  floor,  into  thousaj 
pieces. 


The  global  corporation  become 
the  leaderless  corporatio 


by  JOHN  A.  BYF 


THE  TRAILBLAZING 

CORPORATE  SUPERSTAR 

WILL  BECOME  A  THING 

OF  THE  PAST.  AND 

FOLLOW-THE-LEADER  IS 

A  GAME  COMPANIES  WILL 

NO  LONGER  PLAY.  THE 

PATH  TO  SUCCESS  WILL 

BE  PAVED  BY  TEAMS 

MADE   UP  OF  THE  BEST 

AND  THE  BRIGHTEST, 

WITH  THEIR  EGOS 

CHECKED  AT  THE  DOOR 
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e  are  all  angels  with  only  one  wing. 
We  can  only  fly  while  embracing  each  other. 

— Luciano  de  Crescenzo 


The  20th  century  Italian  poet's  metaphor  wasn't  about  the  21st  ce: 
corporation,  but  it  might  as  well  have  been.  The  coming  century  wi 
unfriendly  to  superhero  ceos  who  try  to  wing  their  companies  h 
enward  by  sheer  force  of  will.  Success  will  belong  to  companies  tha 
leaderless — or,  to  be  more  precise,  companies  whose  leadersh 

the  myth  of  what  command-and-control 

management  guru  Warren  economy  couldn't  keep 

Bennis  calls  "the  triumphant       with  the  West's  free  m 


so  widely  shared  that  they 
resemble  beehives,  ant 
colonies,  or  schools  of  fish. 

Today,  democratic 
decision-making  in 
corporations  is  still  confined 
largely  to  factory  floors  and 
new-product  laboratories,  far 
from  the  top  of 
organizational  pyramids. 
That  is  hardly  surprising.  In 
a  nation  that  loves 
superheroes,  people  cling  to 


individual."  The  media 
celebrate  ceos  as  larger- 
than-life  individuals  who 
single-handedly  communicate 
a  vision  and  lead  the  way, 
earning  millions  for 
themselves  in  the  process. 

Cool  the  hero  worship.  In 
the  20th  century,  the  Soviet 
Union  collapsed  because  its 


In  the  21st  century,  th< 
same  fate  will  befall 
companies  whose  ceos 
attempt  to  control 
everything.  In  a  world 
is  becoming  ever  more 
chaotic  and  dependent 
brainpower,  teams  at  tl 
will  make  more  sense  t 
single  outrageously  pai 
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ceo  who  sits  behind  a  "buck 
stops  here"  plaque. 

To  see  why,  look  to 
nature.  You  might  assume  a 
leaderless  group  of  creatures 
would  be  ineffectual.  Not  at 
all.  While  one  bee  is  merely 
a  nuisance,  a  swarm  is 
deadly.  "You  only  have  to 
look  at  biological  systems  to 
see  that  there  are  no  big 
hierarchical  stacks,"  says 
Peter  Cochrane,  head  of 
research  at  BT  Labs. 
"Everything  is  low  and  flat, 
very  adaptable  and  very 
cruel." 

The  Internet  allows 
companies  to  be  more  like 
beehives  because 
information  can  be  shared 
horizontally  rather  than 
funneled  up  to  the  ceo's 
office  and  back  down  again. 
"The  nature  of  the  process 
that  built  the  Internet  will 
inform  everything  that 
touches  it.  There's  nobody 
in  charge,"  says  John 
Jordan,  director  of 
electronic  commerce  at 
Ernst  &  Young's  Center  for 
Business  Innovation. 

The  beauty  of  such 
leveling  is  that  decisions  can 
be  made  instantly  by  the 
people  best  equipped  to 


make  them.  Might  that 
produce  corporate  chaos? 
Sure.  But  that's  not 
necessarily  a  bad  thing. 
Uniform  thinking  enforced 
from  the  top  can  cripple  an 
organization.  Silicon  Valley 
knows  that  well:  When 
programmers  try  to  debug  a 
piece  of  software,  they 
intentionally  isolate 
themselves  from  their 
neighbors  so  they  won't 
duplicate  each  other's 
mistakes.  Says  e&y's  Jordan: 
"When  you  debug,  it's  really 
good  not  to  have  the  same 
assumptions  and  system  as 
the  guy  next  to  you." 
LOSING  GROUND.  In  the  20th 
century,  succeeding  was  like 
climbing  the  Rocky 
Mountains.  It  wasn't  easy, 
but  the  path  was  obvious. 
Success  was  a  matter  of 
executing  on  a  well- 
established  business  plan: 
Every  step  up  brought  you 
closer  to  the  top.  "Now,  it 
turns  out  that  the  Rocky 
Mountains  are  fluid  and 
moving,"  says  bt's  Cochrane. 
"One  minute  you're  at  the 
top,  next  you're  in  a  valley." 
Team  leadership  is  ideally 
suited  for  this  new  reality. 
When  the  landscape  is 


changing  daily,  it's  crucial  to 
react  fast — something 
bureaucratic,  top-down 
organizations  don't  do  well. 
"Most  urgent  projects 
require  the  coordinated 
contributions  of  many 
talented  people  working 
together.  Whether  the  task 
is  building  a  global  business 
or  discovering  the  mysteries 
of  the  human  brain,  it  does 
not  happen  at  the  top,"  says 
Bennis,  a  University  of 
Southern  California 
professor  and  co-author  of 
Organizing  Genius. 

Already,  many  companies 
are  adopting  work  groups 
with  no  designated  leader. 
In  1987,  28%  of  the  largest 
1,000  public  companies 
boasted  at  least  some  self- 
directed  groups.  By  1996, 
78%  had  some,  according  to 
research  by  Edward  E. 
Lawlor  III,  head  of  use's 
Center  for  Effective 
Organizations.  The  trend 
will  only  intensify  as  a 
generation  of  team-oriented 
managers  climbs  higher. 
Says  Lawlor:  "I  can  see 
future  generations  of  people 
getting  to  the  top  with 
more  team  experience — and 
being  more  willing  to  use  it 


■L 


once  they  get  there." 

Some  companies  hav<; 
already  gotten  a  jump  q  I 
the  process.  Even  GeneJ 
Electric  Co.'s  take-charfi 
ceo  Jack  Welch  makes 
many  decisions  collegia 
with  a  team  of  top 
executives.  "I  couldn't 
this  job  if  I  didn't  have 
them,"  admits  Welch.  S 
John  Chambers,  ceo  of 
Cisco  Systems  Inc.:  "I 
learned  a  long  time  ago 
a  team  will  always  defe 
individual.  And  if  you  h| 
a  team  of  superstars,  t 
you  have  a  chance  to  c: 
a  dynasty."  That's  one 
reason  Chambers  has  t 
three  times  as  many  pe 
reporting  to  him  as  doe 
average  executive  in  his 
company:  It  forces  him 
empower  those  directly 
under  him  with  greater 
autonomy,  because  he  c; 
possibly  keep  up  with  e 
detail  of  their  work. 

In  the  21st  century,  t 
all-powerful  ceo  may  no 
powerful  at  all.  Comp; 
that  thrive  will  be  "led" 
people  who  understand 
in  business,  as  in  nature 
one  person  can  ever  rea 
be  in  control. 


Molecular  machines  aren 
fantasy.  Just  ask  the  Pentagoi 


NANOTECH 


IN  THE  2020s,  YOU  MAY 

BE  ABLE  TO  BUY  A 

"RECIPE"  FOR  A  PC  OVER 

THE  NET,  INSERT  PLASTIC 

AND  CONDUCTIVE 

MOLECULES  INTO  YOUR 

"NAN0B0X,"  AND  HAVE  IT 

SPIT  OUT  A  COMPUTER 


by  OTIS  PO 


'atter  will  become  software.  That's  not  a  misprint:  Matter 
i become  software.  As  a  result,  we'll  be  able  to  use  the  Intel 
to  download  not  just  software  but  hardware,  too.  So  predicts  James 
Ellenbogen,  the  nanotechnology  honcho  at  Mitre  Corp.,  a  Pentag 
funded  research  center  in  McLean,  Va. 

Nanotechnology  is  the  craft  of  constructing  things  smaller  than  a 
hundred  nanometers,  or  billionths  of  a  meter.  That's  the  span  of  a 
scores  of  atoms  strung  together.  Move  automated  assembly  dowr 
such  scales,  and  the  implications  for  manufacturing  are  pretty  do 
Whole  sectors  of  production  could  get  clobbered.  It  could  stai 


J 


90  BUSINESS  WEEK  /  AUGUST  30,  1999 


don't  tell  me 
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done. 


.   Someone  has. 
We're  Infinium,  and 

we  can  help  you 
unleash  the  potential  of 
your  organization,  so  every 
team  has  the  edge  to  turn 
customers  into  advocates. 
Visit  www.infinium.com/bw 
to  learn  more  about 
how  our  team  can  help 
your  people  do  great  work. 
Infinium:  enterprise 
software  solutions 
to  optimize  business 
performance. 


Your  people 
can  do  the 
impossible. 
Technology  should 
help. You  know 
the  pieces  are 
out  there.  Isn't  it 
time  someone 
made  them 
work  for  you? 
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Molecular-scale  robots  will  need  molecular-scale  muscles.  K.  Eric  Drexler's 
design  for  a  "fine-motion  controller"  (above)  would  enable  a  nanorobot  arm  to 
assemble  parts  atom  by  atom  or  to  guide  chemical  reactions 


with  semiconductors  in  the  2010s,  then  spread 
to  other  small  products,  like  cellular  phones. 

Ellenbogen  makes  a  compelling  case  for 
his  matter-as-software  scenario.  "Think  about 
what  happens  when  you  download  software 
today,"  he  explains.  "You're  rearranging  the 
material  structure  on  your  disk"  by  changing 
the  magnetic  properties  of  clumps  of  mole- 
cules. If  the  guts  of  computers  were  no  larg- 
er than  those  clumps,  you  could  rearrange 
molecules  on  the  disk  to  build  chips.  Re- 
searchers are  already  busy  developing  tech- 
niques to  make  pinhead-size  computers,  "and 
the  bits  and  pieces  of  these  nanocomputers 
are  far  smaller  than  the  physical  structures 
we  now  manipulate  to  hold  information  on 
disk  drives,"  Ellenbogen  says.  "So  someday 
soon,  we  could  download  hardware  from  the 
Net  just  like  we  download  software  today." 

New  disk  drives  will  be  needed  to  physi- 
cally reproduce  some  hardware  downloads. 
One  concept  is  to  make  a  read/write  head 
from  a  cluster  of  ultrasharp  points  to  nudge 
atoms  and  molecules  this  way  or  that.  Two 
groups — headed  by  Calvin  F.  Quate  at  Stan- 
ford University  and  Noel  C.  MacDonald  at 
Cornell  University — are  working  on  that, 


building  on  a  decade  of  experiments 
the  tips  of  scanning-tunneling  micros 
and  related  gear  to  move  atoms  aroum 
first  such  feat  came  in  1990,  when 
M.  Eigler,  a  physicist  at  IBM's  Almade 
search  Center  in  San  Jose,  Calif.,  wrote 
on  a  nickel  plate  with  35  xenon  atoms. 

"Once  we  have  the  technology  to 
computers  no  bigger  than  grains  of  salt 
lenbogen  says,  "we're  in  a  fundamental! 
ball  game."  Computers  that  tiny  will  b 
cheap,  so  they'll  be  everywhere.  A  com 
in  lingerie  will  tell  the  washing  machine 
the  water  temperature  should  be.  Bal 
pens  will  blink  a  warning  when  the: 
gets  low.  Your  shoes  will  let  your  car 
you're  approaching,  so  it  can  adjust  th 
and  mirrors  and  unlock  the  door. 
COPY  SHOP.  But  the  grand  slam  in  the 
ter-is-software  ballpark  will  be  the  nan 
This  is  a  sort  of  futuristic  copy  machim 
combines  nanotech  fabrication  with  to 
so-called  desktop-manufacturing  met 
used  mainly  to  knock  out  quick  protot 
new  products.  If  you  want  a  new  cell  p 
you'll  purchase  a  recipe  on  the  Net.  I 
tell  you  to  insert  a  sheet  of  plastic  and 
electrically  conductive  molecules  into  the 
er"  cartridge.  The  nanobox  will  pass  the 
tic  back  and  forth,  laying  down  patte: 
molecules,  then  electrically  direct  the 
assemble  themselves  into  circuits  and  a: 
tenna.  Next,  using  different  "toners,'1 
nanobox  will  add  a  keypad,  speaker,  ani 
crophone  and  finally  build  up  a  housing 

Don't  expect  such  a  gadget  until  a: 
2020.  The  first  experiments  to  dow 
nanoscale  computer  circuits  won't  ha| 
much  before  2005.  A  decade  after 
nanofab  systems  could  be  "writing  matt 
initially  producing  nanochips. 

Concrete  progress  toward  that  goal 
in  July  from  the  branch  of  nanotech  c 
molecular  electronics.  A  team  from  the 
versity  of  California  at  Los  Angeles 
Hewlett-Packard  Laboratories  unveiled 
called  logic  gate  made  by  molecular  se 
sembly.  Next,  the  team  will  shrink  the  \ 
on  chips,  aiming  to  produce  chips  "in  th 
gion  of  100  nanometers  on  a  side,"  says  I 
J.  Kuekes,  a  researcher  at  HP  Labs.  "\ 
makes  chipmaking  so  expensive  now, 
adds,  "is  the  extreme  mechanical  prec 
required.  But  with  chemistry,  we  can  tun 
chips  like  Kodak  does  film — in  long  rolls, 
you'll  just  cut  out  little  squares." 

Such  notions  have  grabbed  Washing 
attention.  Seven  months  ago,  the  Defense 
vanced  Research  Projects  Agency  launch 
Molecular  Electronics  Program.  And  ' 
gress  seems  eager  to  spend  a  lot  mor 
nanotech  research.  One  plan  would  do 
the  current  budget  of  $2:32  million  over 
next  three  years.  The  White  House  ma 
along,  because  it  has  already  tagged  nanc 
as  one  of  11  critical  research  areas. 

Back  at  Mitre,  the  latest  feat  of  Elle 
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With  a  passion  for  books  and  a  couple  of  bucks  she  opened  her  first 
store.  Now  Beth's  business  is  a  success  story.  Who  knows  where  she'll  be 
tomorrow?  Maybe  the  next  online  retail  giant.  When  she  needed  a 
communications  solution  to  support  her  next  chapter,  she  wanted  new 
tools  to  enhance  productivity,  increase  customer  satisfaction,  and 
provide  a  competitive  edge  for  her  business— communications  solutions 
like  desktop  call  management  and  voice  mail.  She  looked  at  the  Lucent 
and  Nortel  brands.  But  she  chose  Comdial.  Because  Comdial's  solutions 
gave  her  everything  she  needed,  tailored  to  fit  her  business. 
With  Comdial,  she  got  a  practical,  reliable  communications  solution 
just  for  businesses  like  hers— businesses  that  are  growing. 

So,  when  evaluating  communications  solutions  for  your  growing 
business,  consider  the  RISING  STAR.  Consider  Comdial. 


Call  1-800-COMDIAL  for  the  full  story  on  Comdial's  business  communications  solutions 
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bogen's  crew,  unveiled  in  mid-August,  is  a. 
design  for  a  minuscule  robot  to  help  assemble 
nanofabrication  systems.  Currently,  it  mea- 
sures almost  five  millimeters  along  one  side, 
or  one-sixth  of  an  inch.  But  suppose  such  ro- 
bots were  to  use  nanofab  techniques  to  pro- 
duce progressively  smaller  versions  of  them- 
selves. Eventually,  they  might  end  up  smaller 
than  specks  of  dust. 

Robots  that  tiny  could  fulfill  K.  Eric 
Drexler's  vision  of  nanobots  capable  of  ma- 
nipulating individual  atoms.  In  his  trailblazing 
1986  book,  Engines  of  Creation,  the  founder 


of  the  Foresight  Institute  in  Palo  Alto,  Calif., 
painted  a  riveting  picture  of  nanotech's  po- 
tential. Drexler  essentially  launched  the  nano- 
tech  era  and  inspired  such  fancies  as  armies 
of  invisible  nanobots  roaming  carpets  and 
shelves,  dismantling  dust  into  atoms  that  get 
reconstituted  as  napkins,  soap,  or  anything 
else — including  nanocomputers. 

Building  computers  atom  by  atom  remains 
a  distant  dream,  though,  and  Ellenbogen 
wants  quick  results.  "So  I'm  betting  on  mol- 
ecular electronics  for  the  near  term,"  he  says. 
That  looks  like  a  good  nanogamble. 


The  clocks  ahead  will  hai 

our  own  face! 


UNROOTED  LIVING  IS 

SPAWNING  THE  TIMELESS 

SCHEDULE-WITH 

RESTAURANTS 

SIMULTANEOUSLY 

SERVING  BREAKFAST 

CEREAL  AND  MARTINIS 

BECAUSE  PEOPLES 

STOMACHS  ARE  RUNNING 

ON  DIFFERENT  INTERNAL 

CLOCKS 


by  DIANE  BR; 


Time  was,  people  rose  with  the  sun.  And  they  set  with  it,  too.l 
body  cared  if  it  was  sunny  somewhere  else.  Voices  didn't  c| 
across  the  planet.  Time  was  local:  time  to  milk  the  cows,  time  tc 
in  the  corn,  time  to  sit  and  rest.  World  time  zones  were  ordaine 
1884  but  didn't  catch  on  until  right  before  World  War  I.  Fifty  y| 
ago,  few  even  imagined  night  skiing. 

Increasingly,  though,! 
andante  beat  of  time  wf 
juked  and  jazzed.  The 
reliable  rhythms  of  day) 
and  seasons  will  yield 
Constant  Now. 

The  changes  have 
begun.  Commerce  and 
communications  never 
cease.  On  cable-TV  newj 
shows,  things  happen 
"half  past  the  hour."  Y<^ 
don't  ask  which  hour, 
because  local  time  is  u" 
longer  the  meaningful 
marker.  Great  events 
in  the  electronic  ether,  j 

In  the  U.  S.,  fewer 
one-third  of  Americans  | 
have  a  workweek  of 
standard  9-to-5  days, 
that  share  is  shrinking,] 
according  to  the  U.  S. 
Census  Bureau.  Womeii 
minorities  are  the  moslj 
likely  to  work  late  si 
irregular  hours — as 
cashiers,  clerks,  or  ord^ 
White-collar  workers 
doing  more  work  at 
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Your  business  is  on  the  brink  of 

Y2K  uncertainty.  The  biggest  clanger? 

Lost  data,  lost  productivity,  lost  profits. 

Now's  the  time  to  set  up  a  Y2K  safety  net 
by  taking  the  following  steps. 


0    Ran  to  back  up  all  data  including 
system  software    Q  Make  sure  your  backup 
system  is  Y2K-compliant  (or  it  may  faiD. 
O    Visit  HP's  Y2K-dedicated  Web  site  at 
www.hp.com/year2000,  where  you  can 
find  tools  that  may  help  you  assess  your 
Y2K  readiness,   w  To  buy,  upgrade  or 
replace  your  backup  solution,  turn  to  HP, 
a  leader  in  DAT,  DLT,  and  Travan  tape  backup 
solutions.  Call  toll-free  1-877-462-8947* 
Or  go  to  www.bstore.hp.com. 


/ 


Y2K  is  inevitable.  Lost  data  is  not.  The  time 
to  back  up  is  now! 


'  In  Canada,  phone  1-800-387-3867. 
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home,  inviting  the  urgency 
of  the  business  world  into 
what  was  once  a  refuge. 
Wall  Street,  for  instance,  is 
becoming  a  red-eye 
profession  as  round-the- 
clock  markets  make  "closing 
prices"  an  obsolete  concept. 
Unrooted  living  is  spawning 
the  timeless  schedule — with 
restaurants  simultaneously 
serving  breakfast  cereal  and 
martinis  because  different 
people's  stomachs  are 
running  on  different 
internal  clocks. 

The  question  is,  how  will 
all  this  timeshifting  affect 
people's  lives  in  the  next 
100  years?  The  Internet 
never  sleeps,  but  people  do. 
They  must.  By  loosening 
the  constraint  of  time,  are 
we  liberating  ourselves — or 
submitting  to  a  kind  of  21st 
century  enslavement?  As 
science  fiction  writer  Bruce 
Sterling  points  out,  "3  a.m. 
is  still  the  midnight  of  the 
human  soul.  And  there  are 
metabolic  problems  like 
seasonal  affective  disorder  if 
you  never  see  daylight." 

On  the  good  side, 
allowing  people  to  live  by 
their  own  clocks  is 
profoundly  democratic.  The 
Ritz-Carlton  Hotel  in  Kuala 
Lumpur,  Malaysia,  doesn't 
even  trouble  its  corporate 
guests  to  acknowledge  local 
time.  A  "one-night  stay" 
consists  of  any  24-hour  span 
of  the  guest's  choice.  The 
program  has  already  been 
extended  to  other 
properties  in  Asia,  where 
nights  often  come  and  go  at 
odd  hours. 

Quite  a  convenience.  Yet, 
the  death  of  shared  daily 
routines  will  shake  society 
to  its  core.  A  Los  Angeles 
resident  who  routinely  gets 
up  in  the  middle  of  the 
night  to  telephone  Tel  Aviv- 
is  living  in  L.  A.  in  body 
only.  If  your  neighbors  are 
on  different  clocks  from 
yours,  then  who  will  be 


the  midnight  of 
the  human  soul. 
And  there  are 
metabolic 
problems  like 
seasonal 
affective 
disorder  if  yo 
never  see 
daylight 


Bruce  .Sterling, 
science  fiction  writer 


part  of.  your  community? 
Perhaps  the  people  on 
your  E-mail  list.  Perhaps 
no  one. 

To  see  where  this  is 
headed,  take  the  trends  that 
killed  Sunday  store- 
closings — demand  for 
convenience,  odd  work 
hours — and  move  them  into 
warp  speed.  Almost  every 
service,  from  lawyers  to 
marriage  counselors  to  golf 
pros,  will  operate  24  hours 
or  risk  death.  Work  will 
start  at  4  a.m.  or  4  p.m., 
depending  on  your 
preference.  What  will 
matter  is  what's  delivered, 
not  when  it's  done.  Units  of 
time  will  become  fungible, 
like  dollar  bills:  each 
moment  fully 
interchangeable  with  each 
other  moment. 

Timelessness  can  become 
a  kind  of  tyranny. 
Remember  when  the  image 
of  a  portable  computer  at 
the  beach  signaled 
freedom?  Now,  it's  a  sign 
that  the  office  never  goes 
away.  People  bring  their 
cell  phones  into  concert 
halls  and  churches  because, 
to  them,  rudeness  is  a 
lesser  sin  than  missing  an 
important  call. 

The  problem  comes  down 
to  movement  vs.  meaning. 
Longer  trading  hours,  for 
instance,  will  mean  more 
trades — but  not  necessarily 
better  trades.  James  C. 
Ackerman,  president  of 
online  brokerage  Sloan 
Securities  Corp.,  complains 
that  24-hour  trading  "won't 
give  anybody  time  to  sit 
and  breathe  and  think." 
Instant  access  to 
information  at  all  hours  of 
the  day  could  fill  elevators 
and  waiting  rooms  with 
"newszak"  that  numbs  the 
brain.  Increased  efficiency 
is  supposed  to  mean  doing 
more  things  in  the  same 
time,  not  the  same  thing  in 
less  time.  "Humans  have 


not  evolved  to  move  a 
supersonic  speeds,"  sa; 
Howard  Rheingold,  a 
Coast  commentator  on 
technology. 

A  reaction  is  alread 
building.  Stewart  Brai 
environmental  pundit 
author  of  the  Whole 
Catalog,  is  leading  a 
project  to  create  a  gia: 
clock  that  will  run  wit 
winding  for  10,000  yea 
ticking  once  a  year.  H< 
hopes  "The  Clock  of  I 
Long  Now,"  as  he  call 
a  new  book  (review,  p: 
22),  will  remind  people 
the  planet's  continuity 
their  responsibility  for 
In  Silicon  Valley,  birth 
of  hyperspeed  "Interm 
time,"  executives  such 
Amazon.com's  Jeffrey  I] 
Bezos  and  Netscape 
Communications  Corp 
founder  Marc.Andrees 
have  taken  to  braggin; 
about  how  much  sleep 
get.  For  them,  the  ulti: 
status  symbol  is  the  pi 
to  live  by  nature's  cloc 
rather  than  the  Net's 

There  is  no  going  b 
to  the  agrarian  past,  o: 
course.  But  some  peopi 
will  learn  to  dip  in  and 
of  the  24-hour  flow,  li 
by  routines  that  suit  t 
rather  than  chasing  aftj 
sun  that  never  sets 
Elizabeth  DeMotte  is  ( 
As  a  Singapore-based 
employee  of  America's 
Ritz-Carlton  Co.,  DeMi 
says  she  gets  her  work 
done  in  "a  very  natural 
and  flow"  over  any  244 
period.  "I  think  a 
contemporary  global 
executive  who  tries  to 
conform  to  traditional  i 
of  workdays  and  time  o 
not  only  ineffective,  bul 
burning  the  candle  at  b 
ends,"  she  says. 
Interesting — it  was  the 
candle,  illuminating  t 
night,  that  started  us 
this  road. 
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>»  AT&T  Corporate  Calling  Card. 


7:15  ad- 
just in  time  for  my  breakfast  meeting 
finished  my  conference  call, 

e-mailed  the  revised  schedule, 
checked  my  messages, 

and  ordered  that  software  upgrade. 

Good  thing  I  brought  my 

ATST  Corporate  Calling  Card. 


working. 


For  the  most  up-to-date  AT&T  Direct" 
Access  Numbers  and  to  download 
AT&T  Laptop  Access  Software  that 
provides  easy  access  to  LANs  and 
the  internet,  visit  our  web  site  at: 


For  Easy  Calling  Worldwide: 

1.  Dial  the  AT&T  Direct*  Service  access  number 
for  the  country  you  are  dialing  from. 

2.  Dial  the  phone  number  you  are  calling. 

3.  Dial  your  AT&T  Corporate  Calling  Card  number. 


AT&T  Direct' 

Access  Numbers 

Australia 

Germany 

United  Kingdom  x 

1-800- 551455c 

«    0-800-2255-288 

0800-89-0011. 

1-800-881-011 

Hong  Kong 

0500-89-0011.;- 

Brazil 

800-96-1111 

0800-013-001 1 

000-8010 

Italy  •• 

China,  PRCk 

172-1011 

108-11 

Japan  ■■ 

France 

005-39-1 11  * 

0800-99-00-11 

0066-55-111 

Country -to-country  rates  consist  of  th*  cost  of  a  call  to  the  U.S.  plus 
an  additional  charge  based  on  the  cojntry  you  are  calling.  For  access 
numbers  not  tisted  above,  ask  any  ot^rator  tor  AT&T  D'rect  Service 
■  Public  phones  require  local  coin  payment  through  call  duration. 
•Public  phones  require  coin  or  card  deposit  *  May  not  be  available 
from  every  phone/pay  phone  •Include 


AT&T  net. working 
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Religion  will  endure,  aff irminj 

our  vulnerability 


RELIGION 


Why  are  we  here?  What  does  it  all  mean?  Human  beings  will 
always  ask  the  big  questions.  And  religion  will  provide  the 
context.  Neither  economic  efficiency  nor  scientific  rationalism  has 
diluted  the  overwhelming  force  of  religious  beliefs,  rituals,  and 
myths.  These  have  bound  people  together  for  centuries  and  inspired 
humans  to  great  creative  endeavor,  as  well  as  horrific  destruction  and 
mass  murder. 

Today,  faith  in  its  manifold  guises  is  both  tonic  and  counterweight  to 
the  rush  of  progress.  It  fills  a  void  that  material  comfort  cannot.  It  af- 
firms humans'  powerlessness,  even  as  scientific  knowledge  arms  us  to 

do  more  and  more.  Religion  transcends  the  ebb  and  flow  of 
human  progress  and  events,  absorbing  knowledge  the  modern 
age  brings  and  shrugging  off  its  secularism. 

In  the  U.  S.,  9  in  10  people  claim  to  engage  regularly  in 
prayer,  and  3  in  4  say  they  do  so  on  a  daily  basis.  The  Reli- 
gious Movements  Homepage  maintained  by  sociologist  Jeffrey 
K.  Hadden  at  the  University  of  Virginia  lists  nearly  200 
religions  and  cults,  many  of  which  are  fast  gaining  adherents 
both  in  the  U.  S.  and  overseas.  Through  much  of  the  world, 
old,  time-honored  religions  and  their  fundamentalist  off- 
shoots do  not  seem  to  wane. 

In  the  early  21st  century,  the  pull  of  religion  will  intensify. 
And  science  and  religion  may  find  some  common  ground. 
Scientists  have  always  sought  answers  about  the  mysteries  of 
life.  But  increasingly,  the  narrow-bore  scientific  disciplines  of 
the  late  20th  century  will  give  way  to  interdisciplinary  ap- 
proaches asking  the  larger,  overarching  questions  about  com- 
plex patterns  of  life  on  earth.  Physicists  will  continue  to 
seek  a  unified  theory  that  makes  sense  of  the  particles  and 
forces  that  define  our  existence.  Astronomers  will  search 
the  farthest  reaches  of  the  heavens  to  fine-tune  a  cosmology 
that  is  fundamentally  unfathomable.  Even  if  they  answer 
questions  such  as  when  or  what,  they  can  never  answer 
why.  Artificial-intelligence  experts  will  imbue  the  humanoids 
they  build  with  human  values,  emotions,  and  even  self-aware- 
ness, ushering  in  what  inventor  Raymond  Kurzweil  calls  the 
age  of  "spiritual  machines." 

Many  branches  of  religion,  meanwhile,  will  accept  more  of 
science's  findings  about  the  origin  and  nature  of  life.  Theolo- 
gians will  welcome  scientists'  insights  into"  religion's  physical 
manifestations — the  correlation  between  brainwave  patterns 
and  meditative  states,  faith,  prayer,  and  healing.  But  they  will 
not  cede  the  role  that  religion  plays  in  providing  solace,  in  me- 
diating ethical  disputes,  or  in  celebrating  moments  when  a  re- 
lationship to  the  unknowable  fills  worshippers  with  humility. 
No  amount  of  scientific  knowledge  or  material  well-being  can 
satisfy  the  soul's  yearnings.  And  for  that  reason,  in  the  21st 
century  nothing  will,  easily  attenuate  the  tidal  pull  that  religion 
holds  for  most  humans.  ■ 


by  KAREN  PENN, 


SCIENCE  AND 
RELIGION  WILL  FIND 
SOME  COMMON  GROU 
SCIENTISTS  WILL  ASK 
THE  DIGGER  I 

QUESTIONS  ADOUT 
THE  ORIGINS  AND 
PATTERNS  OF  LIFE  ON 
EARTH.  AND  THE 
FAITHFUL  WILL       J 
ACCEPT  MATERIALIST 
INSIGHTS  INTO  THE 
EXPERIENCES  OF 
SPIRITUAL  ECSTASY, 
PRAYER, 
AND  HEALING 
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The  mind  is  immort; 


HUMANITY 


SOON,  TECHNOLOGY 

MAY  HAVE  THE  POWER  TO 

TRACK  EVERY  WAKING 

MOMENT  OF  YOUR 

LIFE-AND  PRESERVE 

IT  IN  A  FORM  THAT 

WILL  ALLOW  YOUR 

GREAT-GREAT-GREAT 

GRANDCHILDREN  TO  QUIZ 

A  VIRTUAL  YOU 


by  OTIS  P( 


So  you'd  like  to  live  forever?  By  the  year  2050,  you  might  ad 
ly  get  your  wish — providing  you  are  willing  to  evacuate  w 
biological  body  and  take  up  residence  in  silicon  circuits.  But  lonj 
fore  then,  perhaps  as  early  as  2005,  less  radical  measures  will  be£ 
fering  a  semblance  of  immortality. 

Researchers  are  confident  that  technology  will  soon  be  able  to  t\ 
every  waking  moment  of  your  life.  Whatever  you  see  and  hear,  pluj 
that  you  say  and  write,  can  be  recorded,  analyzed  and  automatic 


indexed,  and  added  to  your  personal  chronicles. 
By  the  2030s,  it  may  be  possible  to  capture 
your  nervous  system's  electrical  activity,  which 
would  also  preserve  your  thoughts  and  emo- 
tions. Researchers  at  the  BT  Laboratories  of 
British  Telecommunications  PLC  have  dubbed 
this  concept  the  Soul  Catcher. 

In  a  preview  of  what  the  near  term  holds, 
Carnegie  Mellon  University  two  years  ago 
unveiled  a  system  called  Synthetic  Interviews, 
with  Albert  Einstein  as  its  first  subject.  To 


Einstein's  brain?  Not  exactly,  but  software  allows  Carnegie  Mellon  University 
professor  Raj  Reddy  to  "converse"  with  a  simulated  version  of  the  great  scientist 


learn  about  the  theory  of  relativity  o\ 
physicist's  private  life,  you  engage  in  wl 
most  seems  to  be  a  live  videoconferencel 
an  ersatz  Einstein.  The  system  quickly  p| 
each  question  and  selects  the  best-mate 
sponse  from  a  bank  of  500  video  recording, 
it's  easy  to  forget  what's  going  on  undej 
hood — speech  recognition  to  digitize 
words,  natural-language  processing  to 
stand  the  question,  and  a  rating  scheme  | 
lar  to  that  used  by  Lycos  Inc.  to  ran 
results  of  Web  searches. 

The  hardware  for  early  versions  of  j 
immortality  exists  now.  You  could  docu 
your  daily  life  using  tiny  video  cameras! 
bedded  in  eyeglass  frames.  They  coulf 
linked  to  ibm's  latest  hard  disk — it's  the 
of  a  quarter  and  could  be  housed  in  a  | 
dant.  It  stores  300  megabytes  of  data,  ei 
to  hold  30  days  of  your  life.  But  by 
says  David  A.  Thompson,  a  fellow  at  IB1 
maden  Research  Center,  a  full  year  sh 
easily  fit  on  such  Lilliputian  disks. 
MAINFRAMED  MEMORIES.  Software,  thoug 
another  matter.  Techniques  for  analy 
and  indexing  streams  of  images  are  pr 
primitive.  If  your  personal  history  of  1 
were  like  one  gigantic  videocassette  t 
searching  for  a  specific  incident  could  I 
hours.  So  several  laboratories  are  wol  »< 
on  ways  to  catalog  video  content  auton 
cally.  IBM  Almaden's  Cue  Video  team,  lee 
Dragutin  Petkovic,  head  of  visual  mt 
management,  is  using  artificial  intelligt 
tools  to  sift  video  recordings  for  import 
scene  shifts.  The  resulting  index  is  an 
teractive  storyboard  with  key  frames  fi 
\  our  life.  If/V 

Eventually,  these  efforts  will  coalesce  I 
"organized,  online  archives  of  every  ti' 
that  happens,"  predicts  D.  Raj  Reddy,  a  i 
fessor  of  computer  science  at  cmu.  The 
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all  kinds  of  fanciful  possibilities  will  become 
practical.  For  instance,  someone  can  talk  to 
"you"  from  the  distant  future  via  the  Web. 
In  2099,  your  great-great-great  grandchil- 
dren will  be  able  to  quiz  a  reconstituted 
you  about  what  it  was  like  to  work  with 
computers  so  big  and  clunky  they  had  to 
be  held  on  your  lap.  And  what  "you"  reply 
won't  be  restricted  to  canned  statements, 
as  with  Synthetic  Interviews.  Smart  mind- 
mime  software  will  extrapolate  from  the 
hard  data  to  infer  how  the  real  you  would 
have  responded. 

The  same  online  infrastructure  will  trans- 
form the  earth  into  a  huge  Starship  Enter- 
prise with  virtual  teleportation  at  your  beck 
and  call.  But  instead  of  "Beam  me  up,  Scot- 
ty,"  Reddy  predicts,  "you'll  say,  'Beam  me 
there,' "  and  bam!  you — or  at  least  a  holo- 
graphic image  of  you — will  be  at  a  meeting  of 
the  elders  of  a  New  Guinea  tribe.  The  net- 
work would  provide  instantaneous  transla- 
tion so  you  can  understand  the  local  lingo. 

Far-fetched?  "We  have  the  technology  to 
do  most  of  this  now,"  says  Reddy.  The  real 
obstacle,  he  says,  is  lack  of  bandwidth. 

There's  also  the  issue  of  capital:  These  sys- 
tems will  be  expensive  at  first.  But  the  mon- 
ey will  come  quickly  once  the  bandwidth  is 
available.  Competition  will  see  to  that.  When 
engineering  teams  can  collaborate  through 
so-called  telepresence,  managers  can  call  in- 
stant meetings  in  virtual  reality,  and  everyone 
in  the  organization  has  infallible  memories 
and  shared  access  to  the  group's  knowledge, 
"you've  got  a  huge  competitive  advantage," 


says  Reddy.  Internet  time  will  be  pok 
comparison.  "Today's  yearlong  project" 
get  done  in  a  month,  maybe  a  week,"  hi 
diets.  So  the  companies  that  get  therf 
"will  clean  everyone  else's  plates." 
SMALL  WONDERS.  This  will  pave  the  wl 
BT  Labs'  Soul  Catcher.  It  would  use  a  % 
able  supercomputer,  perhaps  in  a  wrisM 
with  wireless  links  to  microsensors 
your  scalp  and  in  the  nerves  that  cai 
five  sensory  signals.  So  wearing  a  videc 
era  would  no  longer  be  required. 

At  first,  the  Soul  Catcher's  companio 
tern — the  Soul  Emancipator? — might 
trouble  replicating  you  in  complete  ( 
Even  in  2030,  we  may  still  be  struggl 
understand  the  brain's  internal  workin 
reading  your  thoughts  and  interpreting 
emotions  might  not  be  possible.  But 
signals  could  be  conserved  for  the  day 
they  can  be  transferred  to  silicon  circu 
rejuvenate  minds  as  immortal  entities; 
searchers  can  only  wonder  what  it  will  t 
to  wake  up  one  day  and  find  yourself  alii 
side  a  machine. 

For  people  who  chose  not  to  inhabit  s 
virtual  immortality  could  still  ease  the 
of  futility  that  now  haunts  many  peopl 
dividuals  would  know  their  lives  would  r 
forgotten,  but  would  be  preserved  as  a  t 
in  a  multimedia  quilt  that  keeps  a  p< 
nent  record  of  the  human  race.  And  f 
generations  would  have  a  much  fuller  u 
standing  of  the  past.  History  would  n 
dominated  by  just  the  rich  and  powerfu 
Hollywood  icons,  and  a  few  elite  thinke 


By  never  i 


What  if  the  forests 
were  silent? 


ENVIRONMENT 


by  John  Carey 


Dawn  breaks  on  a  tropical  forest.  Conservationists  have  protected 
the  trees  from  the  bite  of  the  chain  saw,  and  under  the  dense 
canopy,  all  seems  primordial  and  pristine.  But  something  is  missing. 
Dawn  normally  brings  a  symphony  of  sound.  But  here  there  is  only  si- 
lence. No  raucous  cries  of  monkeys.  No  trilling  avian  melodies.  No 
rustling  in  the  underbrush.  The  animals  are  largely  gone. 

By  2020,  this  silent  dawn  could  be  occurring  almost  anywhere  in  the 
world.  Indeed,  such  "empty"  forests  already  have  begun  to  appear,  in 
countries  from  Laos  to  Zaire.  The  cause  is  simple:  Humans  are  killing 
the  animals.  Whether  by  snare  or  spear,  trap  or  gun,  people  are  tak- 
ing a  staggering  toll  on  anything  that  can  be  eaten  or  sold  for  food  ~- 


CONSERVATiONISTS 
BELIEVED  THEY  HAD 
SUCCEEDED  IN 
SAFEGUARDING  THE 
FORESTS.  BUT  ALTHO 
TREES  AND  LAND  HAV 
BEEN  SECURED,  THE 
ANIMALS  ARE 
DISAPPEARING. 
MORE  THAN  A  QUARTS 
OF  ALL  EXTINCTIONS, 
WHERE  BLAME  CAN 
ATTRIBUTED.  HAVE  BE 
CAUSED  BY  HUMAN 
HUNTERS 


K 


102  BUSINESS  WEEK  /  AUGUST  30,  1999 


J 


logged  on  to  RealEstate  com 
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RealEstate*com 


The  easiest  part  of  getting  a  home. 


FOR       T 


Conservation  Society  (v 
"But  it  didn't.  We  didn'i 
foresee  this  relentless 
exploitation." 

To  conservationists 
struggling  to  protect  a 
natural  world  already 
reeling  from  such  thre; 
as  population  growth, 
deforestation,  and  pollut 
the  rising  slaughter  add 
formidable  challenge  for 
next  century.  The  under 
causes  include  the  grow 
numbers  and  Westerniz. 
of  forest-dwelling  tribes 
that  add  three  other  fac 
the  influx  of  ranchers  ai 
settlers,  the  building  of 
ogging  roads  that  make 
remote  areas  accessible, 
the  enormous  value  of  t 
natural-medicine  trade, 
where  a  bagged  rhino  a 
bring  in  more  money  th 
locals  could  otherwise  e; 
in  a  lifetime.  "You  are  n 
going  to  repopulate  fore 
with  wildlife  unless  you 
remove  the  people,"  say 


As  their  prey  is  killed  by  human  hunters,  large  animals  in  some  countries  are  suffering.  A  few 
governments,  meanwhile,  have  taken  steps  like  banning  the  commercial  trade  in  wildlife 


or  medicine.  Wildlife 
biologists  are  only  starting 
to  tally  the  cost,  but 
estimates  range  from  up  to 
24  million  animals  killed  each 
year  in  the  Brazilian 
Amazon  to  600,000  pounds  of 
wild  meat  taken  annually 
from  Korup  National  Park  in 
West  Africa  alone.  Hunting 


is  thought  to  be  responsible 
for  more  than  one-quarter  of 
all  known  extinctions  where 
a  cause  can  be  attributed. 
"We've  done  a  lot  in 
stopping  the  loss  of  habitat. 
And  we  thought  years  ago 
that  would  end  the  battle," 
says  field  biologist  Alan 
Rabinowitz  of  the  Wildlife 


John  W  Terborgh,  a  Du  I 
University  biologist. 
SEED  SPREADERS.  The 

effects  of  hunting  go  far 
beyond  just  the  species 
being  killed.  Take  the 
lemurs  out  of  Madagasa 
a  recent  study  shows,  ar 
different  trees  in  the  for  & 
could  disappear  because   !! 
their  seeds  are  no  longei 
being  spread.  In  parts  o 
India,  tigers  are  sufferin 
from  lack  of  prey,  which 
being  killed  by  humans 
instead.  "We  may  be  hoi 
on  to  the  forest,  but  we 
losing  the  animals  that  n 
the  forest  function,"  says 
wcs  biologist  John  Robii 
There  is  some  hopefu 
news,  however,  as  a  few 
organizations  and  goven 
ments  are  taking  action. 
Responding  to  research 
the  wcs's  Elizabeth 
Bennett,  for  instance,  th 
government  of  Sarawak, 
Malaysia's  largest  state, 
ended  the  commercial  tr 
in  wildlife,  limited  shotg 
shell  sales,  and  closed  of 
logging  roads  when  logg 
has  been  completed.  "W( 
have  to  be  optimistic  or 
we'd  give  up  entirely,"  i 
Bennett 
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On  the  Net,  music  is 
the  ultimate  metaphor. 


h- 


COMMUNICATIONS 


by  Steven  V.  Brull 


Joshua  McFadden,  a  computer  and  electronic-music  major  at  Ctber- 
lin  College  in  Ohio,  doesn't  need  a  contract  from  a  big  record  label. 
With  a  PC,  keyboard,  and  a  fast  Internet  connection,  the  third-year  stu- 
dent in  a  cramped  dorm  room  sends  his  compositions  around  the 
world.  "Commercially,  I'm  not  even  remotely  successful  he  says 
cheerfully.  "But  once  I  got  a  letter  from  a  listener  in  South  Africa. 

Across  campus,  a  college 
sophomore  uses  the 
Internet  as  a  massive  music 
library.  "You  can  find 
anything,"  he  says,  reaching 
out  over  the  campus 
network  with  his  PC  to 
download  a  track  from  a 
fellow  student's  computer. 
He  adds  the  tune  to  the  800 
tracks  on  his  hard  drive, 
including  111  Beatles  songs, 
25  Pink  Floyd  tracks,  and 
an  entire  Lauryn  Hill 
album— all  plucked  off  the 
Net  for  free. 

Prowling  through  the 
dorms  is  Steve  Crandall,  a 
47-year-old  research 
scientist  at  AT&T  Labs  in 
Florham  Park,  N.J.  He  an< 
his  colleagues  are  frequent 
visitors  to  Oberlin.  And 
with  good  reason:  These 
students  meet,  live,  work, 
and  play  on  a  100  megabit- 
per-second  network — the 
kind  of  thing  that  will  one 
day  connect  virtually  all  of 
AT&T's  customers.  Crandall 
studies  how  students  locate 
the  songs  they  like,  when 
and  where  they  listen,  how 
thev  respond  to  levels  of 
soun  1  quality,  and  how  they 
feel  about  copyrights  and 
business.  The  kids  are 
rewriting  the  rules  of  online 
distribution— not  just  for 
music  but  also  for  books 
and  videos.  And  AT&T,  as 
America's  biggest  cable  and 
telephone  company,  believes 
it  must  establish  intimate 
bonds  with  them.  "We've    » 


THE  NET  WILL  G!Z  I 
THE  CHANCE  TO  DifU 
OUR  INNER  ARiSl 
WITHOUT  HAVipl 
WAIT  FOR  A  R 
CONTRACT  OR  BIG 
DEAL.  VIDEOS,  MSI 
AND  LITERATURE  III 
BE  ONLINE  U 
GRANDMA  WON  I 
YOUR  ONLFi 
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Sybase  has  the  high  availability  and  reliable  data  movement  solutions 
that  today's  e-businesses  demand.  Our  Adaptive  Server  Enterprise, 
Replication  Server,  OpenSwitch,  Enterprise  Application  Server  and  Sybase 
Financial  Server  are  helping  e-businesses  stay  open  for  business.  To  learn 
more,  get  our  white  paper  "Understanding  Continuous  Availability:'  Call  us 
at  800-8-SYBASE,  or  visit  www.sybase.com. 

OIWv  Sybaie,  Inc  All  rlghu  reserved  All  trademarks  arc  lh«  properly  ol  their  •»«    ctve  ownerj 
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learned  things  at  Oberlin," 
says  Crandall.  "Anecdotal 
evidence  suggests  that 
music  is  replacing 
pornography  as  the  high- 
bandwidth  killer  app." 

In  the  21st  century,  we'll 
all  get  a  chance  to  be  like 
Oberlin  students.  We'll  tap 
into  an  Internet  that's 
gushing  with  music,  video, 
and  books — and  feed  it  with 
our  own  creations.  Artistic 
expression  will  flower,  and 
the  boundaries  between 
artists  and  consumers  will 
blur.  Indeed,  the  Net  offers 
advanced  technological 
societies  a  tantalizing 
pathway  back  to  the  pre- 
industrial  democracy  of  art. 
Electronic  instruments  and 
cameras  are  getting  smarter 
and  cheaper.  In  time, 
software  will  allow 
amateurs  to  make  studio- 
quality  recordings  and 
movies — on  a  modest 
budget — that  will  shock, 
delight,  and  comfort  the 
audiences  beyond  their 
living  room  stages. 
MATTER  OF  TIME.  What's 
happening  at  Oberlin  and 
hundreds  of  other  colleges 
puts  tastemakers  at  film 
studios,  record  companies, 
and  publishers  in  a 
quandary.  Near  term,  they 
face  encroachment  from  the 
likes  of  Amazon.com  Inc., 
which  has  already  begun 
distributing  music  by 
unsigned  bands.  Further 
down  the  road,  the 
Internet — or  its  successor — 
will  give  artists  the  means 
to  promote  themselves. 
Today,  software  companies 
with  no  earnings  and  few 
assets  can  execute 
multibillion-dollar  public 
offerings.  No  artist  has 
pole-vaulted  to  platinum  on 
the  Net,  but  it's  just  a 
matter  of  time. 

No  doubt  the  music  of  a 
thousand  Oberlins  will  be 
crazily  cacophonous.  But 
don't  worry:  Human  and 


Internet 
lets  yon 
distribute  yonr 
ideas  withou 
having  to 
actually  put 
them  onto 
a  tape,  walk 
them  down  th 
street  to  your 
friend's  house 
and  say, 
'Can  we  please 
listen  to  this?' 
Anybody  can 
connect.  I've 
had  everything 
I've  written 
musically 
online  for  thr 
past  two  yen 


Joshua  McFadden, 
student  and  musician, 
Oberlin  College 


automated  guides  will  help 
you  find  what  you  want, 
when  you  want  it — even  if 
you  don't  know  exactly 
what  it  is.  Longing  for  that 
Miles  Davis  track  you  heard 
on  the  radio  last  week? 
Hum  a  few  bars.  Software 
will  analyze  the  melody, 
download  it,  and  play  it. 
Prefer  something  similar, 
but  with  more  edge?  Ask 
your  music  "bot,"  a  soft- 
ware agent  whose  sole 
purpose  is  to  understand 
your  taste.  "The  technology 
to  do  all  this  exists,"  says 
Jack  Lacy,  a  senior  research 
scientist  at  AT&T  Labs.  "We 
just  need  to  put  the  pieces 
together." 

The  hard  part  will  not  be 
technological  but  social  and 
legal.  Intellectual-property 
rights  for  CDs,  books,  and 
movies  are  built  on  implicit 
assumptions  of  scarcity:  Not 
everyone  can  have  these 
goods,  since  production  and 
distribution  resources  have 
been  limited — until  now. 
Today's  assumptions  will 
fade  when  access  is 
ubiquitous,  and  perfect 
replicas  can  be  made  for 
free. 

At  Oberlin,  for  instance, 
most  students  say  musicians 
and  others  should  get  paid 
for  their  work.  But  the  lure 
of  free  access  is 
overwhelming.  The  lines 
are  long  at  the  Seeley  G. 
Mudd  Center,  where 
students  are  copying  CDs 
for  personal  use.  As  for 
student  composers,  instead 
of  charging  for  digital 
versions  of  their  work,  some 
students  prefer  to  give 
their  music  away  to  spread 
their  ideas.  "I  can  always 
make  my  money  by  selling 
tickets  to  performances," 
says  Jim  Altieri,  a  fourth- 
year  double-degree  student 
in  composition  and  geology. 

The  record  industry  has 
no  intention  of  fading  out. 
And  Hollywood — already 


nervous  about  pirate^ 
videos  distributed  ov 
Net — would  do  well  t 
study  the  record  indu| 
machinations.  To  stav 
irrelevance,  music 
companies  are  movin 
flexible  pricing  model 
E-music.com,  you  can 
purchase  music  by  th 
with  record  companie 
blessings.  Ultimately, 
anyone  could  sell  mus 
says  Atlantic  Recordi: 
Corp.  Co-Chairman  Vi 
Azzoli.  "You  read  abo 
band  at  the  magazine 
push  a  button,  and  ge 
song  for  50e7'  Or  may] 
you'll  pay  subscription 
to  tap  into  a  giant  mu 
collection  stored  on  a 
computer  server,  payi: 
the  week  or  month 
business  model  will  ch 
and  when  it  does,  mus 
change,"  Azzoli  says. 
Whatever  new  pay 
schemes  emerge,  Azzo' 
believes  listeners  will 
someone  to  discover  ai 
market  talent.  But  is  t 
intermediary  the  comp 
with  the  best  scouts,  t! 
best  software,  or  the  b 
brand  name  on  the  Ne 
Many  think  the  most 
efficient  predictor  of  w 
you  will  enjoy  is  a 
community  of  your  pee 
And  the  tools  to 
spontaneously  pool  and 
such  communities  are 
hand.  The  primitive 
precursor  is  called 
"collaborative  Altering," 
mechanism  that  lets 
Amazon.com  recommenc 
books  based  on  buying 
patterns  at  its  site.  But 
the  at&t  labs,  research* 
apply  more  sophisticate 
algorithms  to  analyze  ai 
rank  artistic  content  po: 
on  individual  home  page 
GeoCities,  a  large  Net 
community  recently 
absorbed  by  Yahoo!  Wit 
these  next-generation 
software  tools,  a  surfer 
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Hdw  Texhcd  turns  waste  water  into  inn  fob  thirsty  crops 


Oil  .uhI  water  go  together.  When  you  find 
one,  you  find  the  other.  Which  means  we  end 
up  finding  millions  of  gallons  ofwatei  ever)  day. 

But  we  didn't  want  to  waste  it.  So  we  <  ame 
up  with  .in  innovative  way  to  use  it.  We  take 
watei  we  don't  need  from  oilfields  and  channel 
it  to  farms  .ill  ovei  the  (  alifornia  (  entral  Valley. 


© 


Where  water  is  as  precious  to  farmers  as  oil  is  to 
us.  And  now,  green  acres  of  farmland  are  feeding 
people  coast  to  coast,  everything  from  apples  to 
oranges,  to  yes,  you  guessed  it,  watermelon-* 
it  s  one  more  wa)  our  relentless  pursuit  of 
energy  keeps  the  world  running.  Looks         that 
watei  made  quite  a  splash. 
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search  of  content  could  set 
the  parameters  a  dozen 
different  ways  to  discover 
how  community  members 
rate  different  types  of 
music,  movies,  or  art. 

Such  tools  threaten  any 
industry  that  seeks  to  be  a 
purveyor  of  taste.  It  will  be 
hard  on  record  companies. 
But  under  at  least  one 
scenario,  they  won't  have  to 
worry  so  much  about  piracy. 
As  the  whole  notion  of 
"distributing"  music  gives 
way  to  "delivery  on 


demand,"  popular  artists — or 
companies  that-  represent 
them — may  reap  their 
commercial  payoff  by 
aggregating  an  audience, 
much  as  today's  broadcast 
networks  do.  "nbc  doesn't 
worry  if  you  pirate  Seinfeld, 
do  they?"  asks  Jim  Griffin, 
CEO  of  Cherry  Lane  Digital 
Inc.,  a  technology 
consultancy  in  Los  Angeles. 
Neither  will  the  music 
industry,  or  whatever  it 
evolves  into.  The  problem  of 
piracy  becomes  moot, 


because  advertising  and 
marketing  revenues  increase 
as  more  people  tune  in. 

These  issues  aren't  the 
concerns  of  most  Oberlin 
students.  They've  helped 
establish  new  modes  of 
listening  to  music.  And 
through  music  and 
technology,  they've  found  a 
way  to  sustain  the  deep 
emotional  thrills  of  youth 
long  after  graduation  day. 
Wherever  they  end  up 
physically,  they  can 
assemble  in  virtual  rooms 


and  enjoy  unlimited  free! 
to  listen,  see,  and  expk 
Music — and  by  extensior 
of  art — is  something  to 
create,  discover,  and  shai; 
College  students  have 
pioneered  these  new  moil 
armed  with  the  best  tool! 
the  Internet,  and  blessec 
with  the  technical  and 
artistic  skills  to  make  us| 
them.  We  should  all  be  si 
lucky.  And  as  complex 
network  technology  becojj 
simple,  invisible,  and 
ubiquitous,  we  will  be. 


AS  THE  NEW  CENTURY 

APPROACHES,  MANY 

AMERICANS  ARE 

DISTURBED  BY  THE 

FRUITS  OF  THE 

RELENTLESS  EXPANSION 

OF  THE  SUBURBAN 

FRONTIER.  LAST 

NOVEMBER,  VOTERS 

PASSED  MORE  THAN 

TWO-THIRDS  OF  240 

BALLOT  INITIATIVES 

TO  PRESERVE  OPEN 

SPACE  OR  OTHERWISE 

RESHAPE  DEVELOPMENT 


New  neighborhood 
can  combat  urban  sprawl! 


Tract  housing  near  Cincinnati:  1,000  to  3,000  acres  of  open  land  are  developed  each  day  in  the  U 


Kendall  is  a  prime  example  of  sprawl.  What  passes  for  the  dow 
town  of  this  south  Florida  suburb,  a  few  miles  southwest 
Miami,  is  a  hodgepodge  of  office  buildings,  a  mall,  parking  lots,  au 
dealerships,  and  a  dingy  canal.  But  over  the  next  40  years,  Miami-Da 
County  planners  hope  to  pack  Kendall  with  people,  creating  a  Eur 
pean-flavored  town  center  with  romantic  canal-side  walkways,  tree-lin 
boulevards,  trolleys,  colonnaded  sidewalks,  and  stylish  condominiums 


1  10  BUSINESS  WEEK  /  AUGUST  30,  1999 


RHONE-POULENC:  SECOND  QUARTER  1999  EARNINGS 


Income  from  operations:  +18% 


We  are  confident  in  our  ability  to  deliver 
ill  year  earnings  per  share  growth  in 
>ie  with  market  expectations  of  some 
5%,  excluding  exceptional  items. 
ur  life  sciences  businesses  are  confin- 
ing to  experience  improved  growth 
nd  profitability. 

hodia's  recovery,  in  accordance  with 
revious  forecasts,  should  facilitate  its 
resiment.  market  conditions  permitting. 
he  planned  integration  of  Rhone-Poulenc 

I  id  Hoechst  is  making  excellent  progress, 
aeked  by  the  overwhelming  support  of 
larcholders.  our  joint  teams  are  work- 
\g  with  great  energy  to  prepare  for  the 
unch  of  Aventis.' 


|  onsolidated  accounts  2nd  quarter  1999 


sales: 

3.490  billion€  (+2.7%)l'l 

Del  income: 

72  M€ 
Excluding  exceptional  items: 

Income  from  operations121: 

525  M€  (+  18o/o) 

Net  income: 

183  M€  (+O.I0/0) 

turnings  per  share: 

0.49  €  (-10/0) 


Jean-Rene  Fourtou 
Chairman  ft  Chief  Executive 


|econd  quarter  highlights: 

continued  strong  improvement  in 
|irnings  from  the  life  sciences  busi- 
esses  (+ 1 5%) 

I  clear  improvement  in  Rhodia's  earn- 
KS  (+23.9%) 

exceptional  item  of  156  M€  before 
>x,  comprising,  for  ihe  most  part, 
liargcs  linked  to  Aventis  and  a  provi- 
hn  for  litigation  costs  in  the  animal 
Itamin  business.  The  comparison  with 
fe  second  quarter  of  last  year  is  also 
■parted  by  a  one-time  gain  of  436  M€, 

corded  in  the  second  quarter  1998, 

llowing  the  listing  of  Rhodia. 


1  il'c  Sciences 


onsolidated  ne1  sales: 

2.100billion€  (+6.7%)<" 

Jneomc  from  operations: 

360  M€  (+15%)U> 


■  Pharma  ■ 

Rhine  Poulenc  Rarer, 

Pasteur  Menem  Connaught,  Centeon 

onsolidated  net  sales: 

i  1  '<>  billion€  (+9.9 

Rome  from  operations: 

M€  (i  10.6 


Rhone-Poulenc 

is  a  leading 

life  sciences  company 

growing  through 


innovations 


in  human, 

plant  and  animal 

health 


and  through 

its  specialty 

chemicals  subsidiary, 

Rhodia. 


The  improvement  in  net  sales,  particu- 
larly noticeable  in  the  United  States 
(+23%),  resulted  from  increased  sales 
of  new  products: 

•  Oncology:  Taxotere*  continued  its 
strong  sales  growth  (  +  40.9%")  to 
106  M€).  Campto*  also  saw  excellent 
growth  with  sales  of  2 1  M€  (+  1 1 3. 1%)(3». 

•  Thrombosis/Cardiology:  sales  of 
Clexane*/Lovenox®  increased  41%<3'  to 
178  M€. 

•  Central  Nervous  System:  Rilutek* 
continued  its  strong  sales  growth, 
+  30.6%<3)  to  16  M€. 

•  Respiratory/Allergy  :  Nasacort®  and 
Nasacort  AQ®,  +  183. 4%"'  to  56  M€; 
Azmacorr®  declined  31.9%l3'  to  33  M€ 
resulting  from  continuing  destocking 
and  continued  pressure  from  competitors. 

•  Vaccines:  strong  sales  were  recorded  in 
the  USA  with  injectable  polio  vaccine 
Ipol®,  +90%I3)  to  31  M€,  and  flu  vac- 
cines, +  100o/0l3l  to  10  M€. 

■  Plant  and  Animal  Health  ■ 

Rhone-Poulenc  Agro. 
Rhone-Poulenc  Animal  Nutrition,  Merial 

Consolidated  net  sales: 

684  M€  (-0.1%)C) 

Income  from  operations: 

143  M€  (-6.9%)<2I 

In  the  face  of  difficult  market  conditions, 
the  crop  protection  business  benefited 
from  the  development  of  new  products: 
the  insecticide  Regent®,  +54%'3'  to 
38  M€  and  the  herbicide  Balance®, 
+  14o/0(3)  t0  7  M€  continued  to  experience 
strong  sales. 

In  animal  nutrition,  despite  a  good 
increase  in  volume,  sales  continued  to  be 
impacted  by  the  strong  pressure  on  prices. 


Rhodia 


Consolidated  net  sales: 

1.414  billion€  (-6.7%)") 

Income  from  operations: 

166  M€         (+23.9%) (2) 


The  second  quarter  was  marked  by 
a  significant  recover,  in  all  of  Rhodia's 
divisions.  Income  from  operations  saw 
significant  growth  due  to  the  positive 
impact  of  profitability  improvement 
measures. 


www.rhone-poulenc.com 

Investor  relations  : 
+  13-1  47  68  07  05 
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and  apartment  houses.  The  theory  is  that 
the  best  way  to  keep  people  from  spreading 
out  all  over  the  landscape  is  to  give  them  a 
good  reason  for  working,  playing,  shopping, 
and  living  close  together. 

A  dream?  Maybe.  But  as  the  new  century 
approaches,  many  Americans  are  disturbed 
by  the  relentless  expansion  of  the  suburban 
frontier.  Right  now,  1,000  to  3,000  acres  of 
farmland,  forest,  and  other  unbuilt-upon  land 
are  developed  every  day.  In  once-bucolic 
Loudoun  County,  Va.,  outside  Washington, 
"all  of  a  sudden,  people  are  sitting  in  traffic 
jams,  with  crowded  schools  and  higher  tax- 
es— and  wondering  how  the  hell  development 
is  good  for  them,"  says  Scott  K.  York,  chair- 
man of  the  county's  Board  of  Supervisors. 
Says  Carol  M.  Browner,  administrator  of  the 
U.S.  Environmental  Protection  Agency:  "Peo- 
ple want  a  different  kind  of  future." 

Glimpses  of  such  a  future  exist.  Stock- 
holm, Sweden,  a  city  of  islands  and  winding 
streets,  is  one  of  many  in  Europe  that  are 
meccas  for  walkers  and  paragons  of  mass 
transit.  Stockholm  is  surrounded  by  compact 
satellite  communities  connected  by  trains. 
More  than  half  of  the  residents  of  the  subur- 
ban town  of  Vallingby  commute  by  mass 
transit.  The  area's  beauty  proves  that  clusters 
of  development  around  rail  lines  don't  have  to 
be  ugly. 

SCHMOOZING  ON  PORCHES.  In  the  1970s,  met- 
ropolitan Portland,  Ore.,  drew  a  line  around 
its  core,  severely  limiting  development  out- 
side of  a  230,000-acre  area.  That,  coupled 
with  an  expanded  rail  and  bus  system,  has 
enabled  the  metro  area  to  accommodate  a 
50%  increase  in  population  since  the  1970s 
with  only  a  2%  increase  in  developed  land 
area  and  only  a  moderate  rise  in  the  number 
of  trips  by  car.  Communities  built  by  anti- 
sprawl  planners,  such  as  Seaside,  Fla.,  and 
Kentlands,  Md.,  make  it  easy  for  people  to 
schmooze  on  front  porches  and  walk  to  stores. 
Seaside  is  so  popular  that  one-bedroom  cot- 
tages can  go  for  more  than  $500,000. 

Far  bolder  plans  are  on  the  drawing 
boards.  The  five  counties  in  South  Florida,  al- 
ready home  to  5.5  million  people,  are  expect- 
ed to  swell  to  7.5  million  by  2020.  Three- 
fourths  of  the  growth  is  taking  place  west  of 
the  1-95  corridor,  where  there's  more  open 
land.  That's  costing  the  state  billions  for  new 
roads,  while  threatening  the  Everglades  just 
to  the  west.  So  the  region  has  launched  an 
Eastward  Ho!  initiative  to  funnel  growth  into 
the  eastern  section.  A  key  part  is  attracting 
people  back  to  places  such  as  Kendall.  "Peo- 
ple are  realizing  it's  dumb  to  throw  away 
parts  of  our  communities,"  says  Isabel  Cosio 


retirement  of 
baby  boomer 
we  will  see  a 
demand  for 
central  places, 
the  likes  of 
which  we  have 
never  seen 
before....  We 
are  going  to  get 
rid  of  our 
suburban  house 
and  move 
into  a  village 
or  urban-like 
setting. 


Robert  W.  Burchell, 

Center  f or  Urban 

Policy  Research, 

Rutgers  University 
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Carballo,  Eastward  Ho!  coordinator  s 
South  Florida  Regional  Planning  Coun 

Atlanta,  so  choked  with  traffic  that 
panies  are  deciding  to  leave  or  not  re 
there,  has  also  decided  to  make  change.- 
Metro  Atlanta  Chamber  of  Commerc 
recommended  creating  a  regional  supera 
to  build  new  transit  lines  and  redirect 
opment.  BellSouth  plans  to  move  13,00 
ployees  from  the  suburbs  to  offices  i 
city  near  transit  stops.  Employees  who 
on  the  train  ride  home  will  be  able  to  i 
faxes  and  E-mails  from  facilities  at  the  g 
before  hopping  in  their  cars. 

Trying  to  create  neighborhoods  and  i 
towns  where  residents  can  walk  to  sho 
or  catch  a  streetcar  to  work  is  an  ec 
America's  own  past.  In  Silicon  Valley, 
tech  ceos  see  transportation  bottleneck 
housing  costs  as  barriers  to  economic  gr 
so  they're  pushing  clustered  developi 
and  transit.  "It  is  a  return  to  the  com 
ties  that  we  had  in  America  in  the 
says  Carl  Guardino,  president  of  the 
Valley  Manufacturing  Group,  an  indi 
backed  organization. 

Making  a  real  dent  in  urban  sprawl 
enormous  challenge.  "Americans  are 
tomed  to  cheap  gas,  weak  land-use  cor 
and  subsidies  for  roads,"  says  Columbia 
versity  historian  Kenneth  T  Jackson,  aut 
Crabgrass  Frontier.  And  people  don't  lil< 
idea  of  cramming  more  homes  and  apart] 
into  high-density  pockets  for  the  sake  o 
trolling  sprawl  elsewhere.  It's  a  dilemma 
Ohio  developer  Charles  J.  Ruma:  "Amei 
hate  two  things:  sprawl  and  high  densit  WfeBi 

Local  ordinances  often  help  cause 
by  mandating  big  lots  and  too-wide 
"We  worked  with  a  township  that  had  i 
dinance  requiring  that  roads  on  the  inter 
a  subdivision  be  at  least  34  feet  wide, 
enough  room  for  three  semis  to  have  a 
says  Keith  Charters  of  the  Traverse 
(Mich.)  Area  Chamber  of  Commerce.  B 
ures  an  18-foot  road  is  plenty  wide  enoi 

But  attitudes  are  changing.  Vice-Prea 
Al  Gore  has  made  sprawl  a  bogeyman 
Presidential  campaign.  Last  November, 
passed  more  than  two-thirds  of  240 
initiatives,  authorizing  $7.5  billion  in 
spending,  to  preserve  open  space  or 
wise  tackle  sprawl.  "We  can  redirect 
opment  patterns  anywhere  we  want," 
Robert  W.  Burchell,  professor  of  urban 
at  Rutgers  University  in  New  Bruns 
N.J.  As  traffic  jams  worsen  and  farm! 
appear  around  our  cities,  we  may  be  w 
to  begin  a  profound  reshaping  of  the  A 
can  landscape. 
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hold  secrets  of  Iff 
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see  during  the  evolution  of  life  on  earth,  on  Mars, 
or  on  Europa,  one  of  the  moons  of  Jupiter.... 


■■i 


114  BUSINESS  WEEK  /  AUGUST  30,  1999 


J 


21     IDEAS 


[1966,  Russian  and  British  scientists  made  a  most 
.probable  discovery:  They  found  a  huge  fresh-Wa- 
flake   entombed    under   the   two-mile-thick    east 
I  vtic  ice  sheet.  It  was  the  size  of  Lake  Ontario  but 
I  deeper,  reaching  depths  of  1,650  feet.  Pressure 
the  weight  of  the  ice  sheet  above  it  kept  it 


DURING  THE  NEXT  10  YEARS. 
SCIENTISTS  MAY  DISCOVER  STARTLING 
INFORMATION  ABOUT  THE  ORIGIN  OF 
LIFE  ON  OUR  PLANET  AND  THE 
POSSIBILITY  OF  LIFE  ELSEWHERE 
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I 
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liquid  even  though  its 
temperature  was  a 
few  degrees  below 
freezing.  Geologists  and 
seismologists  delighted  in 
the  discovery,  but  it  was 
biologists  who  saw  the 
unique  opportunity  the 
lake  presented.  Lake 
Vostok,  as  it  was  named, 
has  been  isolated  from 
the  earth's  surface  for 
eons.  The  water  in  it  is 
probably  a  million  years 
old.  Biologists  quickly 
recognized  that  the  lake 
could  harbor  creatures 
unknown  anywhere  else  on 
earth.  No  sunlight  reaches 
the  lake,  but  microbes  can 
live  independently  of  the 
sun.  And  if  the  lake  sits 
on  a  volcanic  rift,  the 
energy  from  underground 
heat  vents  could  give  rise 
to  a  thriving  community. 
COAL  BLACK.  "The  lake 
could  really  replicate 
conditions  you  might  see 
during  the  evolution  of  life 
on  earth,  on  Mars,  or  on 
Europa,  one  of  the  moons  of 
Jupiter,  where  we  know 
there's  an  ice  sheet  with 
water  underneath  it,"  says 
John  Priscu,  a  microbial 
ecologist  at  Montana  State 
University.  A  project  to 
drill  into  the  lake  was 
abruptly  halted  until  a 
global  consortium  of 
scientists  can  decide  how 
to  penetrate  the  lake 
without  contaminating  it. 

Lake  Vostok  provides  a 
unique  opportunity  to 
study  life  in  extreme 
environments.  Only  a 
decade  or  two  ago,  many 
biologists  would  have 
guessed  that  life  could  not 
exist  in  the  coal-black 
currents  of  a  sub-freezing 
underground  pool  like 
Vostok.  But  recent 
discoveries  of  life  in  boiling 
geothermal  cauldrons, 
natural  sulfuric  acid 
pools,  and  other  extreme 
environments  have  changed 
expectations  dramatically. 

"I've  done  a  180,"  says 
Priscu.  "I  was  a  skeptic  all 
the  way."  That  changed 
when  Priscu  went  to 
Antarctica  and  found 
ancient  microbes  living  in 


Microbes  have  been  found  in  an  Antarctic  valley  that  is  just  a  little  warmer  than  the  surface  of  I 


ice  layers  in  the  McMurdo 
dry  valleys,  a  region  only 
a  little  warmer  than 
the  surface  of  Mars.  "In 
the  next  10  years,  we're 
going  to  see  more 
information  turning  up 
about  extraterrestrial  life, 
and  about  the  origins  of  life 
on  our  planet,"  he  says. 
Many  of  the  microbes  found 
contain  exotic  enzymes  of 
great  practical  value  in,  say, 
high-temperature  industrial 
processes. 

Studies  of  these  life 
forms  are  also  changing 
scientists'  conception  of  life. 
The  eruption  of  life  on  earth 
was  once  thought  to  be  a 
wondrous  consequence  of 
earth's  unique  position  in 
the  solar  system — close 
enough  to  the  sun  to  draw 
warmth  and  energy,  without 
becoming  a  crisp  briquette 
like  Mercury  or  a  boiling 
Venusian  hothouse. 

Now,  it  seems,  living 
organisms  do  not  require 
such  singular  circumstances. 
Many  biologists  now  think 
it  likely  that  some  sort  of 
life — most  likely,  microbes — 
will  be  found  on  other 
planets,  and  even  on  moons 
and  asteroids. 


Thomas  Gold  of  Cornell 
University,  for  example,  has 
put  forth  the  controversial 
notion  that  rock  strata  deep 
underground,  at  high 
temperatures  and  pressures, 
are  teeming  with  microbial 
life.  "The  total  amount  of 
the  microbiology  at  that 
depth  may  well  be  more,  in 
volume,  than  the  total 
amount  we  have  on  the 
surface,"  Gold  says. 
Underground  life  might  be 
common  throughout  the 
solar  system — it  is  humans, 
scraping  out  a  living  on  the 
cool,  desiccating  surface, 
who  are  living  in  extreme 
conditions,  he  says. 

Many  biologists  dispute 
Gold's  arguments.  They 
say  microbes  cannot 
survive  at  excessively  high 
temperatures  and  pressures. 
Gold  says  he  has  found 
microbes  at  extreme  depths, 
but  critics  say  the  deep- 
earth  samples  could  have 
been  contaminated  with 
organisms  from  the  surface 
or  shallower  depths.  There 
is  no  question,  however, 
that  the  discovery  of  life  on 
the  fringe,  in  various 
extreme  environments,  is 
transforming  biology,  and 


lending  urgency  to  the 
search  for  life  on  other 
planets. 

Many  of  these  organi 
are  part  of  a  newly 
discovered  branch  on  th 
tree  of  life.  Called  arena 
they  share  properties  of 
bacteria  and  higher 
organisms — and  they  ha 
some  characteristics  all 
their  own.  Studies  of  so; 
of  these  organisms  have 
revealed  an  unexpected 
for  certain  cellular  protei 
that  are  also  present  in 
human  beings,  says 
Jonathan  Trent,  a  bioloj 
at  NASA's  Ames  Resean 
Center  in  Mountain  Viev 
Calif.  "It's  a  source  of 
inspiration,  of  reveries 
about  what  life  is  capabl 
of,"  Trent  says. 

When  the  drill  in  the 
Antarctic  ice  reaches  an( 
penetrates  Lake  Vostok,  :; 
some  time  during  the 
next  few  years,  it  will 
be  part  of  the  beginning  ; 
of  a  new  voyage  of 


I 


discovery,  reminiscent  of 
the  exploratory  sea  voya 
of  centuries  past.  No  on( 
can  say  what  the  new 
voyagers  will  find  until  t  . 
return  to  tell  us. 
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liquid  even  though  its 
temperature  was  a 
few  degrees  below 
freezing.  Geologists  and 
seismologists  delighted  in 
the  discovery,  but  it  was 
biologists  who  saw  the 
unique  opportunity  the 
lake  presented.  Lake 
Vostok,  as  it  was  named, 
has  been  isolated  from 
the  earth's  surface  for 
eons.  The  water  in  it  is 
probably  a  million  years 
old.  Biologists  quickly 
recognized  that  the  lake 
could  harbor  creatures 
unknown  anywhere  else  on 
earth.  No  sunlight  reaches 
the  lake,  but  microbes  can 
live  independently  of  the 
sun.  And  if  the  lake  sits 
on  a  volcanic  rift,  the 
energy  from  underground 
heat  vents  could  give  rise 
to  a  thriving  community. 
COAL  BLACK.  "The  lake 
could  really  replicate 
conditions  you  might  see 
during  the  evolution  of  life 
on  earth,  on  Mars,  or  on 
Europa,  one  of  the  moons  of 
Jupiter,  where  we  know 
there's  an  ice  sheet  with 
water  underneath  it,"  says 
John  Priscu,  a  microbial 
ecologist  at  Montana  State 
University.  A  project  to 
drill  into  the  lake  was 
abruptly  halted  until  a 
global  consortium  of 
scientists  can  decide  how 
to  penetrate  the  lake 
without  contaminating  it. 

Lake  Vostok  provides  a 
unique  opportunity  to 
study  life  in  extreme 
environments.  Only  a 
decade  or  two  ago,  many 
biologists  would  have 
guessed  that  life  could  not 
exist  in  the  coal-black 
currents  of  a  sub-freezing 
underground  pool  like 
Vostok.  But  recent 
discoveries  of  life  in  boiling 
geothermal  cauldrons, 
natural  sulfuric  acid 
pools,  and  other  extreme 
environments  have  changed 
expectations  dramatically. 

"I've  done  a  180,"  says 
Priscu.  "I  was  a  skeptic  all 
the  way."  That  changed 
when  Priscu  went  to 
Antarctica  and  found 
ancient  microbes  living  in 


Microbes  have  been  found  in  an  Antarctic  valley  that  is  just  a  little  warmer  than  the  surface  of 


ice  layers  in  the  McMurdo 
dry  valleys,  a  region  only 
a  little  warmer  than 
the  surface  of  Mars.  "In 
the  next  10  years,  we're 
going  to  see  more 
information  turning  up 
about  extraterrestrial  life, 
and  about  the  origins  of  life 
on  our  planet,"  he  says. 
Many  of  the  microbes  found 
contain  exotic  enzymes  of 
great  practical  value  in,  say, 
high-temperature  industrial 
processes. 

Studies  of  these  life 
forms  are  also  changing 
scientists'  conception  of  life. 
The  eruption  of  life  on  earth 
was  once  thought  to  be  a 
wondrous  consequence  of 
earth's  unique  position  in 
the  solar  system — close 
enough  to  the  sun  to  draw 
warmth  and  energy,  without 
becoming  a  crisp  briquette 
like  Mercury  or  a  boiling 
Venusian  hothouse. 

Now,  it  seems,  living 
organisms  do  not  require 
such  singular  circumstances. 
Many  biologists  now  think 
it  likely  that  some  sort  of 
life — most  likely,  microbes — 
will  be  found  on  other 
planets,  and  even  on  moons 
and  asteroids. 


Thomas  Gold  of  Cornell 
University,  for  example,  has 
put  forth  the  controversial 
notion  that  rock  strata  deep 
underground,  at  high 
temperatures  and  pressures, 
are  teeming  with  microbial 
life.  "The  total  amount  of 
the  microbiology  at  that 
depth  may  well  be  more,  in 
volume,  than  the  total 
amount  we  have  on  the 
surface,"  Gold  says. 
Underground  life  might  be 
common  throughout  the 
solar  system — it  is  humans, 
scraping  out  a  living  on  the 
cool,  desiccating  surface, 
who  are  living  in  extreme 
conditions,  he  says. 

Many  biologists  dispute 
Gold's  arguments.  They 
say  microbes  cannot 
survive  at  excessively  high 
temperatures  and  pressures. 
Gold  says  he  has  found 
microbes  at  extreme  depths, 
but  critics  say  the  deep- 
earth  samples  could  have 
been  contaminated  with 
organisms  from  the  surface 
or  shallower  depths.  There 
is  no  question,  however, 
that  the  discovery  of  life  on 
the  fringe,  in  various 
extreme  environments,  is 
transforming  biology,  and 


lending  urgency  to  the 
search  for  life  on  other 
planets. 

Many  of  these  orga: 
are  part  of  a  newly 
discovered  branch  on  t: 
tree  of  life.  Called  arch; 
they  share  properties  o: 
bacteria  and  higher 
organisms — and  they  hi 
some  characteristics  all| 
their  own.  Studies  of  » 
of  these  organisms  hav< 
revealed  an  unexpecte 
for  certain  cellular  pr 
that  are  also  present 
human  beings,  says 
Jonathan  Trent,  a  biolo; 
at  NASA's  Ames  Rese 
Center  in  Mountain  ^ 
Calif.  "It's  a  source  of 
inspiration,  of  reveries 
about  what  life  is  cap; 
of,"  Trent  says. 

When  the  drill  in  th 
Antarctic  ice  reaches 
penetrates  Lake  Vosfc 
some  time  during  the 
next  few  years,  it  will 
be  part  of  the  begin: 
of  a  new  voyage  of 
discovery,  reminiscent 
the  exploratory  sea  v< 
of  centuries  past.  No  01 
can  say  what  the  new 
voyagers  will  find  until 
return  to  tell  us. 
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IAT  MIGHT 
)ME  TRUE! 


Watch  out!  Science  is  a 
-low  science  fiction!  As   , 
it  is  getting  harder  to    ) 
apart.  Just  look  around:    / 
dispatch  software  robots  to  fin  1 
the  Net,  tune  satellite  signals  r 
excursions  on  electronic  maps,  anc  - 
our  unborn  children  for  genetic  dise. 
That's  just  the  beginning.  In  a  few 
decades,  we'll  cloak  Planet  Earth 
seamless  wireless  network,  jack  < 
directly  into  the  Net,  assemble  i_ 
rials  atom  by  atom,  perhaps  begin    > 
climate  on  Mars  to 
colonies,  and 
oids  to  explo 
Who  says 
many  thin; 
also  predi< 


see  around  us  today.  Hugo  Gerns-    T 

back  conceived  what  we  now  call 

radar  in  a  1911  novel  called  Ralph 

124  C41+.  Arthur  C.  Clarke  envi-      ft     * 

sioned  geostationary  communica-     IS^jj^ 

tions  satellites.  And  in  a  1984  nov-     ' 1 

el  called  Neuromancer,  William  Gibson 
fleshed  out  a  vision  of  a  global  digital  infor- 
mation matrix,  which  he  named  "cyberspace." 
For  a  glimpse  of  what  lies  ahead,  Uni- 
versity of  Michigan  literature  professor  and 

sci-fi  expert  Eric  Rabkin  teamed  up  with 

BUSINESS  WEEK  Senior  Writer  Neil  Gross  to  survey 

this  vast  body  of  fiction  and  pluck    , 

out  the  predictions  that  seem  the     Mam  Doria 

.  IUl»IU 

most  plausible,  most  promising, 
most  frightening,  or  simply  the 
most  fun.  Here  is  business  week's 
sci-fi  guide  to  the  21st  century. 
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liquid  even  though  its 
temperature  was  a 
few  degrees  below 
freezing.  Geologists  and 
seismologists  delighted  in 
the  discovery,  but  it  was 
biologists  who  saw  the 
unique  opportunity  the 
lake  presented.  Lake 
Vostok,  as  it  was  named, 
has  been  isolated  from 
the  earth's  surface  for 
eons.  The  water  in  it  is 
probably  a  million  years 
old.  Biologists  quickly 
recognized  that  the  lake 
could  harbor  creatures 
unknown  anywhere  else  on 
earth.  No  sunlight  reaches 
the  lake,  but  microbes  can 
live  independently  of  the 
sun.  And  if  the  lake  sits 
on  a  volcanic  rift,  the 
energy  from  underground 
heat  vents  could  give  rise 
to  a  thriving  community. 
COAL  BLACK.  "The  lake 
could  really  replicate 
conditions  you  might  see 
during  the  evolution  of  life 
on  earth,  on  Mars,  or  on 
Europa,  one  of  the  moons  of 
Jupiter,  where  we  know 
there's  an  ice  sheet  with 
water  underneath  it,"  says 
John  Priscu,  a  microbial 
ecologist  at  Montana  State 
University.  A  project  to 
drill  into  the  lake  was 
abruptly  halted  until  a 
global  consortium  of 
scientists  can  decide  how 
to  penetrate  the  lake 
without  contaminating  it. 

Lake  Vostok  provides  a 
unique  opportunity  to 
study  life  in  extreme 
environments.  Only  a 
decade  or  two  ago,  many 
biologists  would  have 
guessed  that  life  could  not 
exist  in  the  coal-black 
currents  of  a  sub-freezing 
underground  pool  like 
Vostok.  But  recent 
discoveries  of  life  in  boiling 
geothermal  cauldrons, 
natural  sulfuric  acid 
pools,  and  other  extreme 
environments  have  changed 
expectations  dramatically. 

"I've  done  a  180,"  says 
Priscu.  "I  was  a  skeptic  all 
the  way."  That  changed 
when  Priscu  went  to 
Antarctica  and  found 
ancient  microbes  living  in 


ice  layers  in  the  McMurdo 
dry  valleys,  a  region  only 
a  little  warmer  than 
the  surface  of  Mars.  "In 
the  next  10  years,  we're 
going  to  see  more 
information  turning  up 
about  extraterrestrial  life, 
and  about  the  origins  of  life 
on  our  planet,"  he  says. 
Many  of  the  microbes  found 
contain  exotic  enzymes  of 
great  practical  value  in,  say, 
high-temperature  industrial 
processes. 

Studies  of  these  life 
forms  are  also  changing 
scientists'  conception  of  life. 
The  eruption  of  life  on  earth 
was  once  thought  to  be  a 
wondrous  consequence  of 
earth's  unique  position  in 
the  solar  system — close 
enough  to  the  sun  to  draw 
warmth  and  energy,  without 
becoming  a  crisp  briquette 
like  Mercury  or  a  boiling 
Venusian  hothouse. 

Now,  it  seems,  living 
organisms  do  not  require 
such  singular  circumstances. 
Many  biologists  now  think 
it  likely  that  some  sort  of 
life — most  likely,  microbes — 
will  be  found  on  other 
planets,  and  even  on  moons 
and  asteroids. 


Thomas  Gold  of  Cornell 
University,  for  example,  has 
put  forth  the  controversial 
notion  that  rock  strata  deep 
underground,  at  high 
temperatures  and  pressures, 
are  teeming  with  microbial 
life.  "The  total  amount  of 
the  microbiology  at  that 
depth  may  well  be  more,  in 
volume,  than  the  total 
amount  we  have  on  the 
surface,"  Gold  says. 
Underground  life  might  be 
common  throughout  the 
solar  system — it  is  humans, 
scraping  out  a  living  on  the 
cool,  desiccating  surface, 
who  are  living  in  extreme 
conditions,  he  says. 

Many  biologists  dispute 
Gold's  arguments.  They 
say  microbes  cannot 
survive  at  excessively  high 
temperatures  and  pressures. 
Gold  says  he  has  found 
microbes  at  extreme  depths, 
but  critics  say  the  deep- 
earth  samples  could  have 
been  contaminated  with 
organisms  from  the  surface 
or  shallower  depths.  There 
is  no  question,  however, 
that  the  discovery  of  life  on 
the  fringe,  in  various 
extreme  environments,  is 
transforming  biology,  and 


lending  urgency  to  th 
search  for  life  on  othe 
planets. 

Many  of  these  orgajj 
are  part  of  a  newly 
discovered  branch  on 
tree  of  life.  Called  arcl 
they  share  properties  | 
bacteria  and  higher 
organisms — and  they 
some  characteristics  a] 
their  own.  Studies  of ! 
of  these  organisms 
revealed  an  unexpecte 
for  certain  cellular  pre 
that  are  also  present 
human  beings,  says 
Jonathan  Trent,  a  biold 
at  NASA's  Ames  Resea 
Center  in  Mountain  V5 
Calif.  "It's  a  source  of  '• 
inspiration,  of  reveries  Moris  fi 
about  what  life  is  capa  uiy^ 
of,"  Trent  says. 

When  the  drill  in  th 
Antarctic  ice  reaches  a "' 
penetrates  Lake  Vosto 
some  time  during  the   I 
next  few  years,  it  will  '! 
be  part  of  the  beginnin' 
of  a  new  voyage  of 
discovery,  reminiscent  j 
the  exploratory  sea  vo; 
of  centuries  past.  No  o  '5i 
can  say  what  the  new 
voyagers  will  find  until 
return  to  tell  us. 
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SCI-FI  GUIDE  TO  TB 


•  fiction  is  a  wellspring 
ictions  for  the  next  cen- 
my  of  the  advances  will 
uble.  "nanomachines " 
ew  atoms  wide,  a  dense 
s  network  around  the 
lene  therapies  that 
II  aging.  Other  develop  - 
will  be  too  huge  to 
in  a  glance — an  eleva- 
ting from  the  equator  to 
anent  space  station, 
ieneath  the  sea,  aster- 
rving  as  starships, 
cities  on  Mars.  From 
'lements  of  irreconcilable 


scale,  we  stitched  this  tapestry 
of  the  21st  century,  drawing  on 
predictions  in  the  following  30 
astounding  tales: 

HUMAN 

Why  settle  tor  inferior  human 
hearing  and  vision  when  we 
could  hear  like  dogs  and  see  like 
eagles?  Sci-ti  writers  explore  all 
avenues  of  enhancement: 
The  Unsleeping  Eye.  D.G. 
Compton  (1974):  The  hero  has 
an  artificial  eye  that  lets  his 
handlers  see  the  woman  they 
have  him  stalk.  1 


The  Futurological  Congress. 

StanislawLem  (1971):  Charac- 
ters pop  pills  to  improve  math 
and  music  skills. 
Limbo,  Bernard  Wolfe  (1952): 
Advanced  prosthetic  limbs 
powered  by  tiny  nuclear  lotors 
bestow  superhuman  prowess  on 
amputees.  Multiple  amputation 
becomes  a  status  symbol. 
Inter  Ice  Age  4.  Kobo  Abe 
(1959):  Artificial  gills  let  humans 
live  in  cities  under  the  sea  2 
Woman  on  the  Edge  of  hme. 
Marge  Piercy  (1976):  Children  are 
gestated  in  artificial  wombs.  3 


INHUMAN 

Robots,  androids,  artificial  in 
gences  and  other  sentient  n. 
humans  inspire  writers  beca 
they  are  simultaneously  more 
less  than  human: 
War  with  the  Newts.  Karel 
Capek  (1936).  Bytampt 
the  environment,  businessn 
unleash  intelligence  in  anc 
species.  The  creatures  we1 
newts,  not  robots.  But  au 
Capek  also  coined  the  v\ 
"robot"  in  R.U.R.,  a  19 
/,  Robot.  Isaac  Asimov 
Compiled  from  short  s 
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Sprint  ION    Integrated  On-Demand  Network.  Voice,  video,  data  and  Internet  on  a  single  connection.  It's  here  It's  real 
And  it  will  totally  revolutionize  the  way  employees,  suppliers  and  customers  share  information.  Becaus* 
Sprint  ION  redefines  collaboration.  Now  everyone  will  be  able  to  work  together  in  real  time,  sharing  input  froH 
every  source.  And  because  geographical  constraints  can  be  virtually  eliminated,  it  will  have  great  impact  o 
your  entire  business  world-from  facilitating  the  hiring  and  management  of  employees  to  improvin 


CENTURY 


Machines  will  be 
smarter  than  we  are. 


TIFICIAL      INTELLIGENCE 


by  OTIS  PORT 


'ERBRAINS  BORN  OF  SILICON  WILL 

CHANGE  EVERYTHING.  PREVIOUSLY 

RACTABLE  PROBLEMS  IN  SCIENCE, 

EERING.  AND  MEDICINE  WILL  BE  A 

|.  ROBOTS  WILL  RAPIDLY  DISPLACE 

IANS  FROM  FACTORIES  AND  FARMS 


At  the  moment,  computers  show  no  sign  of  intelli- 
gence. This  is  not  surprising,  because  our  present 
computers  are  less  complex  than  the  brain  of  an  earth- 
worm. But  it  seems  to  me  that  if  very  complicated  chemical 
molecules  can  operate  in  humans  to  make  them  intelligent, 
then  equally  complicated  electronic  circuits  can  also  make 
computers  act  in  an  intelligent  way. 
— Stephen  W.  Hawking,  physicist,  1998 

Intelligent  computers  are  now  considered 
as  inevitable  as  Moore's  Law — the  1965  dic- 
tum predicting  the  geometric  growth  of  semi- 
conductor power.  The  lawgiver  himself 
agrees.  "Silicon  intelligence  is  going  to  evolve 
to  the  point  where  it'll  get  hard  to  tell  com- 
puters from  human  beings,"  says  Gordon  E. 
Moore,  chairman  emeritus  of  Intel  Corp. 

But  computer  intelligence  won't  stop  there. 
Many  scientists  assert  that  machines  will 
rapidly  become  far  smaller  than  Albert  Ein- 
stein and  Hawking  rolled  into  one.  Just  as 
humans  can  design  computers  with  superior 
number-crunching  capabilities,  Hawking  fig- 
ures savvy  machines  will  create  still  better 
computers.  At  least  by  mid-century,  and  prob- 
ably much  sooner,  computers  could  have 
smarts  way  beyond  our  ken. 

Silicon  will  even  give  birth  to  new  kinds 
of  life,  predicts  Robert  E.  Newnham,  a  ma- 
terials scientist  at  Pennsylvania  State  Uni- 
versity. And  the  advantages  of  this  silicon 
life — chiefly  immortality  and  unimaginable 
brainpower — could  inspire  scientists  to  forge 
composite  human-silicon  life  forms  "with  a 
common  consciousness  that  transcends  all 
living  beings." 

A  nightmare?  These  wild  notions  no  longer 
come  just  from  science-fiction  writers.  They're 
bIowIj  creeping  into  mainstream  science.  And 
researchers  are  waking  up  to  the  implica- 
tions of  the  monumental  event  that's  com- 
ing within  many  of  their  lifetimes:  our  first 
contact  with  an  alien  intelligence. 

The  arrival  of  silicon  life  will  transform 
civilization.  All  our  science  and  art.  even  our 
concept  of  self,  stems  ultimately  from  what 
our  senses  tell  us  about  the  world.  But  beings 
that  can  see  radio  waves  and  listen  to 
starlight,  that  can  feel  the  vast  empty  spaces 
in  atoms  of  steel,  will  have  a  very  different 
perception  of  reality.  What  we  learn  from  ► 
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When    We    Looked    At    The    Future 


Of  Transportation,   We  Knew 


Exactly  Which  Way  To  Go 


►  Markets  and  supply  chains  are  global.  Distribution  centers  are  closer  to  the  point  of  sale. 
Time-to-market  is  a  critical  competitive  strategy.  And  technology  that  delivers  information 
about  freight  is  as  important  as  the  freight  itself.  These  are  a  few  of  the  forces  driving  transpor- 
tation on  the  eve  of  a  new  century.  They  also  provide  our  direction  at  CNF  Transportation. 
We're  a  group  of  market-leading  businesses  that  deliver  solutions  in  a  "need-it-now"  world. 
Global  and  domestic  logistic--,  air  freight,  ocean  services,  customs  brokerage,  less-than-truckload 
and  full  truckload  delivery,  nationally  and  regionally.  Collectively,  we're  a  $5  billion  company 
operating  worldwide,  with  5^,000  people,  25,000  pieces  of  equipment,  up  to  100  jet  freighters 
and  the  industry  V  mosl  advanced  information  systems.  But  the  real  strength  we  bring  to  customers 
is  .i  healthy  exchange  of  idea--     starting  with  a  clear  idea  of  where  transportation  is  going. 
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Where  ideas  carry  weight 


ICES 


Menlo     Logistics 


http://www.cnf.com 


21      IDEAS 


FOR       T 


them  could  be  more  wondrous  than  all  the 
discoveries  made  with  microscopes,  tele- 
scopes, X-ray  machines,  and  other  high-tech 
tools  for  amplifying  our  senses. 

Some  researchers  fear  super-brainy  ma- 
chines will  be  a  science-fiction  nightmare 
come  true.  Kevin  Warwick,  head  of  cyber- 
netics research  at  Britain's  University  of 
Reading,  is  convinced  that  machines  will  sub- 
jugate humanity  by  2050.  And  Hugo  de  Garis, 
head  of  a  project  to  build  silicon  brains  at 
Japan's  Advanced  Telecommunications  Re- 
search Institute  International  (atr),  admits  he 
is  haunted  by  the  prospect  that  his  creations 
might  "swat  me  like  a  fly." 

Other  researchers  figure  such  beings 
would  be  too  wise  not  to  respect  life  in  all  its 
myriad  forms.  The  idea  of  malevolent  ma- 
chines is  based  on  the  mistaken  assumption 
that  intelligent  machines  would  behave  pret- 
ty much  like  people,  "foibles  and  all,"  scoffs 
Igor  Aleksander,  head  of  neural  systems  en- 
gineering at  London's  Imperial  College  of  ! 
Science,  Technology  &  Medicine.  But  sex- 
less creatures  that  know  they  are  machines 
and  can  exist  essentially  forever  wouldn't 
be  driven  to  compete  for  territory  and 
mates — two  main  sources  of  human  inhu- 
manity and  maltreatment  of  lower  life  forms. 
So,  if  supersmart  machines  come  to  regard 
people  as  unfit  company,  perhaps  they'll  just 
build  cylinders  around  themselves  and  blast 
into  space.  Some  may  do  so  anyhow,  seeking 
new  knowledge,  since  space  travel  will  be  a 
breeze  for  them. 

BRAINS  IN  A  BOX.  Either  way,  the  human 
brain  has  only  a  short  time  left  as  the 
smartest  thing  on  earth.  The  speed  and  com- 
plexity of  computers  will  continue  to  double 
every  18  months  through  2012.  By  then  the 
density  of  computer  circuits  will  have  jumped 
1,000-fold,  and  the  raw  processing  power  of  a 
human  brain  will  fit  into  a  shoe  box.  With 
luck,  that  milestone  might  come  a  lot  soon- 
er— perhaps  as  early  as  2005,  says  John  C. 
Carson,  chief  technology  officer  at  Irvine 
Sensors  Corp.,  a  Silicon  Valley  chip  company. 

Beyond  2012,  chips  that  exploit  the  quirky 
world  of  quantum  mechanics  promise  far  big- 
ger leaps  in  complexity.  Because  such  chips 
won't  need  wires,  which  now  occupy  most  of 
the  space  on  silicon,  it  won't  take  long  to 
duplicate  a  human  brain  fully — not  only  its 
100  billion  neurons  but  also  its  trillions  of 
synapses,  or  interconnections.  This  dense 
maze  of  interconnections  is  regarded  as  es- 
sential for  intelligence  to  emerge.  Hardware 
brains  will  get  there  by  2020,  predicts  Ray- 
mond C.  Kurzweil,  founder  of  Kurzweil  Tech- 
nologies Inc. 
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Raymond  Kurzweil, 

president 

Kurzweil  Technologies  Inc. 


Then  they'll  soar  way  past  human 
ware."  A  billion  human  brains  could  si 
crammed  into  a  cubic  inch  of  quantu: 
cuitry,  Kurzweil  says.  And  the  size  of 
brains  won't  be  constrained  by  the 
skull.  They  could  grow  as  big  as  truck; 
Garis  of  atr  even  sees  brains  the  si 
satellites  orbiting  the  earth. 

Critics  contend  that  no  matter  ho 
computers  get,  they  can't  become  intell: 
until  we  know  how  to  emulate  the  b: 
functions  in  software.  Not  so,  retorts  I: 
Harvey,  a  mathematician  turned  robo 
at  Britain's  University  of  Sussex.  By 
king  evolution,  "it's  possible  to  create  ; 
brains  without  really  understanding  how 
work,"  he  says.  In  other  words,  they 
evolve  their  own  internal  programming, 
as  human  brains  have. 
ROBOTIC  ROAD  RAGE?  These  superbra 
change  everything.  Previously  intrad 
problems  in  science,  engineering,  and 
cine  will  be  a  snap.  After  2025,  Kuri 
says,  robots  will  rapidly  displace  hui 
from  factories  and  farms,  and  they'll  pri 
basic  human  necessities  to  all  people 
planes,  and  trains  will  operate  themsi 
and  the  carnage  on  the  highways  will 
in  the  2030s. 

Even  the  nature  of  human  life  itself  w 
changing  by  mid-century.  Neural  imp 
will  expand  human  knowledge  and  thii 
powers — and  begin  a  transition  to  com] 
man-machine  relationships  that  will  gra 
ly  phase  out  the  need  for  biological 
Swarms  of  microscopic  robots  will  take  u] 
sitions  in  the  brain's  sensory  areas  and  ci 
virtual-reality  simulations  that  are  imposl 
to  distinguish  from  real  reality.  Commun 
ing  with  family  and  friends  won't  req 
your  physical  presence.  The  best  food  yo 
ever  eaten  can  be  enjoyed  time  and  a 
with  different  companions.  And  travelin 
Mt.  Fuji  or  the  Louvre  will  be  pointless 
cause  your  body  won't  be  able  to  do  or 
anything  that  can't  be  provided  by  in-b)[i„ 
simulations. 

So,  come  2099,  Kurzweil  figures  on 
very  small  group  of  people  will  still  inh 
biological  bodies.  Most  humans  will  1 
transferred  their  minds  into  electronic 
cuits — and  attained  immortality  as  a  re 
(page  100). 

Penn  State's  Newnham  is  sorry  he  fl 
have  that  opportunity,  because  he's  aire 
70.  "I  would  like  to  live  such  a  life,"  Ne 
ham  says  wistfully.  "I  would  like  to  have 
time  to  learn  why  life  is,  why  we  are  h 
why  there  is  matter,  and  why  the  univ^ 
exists.  I'd  like  to  know  those  answers." 
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Is  your  e-business  built  on  a  house  of  cards? 
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Your  e-business  needs  a  strong  foundation.  You  need  Digex. 
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Dur  Web  site  been  stress  tested9  Does 
ompany  maintain  an  inventory  of  spare  server 
1  Do  you  invest  more  time  in  managing 
)logy  than  in  growing  your  e-business? 

company  hasn't  answered  these  and  other 
I  questions  involved  in  running  a  successful 
less,  Digex  can  help.  Digex's  only  mission  is 
ver  secure,  scalable,  high-perk*  mance  Web 
^plication  hosting  solutions. 


Digex  operates  enterprise-class  Web  hosting 
facilities  and  has  the  technical  expertise  available 
on-site  24x7  to  keep  your  e-business  in  business. 
We  continuously  invest  in  these  assets  so  our 
customers  don't  have  to. 

To  build  a  solid  foundation  for  your  e-business,  call 
Digex  at  1-888-312-4843  or  visit  uuww.digex.com 


customers — including  Nike,  i:an 

i  ry  Investments  and  Forbes-  f  i  ive 
ijrced  the  management  of  their  Web  site, 
jet  or  intranet  to  Digex.  Why'    K-icause 


Digex  keeps  e-business  in  business 
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your  network  better? 
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The  Intel* Pentium" III  Xeon"*  processor. 
Don't  just  add   a  server — add   the   most 
manageable,   scalable   and   powerful   Intel 


processor-based  server.  When  you're  preparing 
your  network  for  the  challenge  of  e-business,  there  are  no  quick  fixes. 
You  need  a  long-term  solution.  One  that  provides  more  power 
without  creating  more  complexity — the  Intel®  Pentium®  III  Xeon'" 
processor- based  server.  Performance  and  scalability  combine  to  help 
simplify  your  e-business  solution  as  you  grow  it.  Built-in  performance 
headroom  means  that  when  demand  inevitably  goes  up,  your  system 
won't  go  down.  Need  extra  capacity?  Simple.  You  can  scale  from 
2-way  to  4-way  to  8-way  as  your  e-business  needs  dictate.  And 
as  you're  adding  capacity,  you're  adding  simplicity,  thanks  to  the 
processor's  enhanced  manageability.  New  challenges  call  for  new 
solutions.  And  bigger  isn't  always  better.  Get  your  network  locked, 
loaded  and  optimized  for  e-business — with  the  Intel  Pentium  III  Xeon 
processor- based  server.    (   ->  intel.com/IT 
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GENETIC  TESTING  WILL 
DETERMINE  OUR 
PREDISPOSITION  TO  A 
PARTICULAR  ILLNESS. 
WE  WILL  TAKE  PILLS 
TO  LOWER  THE  RISK. 
BUT  THE  PILLS 
MAY  HAVE  SIDE  EFFECTS. 
AND  THERE  MAY  BE 
PRESSURE-FROM 
INSURANCE  COMPANIES, 
EVEN  FROM  EMPLOYERS 
-TO  TAKE  THE 
PREVENTIVE  MEDICINE 
EVEN  IF  WE  DON'T 
WANT  TO.  OUR  CHANCES 
OF  SURVIVAL  MAY  BE 
GREATER.  THE  COSTS 
OF  SURVIVAL 
MAY  BE  AS  WELL 


The  risk  of  diseasi 
will  be  treated  as  a  disease 


by  Catherine 


It's  2020.  You're  perfectly  healthy,  but  you  take  three  pills  a  d; 
prevent  some  loathsome  disease.  You  will  take  them  for  y 
maybe  decades,  even  though  the  pills  are  expensive  and  have 
pleasant  side  effects.  There  is  no  guarantee  the  pills  will  pre 
the  disease.  What's  more,  there's  no  certainty  you  will  get  the  di; 
if  you  don't  take  the  pills. 
Kind  of  a  drag,  huh?  You  have  fallen  into  this  pill-popping  purgat 
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Which  Piece  of  The  Rock 


? 


Will  You  Need  Today? 

A  family  to  care  for.  A  future  to  plan  for.  Assets  to  protect.  With  so  many  challenges 

to  face  every  day,  isn't  it  good  to  know  there's  one  company  prepared  to  meet  them 

all?  Prudential.  The  place  more  people  turn  to  for  the  things  that  matter  most. 
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Investments 


"  I  can  go  to  my  Prudential 
account  online,  anytime. 
Prudential  has  definitely 
made  me  a  better 

investor."  —  Deanie  Perna 

At  Prudential,  we  give 

people  more  choice  in  how 

they  manage  their  financial  life.  For  example, 

Prudential  Securities  was  one  of  the  first 

major  brokerage  firms  to  make  online 

trading  available  to  our  clients. 


Small  Business  Solutions 


'  Over  the  years  our  business  needs  and  our 
personal  needs  have  both  changed.  Our 
Prudential  agent  has  always  been  there  at 
the  right  time  with  the  right  product." 

—  Jack  and  John  Gravatt 


Insurance 


"I  shopped  around  a  lot  for  car  insurance. 
Prudential  had  the  best  service  and  the 

best  price."  -  Todd  Kaiser 

When  it  comes  to  protecting  your 
assets,  Prudential  brings  over  120  years 
of  experience  and  innovation.  Today,  over 
40  million  Americans  enjoy  the  security  of 
Prudential  auto,  home  and  life  insurance. 


Institutional  Services 


"We  were  looking  for  a  group  life 
insurance  product  that  offered  our 
employees  flexibility.  Prudential  was 
the  only  company  to  come  up  with  one 
that  met  our  needs."-  Pat  Naiemeti 


Group  Life  Insurance  is  just  one  of  the  many 
institutional  services  you'll  find  in  the  new 
employee-centered  benefits  marketplace 
Prudential  is  building. 


From  growing  your  business  to  building 
your  personal  assets.  Prudential's  agents, 
planners  and  advisors  can  help  you  design 
strategies  for  lasting  financial  success. 


Community 


"  Through  volunteering,  I  see  kids  having  a  positive 
impact,  really  helping  each  other,  and  solving 

iSSUeS  together."  -  Gabriella  Contreras 

From  the  Prudential  Spirit  of  Community 
Initiative — a  nationwide  program  for  youth 
volunteerism — to  service  initiatives  like 
Global  Volunteer  Day,  Prudential  helps 
strengthen  the  communities  around  us. 

Call  today  to  locate  a  Prudential  office  near 
you  or  log  on  to  prudential.com.  Learn  how  you 
can  benefit  from  a  relationship  with  The  Rock. 

1-800-THE-ROCK 

www.prudential.com 


Tls  Prudential 


products  and  services  offered  through  Prudential  Securities,  199  Woter  Street,  New  York,  NY,  10292  ond  Pruco  Securities  Corporation  (member  SIPC),  both  subsidiaries  of 
durance  Company  of  America.  Pruco  Securities  and  Prudential  ore  located  at  751  Brood  Street,  Newark,  N)  07102.  Auto  ond  homeowners  coverage  written  by  Prudential  Property 
i  Insurance  Company  and  in  New  Jersey  by  The  Prudential  Property  and  Casualty  Insurance  Company  of  New  Jersey,  23  Main  Street,  Holmdel,  NJ  07733.  In  Texas,  coverage  may  be 
1  "erf  lonsolidated  Lloyds  or  Consumers  County  Mutual  Insurance  Company,  which  ore  not  Prudential  companies.  Coverage  available  in  most  states.  IFS  19990728A044835 


COMPUTERS    ENLIGHTENED. 


O    HOCUS-POCUS    REQUIRED 


MCAFEE.COM 


4 


W  iih  the  millions  of  computer  products 
mil  there,  finding  and  getting  the 
ones  \  mi  need  could  lead  to  acts  ol 
desperation.  Don  i  give  in. 

■ 

EVERYTHING  YOUR  PC  NEEDS 

McAfee.com.  the  only  online  PC  man- 
ager, recommends  and  delivers  software, 
hardware,  books  and  upgrades  specific 
in  your  needs.  Plus  ii  automatically 
updates  youi  currenl  softw  are. 
REPAIR  YOUR  PC  ONLINE 
(.i>i   trouble?   VlcAfee.com  automai 


icall)  diagnoses  then  repairs  all  kinds 
cil  software  and  hardware  problems. 
CAST  OUT  VIRUSES 

Web-based  versions  of  our  award- 
winning  products,   like  VirusScan. 
;il-n  defend  againsl   oast)    m-w 
viruses  and  worm-  while  wiping 
mil   your  old  ones. 
VISIT  RELIGIOUSLY 
For  products,  repairs  and  protection, 
eel  ii  all  online  al  www  mcafee.com. 


McAfee 


THE  PLACE  FOR  YOUR  PC 
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because  genetic  tests  show 
you  have  a  higher-than- 
average  likelihood  of 
developing  this  particular 
disease.  The  pills  could  help 
improve  your  odds. 

Think  of  it  as  the 
medicalization  of  daily  life. 
In  the  21st  century,  the 
mere  risk  of  disease  will 
be  treated  as  a  disease: 
something  to  be  carefully 
monitored  and  corrected. 
The  emerging  field  of 
chemoprevention  is  already 
developing  pills  to  ward  off 
a  range  of  diseases,  from 
various  kinds  of  cancer  to 
diabetes  to  osteoporosis.  The 
pill  takers  will  be  those  who 
have  a  genetic  predisposition 
to  an  illness  or  have  other 
risk  factors,  such  as  a 
weakened  immune  system  or 
exposure  to  carcinogens. 
HEAD  TO  HEAD.  The 
chemoprevention  principle 
has  already  been  proven: 
Recent  clinical  trials  have 
revealed  that  two  estrogen- 
like drugs,  tamoxifen  and 
raloxifene,  reduce  the 
chances  of  breast  cancer  in 
high-risk  women  by  more 
than  50%.  The  American 
Society  of  Clinical  Oncology 
now  recommends  daily  doses 
of  tamoxifen  for  any  woman 
over  35  whose  chance  of 
getting  breast  cancer  in  the 
next  five  years  is  1.7%  or 
higher.  (The  calculation  is 
based  on  family  history, 
reproductive  history,  and  the 
number  of  biopsies.)  And  the 
National  Cancer  Institutes  is 
just  starting  the  biggest 
chemoprevention  study  ever, 
enrolling  55,000  women  to 
compare  tamoxifen  and 
raloxifene  head  to  head. 

But  is  there  such  a  thing 
as  being  too  cautious? 
Preventive  methods,  after 
all,  can  carry  their  own 
problems.  Tamoxifen  taken 
over  time,  for  example, 
slightly  increases  the  risk  of 
endometrial  cancer  and 
heart  disease.  "To  give  such 
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people  have 
"ed  to  find 
>  right 
treatment  for 
breast  cancer, 
bnt  it  continues 
to  kill.  So  why 

ot  come  np 
with  a  way 
to  prevent  it 

stead  of 
treat 


Alexendra  Heerdt,  M.D., 

Director  of  Special 

Surveillance  Breast 

Program,  Memorial.  Sloan- 

Kettering  Cancer  Center 


a  powerful  drug  to  healthy 
women  with  a  relatively 
low  risk  is  simply  too 
dangerous,"  complains  Helen 
Schiff,  a  breast-cancer 
patient  advocate. 

Yet  patients  could  find 
themselves  losing  control 
over  such  decisions.  It's  easy 
to  imagine  that  insurance 
carriers  would  require  high- 
risk  customers  to  take 
preventive  medicine, 
whether  they  want  to  or 
not.  At  the  other  extreme, 
will  health  maintenance 
organizations  refuse  to  pay 
for  the  pills  if  they  don't 
think  the  patient's  risk  is 
high  enough?  Will  mortgage 
companies  refuse  to  lend  to 
high-risk  patients  who  don't 
take  pills?  Will  employers 
refuse  to  hire  them? 

Those  questions  presume 
that  insurers  and  employers 
know  about  your  elevated 
risk.  They  won't  if  genetic- 
test  results  are  kept  private 
— as  many  physicians  hope. 
"Otherwise,  this  could  be  a 
huge,  huge  problem,"  warns 
Dr.  Raymond  N.  DuBois, 
director  of  the  cancer 
prevention  program  at 
Vanderbilt  University  in 
Nashville. 

Even  if  no  one  knows 
about  your  genetic  Achilles' 
heel  but  you,  there  are  still 
issues  to  face.  Will  people 
engage  in  high-risk  behavior 
— smoking,  for  example — if 
they  know  there's  a  pill 
to  prevent  lung  cancer? 
There  are  indications  they 
might:  Studies  have  shown 
that  people  who  drive 
sport-utility  vehicles  are 
sometimes  more  reckless 
than  those- in  more 
vulnerable  cars — because 
they  think  they  are  safer. 

Doctors  in  the  field  argue 
that  chemoprevention  should 
be  thought  of  as  just 
another  way  to  stay  healthy, 
like  exercising  and  eating 
right.  "Why  is  it  so  bad  to 
offer  another  option?"  asks 


Dr.  Alexandra  S.  Heerdl 
director  of  the  special 
surveillance  breast  progr 
at  Memorial  Sloan-Kettei 
Cancer  Center  in  New  v 

Plenty  of  such  options 
are  certain  to  come  alon£ 
"Given  the  rapidly  growij 
understanding  of  the 
biological  underpinnings  | 
of  disease,  I  expect  to  se 
much  more  effective  agei 
in  the  next  two  decades,' 
says  Dr.  Victor  G.  Vogel, 
a  professor  of  medicine 
and  epidemiology  at  the 
University  of  Pittsburgh 
School  of  Medicine.  "It's 
a  matter  of  finding  the 
better  agents  and  how  to 
administer  them.  That  is 
certainly  going  to  happen 
TAKE  AN  ASPIRIN.  In  fact, 
already  happening.  The  n 
likely  prevention  Candida 
after  breast  cancer  is  coli 
cancer,  which  killed  almo; 
48,000  Americans  in  1998 
Several  studies  indicate  t 
taking  aspirin  or  ibuprofe 
cuts  the  risk  of  developin 
colon  cancer  in  half,  and 
clinical  trials  are  under  w 
to  test  the  newer  cox-2 
drugs  against  the  disease 

The  NCI  is  also  conduct 
a  clinical  trial  to  see  if 
Merck's  drug  finasteride, 
now  used  to  treat  prostat 
cancer,  can  also  be  used  t 
prevent  it.  For  people  at 
risk  of  developing  insulin' 
dependent  diabetes,  there 
a  federal  study  to  see  if 
giving  insulin  to  sympton 
less  people  can  delay  the 
onset  of  the  disease.  And 
genisten,  a  component  of 
soy,  is  being  studied  as  a 
lung  cancer  preventative. 

Chemoprevention  raise 
difficult  questions.  How  d 
you  decide  between  living 
with  poor  odds  and  dealiii 
with  the  costs,  hassle,  anc 
possible  side  effects  of  lor 
term  pill  usage?  In  the  m 
century,  it  could  well  be 
biggest  decision  you'll  ma 
about  your  health. 
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The  specter  of  the  millennium  bug  will  be  less  threatening  for 
those  who  do  business  with  Williams  Communications  Solutions. 


i  III 


4GRTEL 

NETWORKS 


JugS  Can't  hide.  Problems  Can't  Creep  by.  Williams  Communications  Solutions  Year  2000  team 
[pecialists  know  how  to  KO  any  Y2K  scenario.  Our  world-class  Millennium  1  Lab  in  Houston,  Texas,  will  assist  you 

in  making  01/01/00  just  another  day  at  the  office  —  unless,  of  course,  you're  at  home. 
Nationwide ,  we're  instigating  more  initiatives,  more  programs  and  more  expertise  than 
anyone:  •  Our  advanced  testing  services  support  multiple  platforms  for  your  voice  and 
data.  •  Our  in-depth  archive  of  vendor  test  documentation  is  at  your  fingertips  —  including 
critical  into  on  Nortel  Networks  Meridian  1  and  Norstar  product  lines. 

Y2K  interoperability  and  network  modeling  can  be  tested  in  our  labs  without  the  risk 

of  performing  them  in  your  live  environment.  And  Y2K  site  assessment  services  and 

lompliance  statements  are  available  with  just  a  phone  call.  Or,  hey.  if  you're  simply  looking  for  some  reassurance, 

all  us  for  a  free  "Y2K-Bug  Tip  Sheet."  It's  timely,  cost-effective  millennium  information  from  the  same  group  that 

■ails  in  data  networking,  call  centers,  network  management,  plus  total  outsourcing.  Don't  be  bugged  by  the  future, 

ill  1-800-WILLIAMS  or  visit  www.williams.com. 


Meridian 
I  Norttar 

Authoriztd  DMribulor 


000  Readiness  Disclosure 

Vommunitahons  Solutions,  LL(    fotmorly  WilTtl  Communication 
Meridian  l   Norstai  andikt  Norttl  \ 

Ml  rights  iY-. 


Williams 


Communications 
Solutions 


Integrated  Data,  Voice,  and  Video  for  Business. 
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COMPA 


tter  be,  so  nearly  all  Compaq  enterprise-level  servers  deliver 
Vo  availability,  up  to  99.999%  in  sonic  cases.  That  applies 
lr  storage  systems,  too.  In  fact,  it's  one  reason  Compaq  is  the 


our  server  is 
or  warehouse. 

^  it  working 
und  the  clock? 


enterprise  storage  leader,  outselling 
#2  IBM  by  $1.5  billion:  Truth  is,  24/7 
access  to  data  is  now  a  critical  need,  not 
just  to  your  people,  but  to  your  public. 
For  example,  barnesandnoble.com 


hv  riding  a  380%  annual  growth  curve  partly  because,  since 
system  was  installed  (10/98),  there's  been  no  significant 
ntime.  It's  a  Compaq  NonStop  e-Business  Solution,  and  it  was 
|emented  in  record  time  by  nonstop  Compaq  people.  To  learn 
e,  visit  www.compaq.com/warehouse,  contact  your  reseller 
II  I-800-AT-COMPAQ. 

StorageWorks 
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The  earth  will  don 
an  electronic  skin. 


by  NEIL  GROSS 


The  skin  is  an  uncanny  piece  of  engineering.  It  processes  immense 
amounts  of  data  on  temperature,  pressure,  humidity,  and  tex- 
ture. It  registers  movement  in  the  air,  gauges  the  size  of  objects  by  the 
distance  between  points  of  contact,  alerts  us  to  danger,  and  prepares  us 
for  pleasure.  But  the  skin  does  more  than  register  superficial  events — 
it's  a  controller.  It  sends  signals  to  regulate  blood  flow,  activate  sweat 
glands,  alert  immune  cells  to  marauding  invaders,  and  block  ultraviolet 
light.  Even  when  skin  dies,  it  is  utilitarian:  Dead  cells  accumulate  in  lay- 
ers to  prevent  unwanted  penetration. 
In  the  next  century,  planet  earth  will  don  an  electronic  skin.  It  will 

use  the  Internet  as  a  scaffold  to  support  and 
transmit  its  sensations.  This  skin  is  already  be- 
ing stitched  together.  It  consists  of  millions 
of  embedded  electronic  measuring  devices: 
thermostats,  pressure  gauges,  pollution  detec- 
tors, cameras,  microphones,  glucose  sensors, 
ekgs,  electroencephalographs.  These  will  probe 
and  monitor  cities  and  endangered  species, 
the  atmosphere,  our  ships,  highways  and  fleets 
of  trucks,  our  conversations,  our  bodies — even 
our  dreams. 


TODAY,  SILICON 
NETWORKS  LOOK 
NOTHING  LIKE  THE  BRAIN, 
BUT  NODES  OF  THE 
INTERNET  HAVE  BEGUN  TO 
FUNCTION  AS  NEURONS. 
HUNDREDS  OF 
THOUSANDS  OF  PCS 
WORKING  IN  CONCERT 
HAVE  ALREADY  TACKLED 
COMPLEX  COMPUTING 
PROBLEMS.  IN  THE  NOT- 
SO-DISTANT  FUTURE, 
SOME  SCIENTISTS 
EXPECT  SPONTANEOUS 
COMPUTER  NETWORKS  TO 
EMERGE,  FORMING  A 
HUGE  DIGITAL  CREATURE' 


Ten  years  from  now,  there  will  be  trillions 
of  such  telemetric  systems,  each  with  a  mi- 
croprocessor brain  and  a  radio.  Consultant 
Ernst  &  Young  predicts  that  by  2010,  there 
will  be  10,000  telemetric  devices  for  every  hu- 
man being  on  the  planet.  They'll  be  in  constant 
contact  with  one  another.  But  the  communi- 
cation won't  be  at  our  plodding  verbal  pace. 
"Fifty  kilobits  per  second  is  slow,"  huffs  Horst 
L.  Stormer,  a  Nobel  prize- winning  physicist 
employed  by  Lucent  Technologies  Inc.'s  Bell 
Laboratories  and  Columbia  University.  Ma- 
chines will  prefer  to  talk  at  gigabit  speeds 
and  higher — so  fast  that  humans  will  catch 
only  scattered  snippets  of  the  discussion. 

What  will  the  earth's  new  skin  permit  us  to 
feel?  How  will  we  use  its  surges  of  sensa- 
tion? For  several  years — maybe  for  a  decade — 
there  will  be  no  central  nervous  system  to 
manage  this  vast  signaling  network.  Certainly 
there  will  be  no  central  intelligence.  But  many 
scientists  believe  that  some  qualities  of  self- 
awareness  will  emerge  once  the  Net  is  sensu- 
ally enhanced  and  emulates  the  complexity  of 
the  human  brain. 

Sensuality  is  only  one  force  pushing  the  W 

Skin  capillaries  and  satellite  photo  over  Sudan. 
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Net  toward  intelligence.  An  eerie  symbiosis  of 
human  and  machine  effort  is  also  starting  to 
evolve.  The  Internet  creates  a  channel  for 
thousands  of  programmers  around  the  world 
to  collaborate  on  software  development  and 
debugging.  That  has  produced  an  evolutionary 
leap  in  software:  The  "open  source"  move- 
ment that  spawned  the  Linux  operating  sys- 
tem. The  Linux  world  behaves  as  an  ecosys- 
tem— "a  self-correcting  spontaneous  order,"  as 
open-source  pioneer  Eric  Raymond  describes  it 
in  his  Net  manifesto,  The  Cathedral  and  the 
Bazaar.  Through  collaboration,  this  community 
can  push  past  the  technical  barriers  to  machine 
intelligence. 

And  though  silicon  networks  today  look 
nothing  like  the  brain,  nodes  of  the  Net  have 
begun  to  function  as  neurons.  Researchers 
have  already  tackled  complex  computing  prob- 
lems, such  as  interpreting  interstellar  radio 
signals,  by  parcelling  computing  tasks  out  to 
about  a  million  Pes  working  in  concert.  Within 
10  years,  discrete  microprocessors  could  be 
knitted  together  into  ad  hoc  distributed  com- 
puters. Don't  think  of  these  as  PC  networks. 
The  terminals  would  just  as  likely  be  cell 
phones  or  Palm-like  devices,  each  one  far 
smarter  than  today's  heftiest  desktops.  "Think 
of  this  as  a  whole  ecology,  an  information  en- 
vironment that's  massively  connected,"  says 
Ernst  &  Young  Chief  Technologist  John 
Parkinson. 

COMPUTER  CLANS.  Such  spontaneous  computer 
networks  would  be  ideal  breeding  grounds  for 
so-called  "emergent"  phenomena.  The  concept 
is  championed  by  the  Santa  Fe  Institute,  in- 
tellectual home  of  physicist  Murray  Gell-Mann, 
computer  scientist  John  H.  Holland,  and  other 
architects  of  a  discipline  called  "complexity." 
This  school  studies  behavior  that  emerges 
from  the  collective  activity  of  partly  indepen- 
dent agents.  Individual  ants,  for  example,  can't 
fight  off  an  attacking  wasp,  but  a  colony  can. 
A  single  brain  cell  is  a  simpleton,  but  a  few 
tens  of  billions  can  perform  mental  miracles. 

Complexity  experts  anticipate  the  occur- 
rence of  such  phenomena  on  a  Net  that  will 
someday  comprise  billions  of  smart  devices, 
each  linked  through  thousands  of  pathways. 
The  whole  will  add  up  to  more  than  the  sum 
of  its  parts,  says  Sandia  National  Laboratories 
Senior  Scientist  Gerold  Yonas.  "At  some  point, 
a  massively  parallel  computer  will  reconfig- 
ure itself,"  he  predicts,  and  portions  of  the 
Net  will  take  actions  that  no  human  engineer 
programmed  or  even  planned  for. 

Humans  won't  be  removed  from  the 
process,  says  Leonard  Kleinrock,  inventor  of 
packet  switching  technology  and  architect  of 
the  Net's  first  node,  30  years  ago  at  the  Uni- 
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versity  of  California  at  Los  Angeles.  "Millis 
of  people  contributing  ideas  in  unfores|i 
ways  are  part  of  this  complex  adaptive  sjj- 
tern,"  he  says,  pointing  to  the  open-soij' 
movement  as  proof. 

Now,  toss  into  this  ecosystem  a  few 
dred  million  intelligent  software  agents,  v 
ly  more  powerful  than  the  crude  soft 
"bots"  that  perform  Web  searches  today, 
the  voices  and  intentions  of  a  few  billion 
tal  pets,  companions,  and  caretakers.  T 
stretch  out  a  sensory,  telemetric  fabric,  "'je 
network  itself  becomes  a  huge  digital  ci 
ture,"  says  Toshitada  Doi,  chairman  of  Si 
Corp.'s  Digital  Creatures  Lab.  "We  will  c;| 
fully  design  it  so  that  it  will  help  human 
ings,  not  harm  them." 

That  may  not  be  easy,  however.  Emerj 
behavior  could  be  mischievous,  even  s: 
In  Sandia  simulations  with  software  age 
acting  as  communications  nodes  in  netw< 
the  nodes  have  assembled  themselves 
clans.  "In  a  real  network,  the  clans  mi 
have  distinct  points  of  view,"  Yonas  says, " 
one  might  be  antithetical  to  another." 
SELF-HEALING  NETWORKS.  By  the  time  so 
thing  like  that  happens,  networks  should  j 
some  of  the  resilience  and  safeguards  of  li\ 
organisms.  For  a  start,  "networks  will  lean 
heal  themselves,"  says  Sprint  Chief  Techn 
gy  Officer  Martin  J.  Kaplan.  And  when 
earth's  own  skin  signals  danger — seismic 
tivity,  a  geomagnetic  storm,  or  a  worris< 
spike  in  financial  transactions — the  Net 
sense  it,  alert  people,  and  reroute  traffic. 

Critics  of  the  Santa  Fe  school  say  it  lacl 
solid  theoretical  foundation.  Supporters 
cede  that  point,  but  say  the  field  is  still  r 
"This  is  21st  century  science,"  says  William 
Joy,  founder  and  chief  scientist  of  Sun 
crosystems  Inc. 

Humanity  is  now  preparing  to  cast  its 
across  the  solar  system.  At  NASA's  Jet  Pro 
sion  Laboratory  in  Pasadena,  Calif.,  scient 
are  devising  a  version  of  the  Internet  ca 
InterPlaNet  that  will  weave  the  moon,  M 
and  some  asteroids  and  comets  into  the 
expanding  nervous  system. 

Today's  communications  between  earth 
unmanned  probes  are  expensive,  propriet 
and  complex.  With  InterPlaNet,  "We  can  s 
plify  everything,  cut  costs,  and  engage 
public  more  effectively,"  especially  when 
tronauts  arrive  on  Mars,  says  JPL  team  lea^ 
Adrian  Hooke,  manager  of  space  data  s> 
terns.  Then,  the  earth's  telemetric  body 
span  the  reaches  of  the  solar  system.  The  I 
may  not  experience  all  the  human  thrills  of 
ploration.  But  it  will  feel  some  tingles  up ; 
down  its  spine. 
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Your  boss  calls.  Needs  technology  news  for  10  a.m.  meeting. 
You  know,  giving  him  more  than  news  would  earn  some  serious  bonus  points. 

That's  where  we  come  in. 

* 

While  many  websites  can  give  you  tech  headlines,  not  everyone  can  bring 
the  clarity  atid  insight  of  The  Wall  Street  Journal  to  the  world  of  technology  like  wsj.com.  The  story  behind 
the  headlines.  Tech  Center  columns  from  Walter  Mossberg  on  personal  technology  and  John  Dodge  on 
e-commerce,  plus  detailed  profiles  on  companies  shaping  the  technology  landscape.  Interactive  forums  to 
ask  questions  and  share  ideas.  Delivered  when,  where  and  how  you  want  it,  along  with  award-winning  news 
on  business,  money  and  markets.  Incredibly  complete,  incredibly  reliable. 


Log  on  to  wsj.com  for  two  weeks  free. 
After  that  it's  just  $59  per  year. 

Only  $29  for  Borron'i  and  Wall  Street  Journal  print  tubicrtbtrt. 
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In  the  new  financial 
cosmos,  it  will  to 
safer  to  take  a  dart 


by  PETER  CC 


Think  of  the  invisible  losses  that  society  suffers  because  of  fear  of 
failure:  the  brilliant  careers  that  are  never  attempted,  the  great 
companies  that  are  never  launched,  the  products  that  are  never  pro- 
duced. Society  won't  eradicate  fear  of  failure  in  the  21st  century.  But  it 
will  do  the  next  best  thing:  It  will  devise  new  kinds  of  financial  in- 
struments— new  hedges — that  will  reduce  the  riskiness  of  new  ventures. 
By  so  doing,  it  will  embolden  a  new  generation  of  smart  but  cautious  en- 
trepreneurs to  pursue  their  dreams.  All  of  us  will  benefit  from 
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the  creativity  this  will 
unleash.  The  new  financial 
instruments  won't  protect 
people  from  their  own 
stupid  mistakes.  Instead, 
these  hedges  will  insulate 
people  from  events  outside 
their  control  that  could 
affect  their  chosen 
careers,  industries,  or  even 
countries.  That  will  make 
people  more  the  masters  of 
their  own  fates. 

"It  will  encourage  people 
to  take  risks,  because  the 
risks  will  no  longer  be 
concentrated  exclusively  on 
them,"  says  Yale  University 
economist  Robert  J.  Shiller, 
author  of  a  1993  book  on 
the  topic  called  Macro 
Markets:  Creating 
Institutions  for  Managing 
Society's  Largest 
Economic  Risks. 

To  see  how  this  will 
work,  consider  the  example 
of  a  hedge  against  choosing 
the  wrong  career.  Today,  a 
young  man  or  woman  could 
spend  years  training  to 
become  a  cardiac  surgeon, 
only  to  be  whacked  by,  say, 
a  harsh  new  malpractice 
law  that  makes  cardiac 
surgery  an  unattractive 
profession.  Uncontrollable 
risks  of  that  sort  are 
undoubtedly  frightening 
away  some  young 
people  who  would  have 
made  excellent  cardiac 
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Inside  every  business, 
there's  a  huge  e-Business 
opportunity  ticking  away. 

The  power  to  move 
faster.  The  power  to  reach 
farther.  The  power  to  claim 
a  prime  spot  in  the  new 
e-conomy.  But  wait  too  long, 
and  your  options  expire. 

So  make  the  smart  move. 
Choose  the  team  with 
creative  e-Business  vision  - 
and  the  experience  and 
resources  to  build  it,  power 
it  up  and  beat  the  traffic  to 
the  bottom  line. 

CSC  is  the  one.  50,000 
professionals.  700  locations. 
And  a  winning  record  in  the 
Fortune  1000. 

Talk  to  the  e-Business 
team  at  CSC.  Were  at  the 
intersection  of  business  and 
technology.  You  can  reach 
us  at  1-800-272-0018  or 
www.csc.com/bw. 


Computer  Sciences  Corporation 
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©the  whole  idea  with  the  Internet,  the  Net  Economy,  il. very  thing  — 
whatever  you  want  to  call  it — is  that  you  take  an  idea  and  you  run  with  it. 

take  that  idea,  put  it  online  and  run  with  it. 

30  years  ago  some  government  and  scholarly  types  needed  a  communication 
system  that  could  survive  a  nuclear  attack,  they  had  an  idea  and  they  ran 
with  it.  the  Internet  was  born. 

technology  is  not  a  barrier,  it's  something  you  use  to  take  your  idea  and 
run  with  it. 

in  1982  four  guys  ran  with  it.  they  had  an  idea — a  computer  with  Internet 
Protocol  built  in.  today  Sun  Microsystems  powers  75%  of  Internet 
backbone  traffic,  they're  running  full  speed  ahead. 

and  in  1985  AOL  realized  that  if  you  focus  on  consumers  and  make  it 
really  easy,  the  world  will  visit.  17  million  people  are  running  with  AOL 
right  now. 

technology  is  not  a  barrier,  it's  something  you  use  to  take  your  idea  and 
run  with  it. 

in  1993  Marc  Andreessen  and  Jim  Clark  had  an  idea,  they  called  it 
Netscape  and  ran  with  it.  today  that  name  is  synonymous  writh  business 
on  the  Web.  they  took  a  huge  idea  and  ran  with  it.  fast. 

you  have  ideas,  run  with  them.  Sun,  AOL  and  Netscape  got  together  and 
ran  with  some  ideas  of  their  own.  they  formed  the  Sun-Netscape  Alliance 
and  created  iPlanet    Internet  and  e-commerce  software.  iPlanet  software 
puts  virtually  every  aspect  of  your  business  on  the  Internet,  it  gets  ideas  out 
of  your  head  and  puts  them  into  the  Net  Economy. 

ready,  set,  go.  run  with  it.  www.iplanet.com 


ES 


ALLIANCE 


;o  *vt  ««n«t  v«  ttKtamvm  or  r*9*tw*a  irKtomvM  of  Si*  M*fw>m*y»   «  *\  th»  umtod  Stmt  and  othor  courttwa  Nattov* 
■-  N  toflo  *<m  r*giat«t»d  irtdtnuuht  ol  rrtHcap*  Com*  <»tlon   «  tublidiary  ..<  *nw« .,  .  >h,i  „    int   Otn«f  procJu,  ■  •    1  brmd  narai  «i«  M<Mnwki 


2  1     IDEAS 


FOR       Ti 


surgeons — producing  a  loss 
for  society  as  a  whole. 

Now  imagine  that  in  the 
21st  century,  there  will  be  a 
market  where  hedgers  and 
speculators  meet  to  trade 
"cardiac-surgeon-income 
futures,"  analogous  to 
today's  futures  contracts  on 
soybeans  and  interest  rates. 
Our  newly  minted  surgeon 
could  short-sell  some  of 
those  futures — in  effect, 
betting  against  her  own 
profession.  If  cardiac 
surgery  is  hurt  by  some 
external  event,  profits  on 
her  short  sale  would 
compensate  for  the  decline 
in  her  salary.  If  she  doesn't 


want  to  mess  with  short- 
selling,  she  could  simply 
deal  with  an  insurer  that 
would  then  lay  off  its  own 
risk  in  the  futures  market. 
Once  she  is  hedged,  her 
future  income  will  reflect 
her  own  skills  in  the 
operating  room  rather 
than,  say,  some  piece  of 
legislation. 

Career  hedges  are  just 
one  example  of  this  broader 
application  of  risk-buffering. 
It  will  also  be  possible  to 
hedge  against  a  decline  in 
the  value  of  houses  in  your 
area.  People  might  be  more 
willing  to  spruce  up  their 
homes  or  buy  houses  in 


chancier  neighborhoods  if 
they  could  protect 
themselves  against  a  slide 
in  the  local  market. 

Or  how  about  a  hedge 
based  on  national  economic 
performance?  An  Argentine 
could  receive  a  payoff  if 
Argentina's  economy  hit  the 
skids.  That  might  encourage 
bright  people  to  build  a  life 
in  Argentina  rather  than 
emigrating. 

Hedging  a  career,  a 
neighborhood,  or  a  country 
may  sound  exotic.  But  it's 
no  more  than  a  21st  century 
twist  on  the  old  injunction 
that  you  shouldn't  keep  all 
your  eggs  in  one  basket.     1 
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The  'little  emperors'  can  sai 
the  world's  aging:  populatioi 


DEMOGRAPHICS 


Pyramid  schemes  start  in  smirks  and  end  in  tears.  The  early 
joiners  put  in  a  little  money  and  get  back  a  lot  because  they're 
paid  with  the  contributions  of  later  joiners.  Inevitably,  though,  the  pool 
of  new  recruits  runs  dry.  The  last  people  in — the  big  suckers — lose 
everything.  When  the  original  Ponzi  scheme  went  bust  in  1920,  name- 
sake Charles  A.  Ponzi  went  to  prison. 

Now,  consider  this:  Modern  society  itself  is  an  enormous  Ponzi 
scheme.  It  wasn't  for  most  of  humanity's  time  on  earth,  when  the 


population  barely  grew.  But  since  the  Indus- 
trial Revolution  began  some  250  years  ago, 
each  generation  of  humanity  has  been  bigger 
than  the  one  before  it.  The  Ponzi  quality  of 
society  is  most  obvious  in  social  security  sys- 
tems, which  funnel  money  from  new  joiners 
(workers)  to  the  people  who  joined  the  sys- 
tem earlier  (retirees).  Population  growth 
makes  it  work. 

The  trouble  starts  when  population  growth 
begins  to  slow  at  the  same  time  that  retirees 
are  staying  alive  longer.  World  population 
doubled,  to  6  billion,  over  the  past  40  years, 
but  it  will  increase  at  a  much  slower  rate,  to 
about  8.9  billion  by  2050,  according  to  a  pro- 
jection of  the  United  Nations.  And  it  may 
even  shrink.  In  the  U.  S.,  the  number  of 
working-age  people  per  retiree  has  fallen 
from  eight  to  five — and  it  is  headed  toward 
three. 


Fortunately,  there  is  a  way  out  of  this 
demographic  dilemma.  In  fact,  there  are  bil- 
lions of  ways  out:  our  children,  our  grand- 
children, and  our  great-grandchildren.  The 
children  of  the  21st  century  will  be  from 
smaller  families.  Many  will  have  no  siblings  at 
all,  like  the  pampered  "little  emperors"  who 
were  born  under  China's  draconian  one-child 
policy.  If  these  children  can  compensate  for 
their  small  numbers  with  high  productivity, 
they  will  create  so  much  wealth  that  there 
will  be  plenty  for  themselves  and  their  nu- 
merous elders.  They  will  rescue  the  world 
from  its  Ponzi  scheme. 

The  key  is  what  demographers  refer  to 
as  "quality  over  quantity."  In  days  gone  by, 
parents  had  lots  of  children  because  they 
needed  the  extra  farmhands.  But  in  a  tech- 
nological society,  the  key  to  success  is  edu- 
cation. By  having  fewer  children,  parents  r» 
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HOW  WILL  A  SHRUNKI 
GENERATION  OF  FEWER^. 
MORE  PAMPERED 
CHILDREN  WORLDWIDE 
SUPPORT  THEIR  RETIRE 
ELDERS?  BY  USING  THI 
EXTRA  EDUCATION, 
AMBITION,  AND 
ADVANTAGES  TO  BECOWf 
MORE  PRODUCTIVE  THA 
THOSE  WHO  CAME 
BEFORE  THEM 
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Urban  Chinese  parents  have 

responded  to  the  one-child  rule 

by  investing  heavily  in  their 

solitary  children.  The  fate  of 

their  world  may  depend  on 

their  children's  ability-and 

willingness-to  return  the  favor 


can  lavish  more  attention  and  a  better  edu- 
cation on  each  one.  And  society  as  a  whole 
benefits:  An  educated,  productive  person  cre- 
ates more  wealth — and  pays  more  in  taxes. 
For  countries  as  well  as  for  families,  "quality 
rather  than  quantity  is  the  name  of  the  tech- 
nological game,"  explains  Brown  University 
economist  Oded  Galor. 

To  be  sure,  there  comes  a  point  where  all 
the  quality  in  the  world  can't  make  up  for  a 
lack  of  quantity.  In  Japan  and  most  of  West- 
ern Europe,  the  average  woman  has  fewer 
than  1.5  children  in  her  lifetime,  a  danger- 
ously low  level.  In  the  U.  S.,  the  total  fertili- 
ty rate  is  2.0,  roughly  the  number  needed 
to  maintain  long-term  population  stability,  so 
further  declines  would  be  negative.  But  for 
most  of  the  world's  population,  falling  fertili- 


ty rates  are  still  a  positive  economic  force 
plains  John  P.  Bongaarts,  vice-president 
policy  research  at  the  Population  Counc 
New  York  think  tank.  "In  the  develo 
world,  a  reduction  in  the  birth  rate  h 
powerful  economic  effect,"  he  points  out 
produces  a  better-equipped  labor  force 
more  savings." 

People  invest  more  in  human  capital 
only  when  they  have  fewer  children  but 
they  expect  each  child  to  live  longer.  E< 
tion  is  more  worthwhile  if  you  have 
years  to  use  it,  notes  John  D.  Mueller, 
economist  at  Lehrman  Bell  Mueller  C; 
Inc.,  a  financial-forecasting  firm  in  Arl 
ton,  Va.  In  turn,  says  Mueller:  "The  b, 
in  human  capital  spurs  a  boom  in  phy 
capital,  because  better-educated  workers  : 
better  tools  to  work  with."  Today  therel 
11  retirees  per  100  working-age  peopl| 
the  world.  The  U.  S.  Census  Bureau  pro, 
that  there  will  be  25  per  100  by  2050." 
that  could  be  offset  with  an  additio: 
to  1.5%  in  annual  productivity  gains 
step-up  in  productivity  should  be  ej 
achievable  if  less-developed  nations  coni 
to  catch  up. 

DEMOGRAPHIC  BLOWUP?  For  an  early 
on  whether  the  little  emperors  can  savi 
world,  visit  China.  Its  total  fertility  ratoej 
is  the  lowest  in  the  developing  worl 
cause  of  the  one-child  policy  imposed  b; 
Communist  government  on  urban  fai 
over  the  past  20  years.  By  messing 
Mother  Nature,  China  is  risking  a  dj 
graphic  blowup  in  a  few  decades,  whi 
shrunken  current  generation  must  suj 
its  retired  elders. 

Luckily,  urban  Chinese  parents  haw 
sponded  to  the  one-child  rule  by  inva 
heavily  in  their  solitary  children.  On 
hand,  that  means  these  little  empero: 
spoiled,  says  Sun  Yuxiao,  deputy  direct! 
the  China  Youth  Research  Center  in  Bei 
"Their  mentality  is  that  parents  shouli 
ways  take  care  of  their  children.  They  ( 
have  the  concept  that  someday,  one  sh 
take  care  of  one's  parents." 

On  the  positive  side,  however.  Sun 
the  little  emperors  are,  for  the  most 
ambitious,  confident,  and  more  willing 
their  elders  to  challenge  arbitrary  rules 
balance,  he  says,  he  is  optimistic:  "Tw 
single  children  will  become  the  most  ea[ 
generation  in  China's  history." 

It's  only  a  slight  exaggeration  to  say 
the  fate  of  the  world  rests  on  the  shoul 
of  the  little  emperors  of  China,  the 
linicos  of  Spain,  the  spoiled  brats  of 
U.  S.  Intergenerational  harmony  depenc 
whether   they   can   compensate   for 
smaller  numbers  with  brilliance.  Of  coi 
even  if  they  do  thrive,  there's  no  ceff 
that  they  will   share   their  bounty, 
wealth  helps.  As  Charles  Ponzi  couM 
you,  it's  a  lot  easier  to  split  a  big  p< 
loot  than  a  small  one. 
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Honeywell's  control  and  sensor  technologies  are  often  the  "secrets" 
behind  our  customers'  success... 

In  Space...  guiding  space  flights  and  keeping  satellites  in  orbit. 
In  the  Air...  helping  aircraft  navigate  and  fly  safely. 
In  Industry...  boosting  producth  ity  while  protecting  the  environment. 
In  Homes  &  Buildings...  pro\  iding  comfort,  safety  and  convenience. 
In  Products...  improving  performances  of  appliances,  automobiles 
and  other  every-day  items  used  at  home  and  work. 

Visit  our  web  site  to  learn  the  rest  of  our  "secrets"! 


Honeywell 


www.honeywell.com 


Home  and  Building  Control  •  Industrial  Control  •  Space  and  Aviation  Control 
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POLITICS 


IN  MANY  WAYS,  ITS 

BACK  TO  THE  1830s. 

CANDIDATES  WILL 

CANVASS  VOTERS 

IN  THEIR  HOMES; 

CITIZENS  WILL 

QUESTION  POLITICIANS 

IN  PUBLIC  FORUMS. 

THE  BIG  DIFFERENCE: 

IT  WILL  ALL 

TAKE  PLACE  ON  THE 

INTERNET.  THE  DANGER: 

NET-BASED 

SPLINTER  GROUPS 

COULD  FACTIONALIZE 

PUBLIC  LIFE 


Democracy  goes  direct— agai) 


by  RICHARD  S.  DUNW 


When  Alexis  de  Tocqueville  traveled  across  the  U.  S.  in  the  1830s, 
the  French  social  observer  was  struck  by  both  the  interest  and 
influence  of  average  citizens  in  the  electoral  process.  "The  American  peo- 
ple reign  over  the  American  political  world  as  God  rules  over  the  urn- 
verse,"  he  wrote  in  his  famous  book,  Democracy  in  America. 
Today's  voters  are  feeling  less  potent  than  those  of  de  Tocqueville's 


time.  The  game  now  in 
politics  is  to  raise  enormous 
amounts  of  money  from 
special  interests  and  then 
spend  it  on  gobs  of  TV 
advertising — in  which 
candidates  are  packaged 


like  beer.  Victory  goes  to 
the  best  mass  marketer. 

But  politics  is  changing 
once  again.  Look  ahead  a 
few  years,  and  it  could  well 
resemble  what  de 
Tocqueville  saw.  The 


Information  Revolution  is 
likely  to  democratize  politics 
by  weakening  the  elites' 
grip  on  information. 
American  voters,  instead  of 
being  passive  recipients  of 
news  and  advertising  from 


a  few  TV  networks  and 
national  publications,  wil 
receive  information  from 
hundreds  of  competing 
sources,  such  as  E-mail  1 
and  Web  sites.  What's  m 
interactive  media  will  le 
them  talk  back. 

In  de  Tocqueville's 
America,  politics  was  rov 
and  personal:  torchlight  I 
parades,  hard  cider,  and 
partisan  shouting  matche 
public  debates.  It  becanv 
rather  sanitized  and  dista 
in  the  20th  century.  But 
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Introducing  SkyTel  5:  Qet  a  message  and  respond,  all  for  just  50. 


ow  are  you?  How's  business.'  How's  the  cat?"  Answering  the  phone  often  means  five  minutes  of 
t  tg  before  the  caller  gets  to  the  point.  But  if  you  have  SkyTel,  you  can  get  a  clear,  concise  word 
(e  instead.  And  while  cellular  companies  are  bragging  about  flat  rate  plans  for  $89  a  month, 
1  gives  you  500  text  or  numeric  messages  for  just  $24.95*  a  month.  That  works  out  to  just  5i  a 
»e!  So  when  you  want  the  into  without  all  the  fluft,  get  SkyTel.  And  get  the  message,  guaranteed. 

H  Guaranteed  Message  Delivery 
E-mail  on  Pager 


$24.95  a  Month 

Reply  to  Messages  From  Pager 
0 Nationwide  Coverage 
@J  Personal  800# 


Customized  News  Updates 
01  No  "Roaming"  Charges 


Now  available  at  most  S^pfer   locations. 


Call  1-800-395-34 16  or  visit  www.skytel.com 

">H  9S  m<Mo\  S00  nwwuges  Ovei  S00  imuagr  Sc  pw  rrmsogi  up  to  100  damlM.  Somo  mtmnom  moy  apply  ©I  W  StyU  SkyW  lomnmdKm  he  is  o  WSutt  iO"W.  W 
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it's  getting  personal  again. 
In  the  21st  century,  the 
masses  will  attend  campaign 
events  in  cyberspace  and 
exchange  insults  in  online 
chat  rooms.  "There  is  a  huge 
amount  of  pent-up  political 
expression  in  America  today 
that  will  democratize  our 
culture,"  says  Cincinnati 
marketing-communications 
executive  Richard  A.  Segal 
Jr.,  the  Web  guru  for 
Republican  Presidential 
candidate  Steve  Forbes. 

The  new  style  of 
campaigning  doesn't  take 
money  out  of  politics.  Segal, 
a  master  of  targeted  E-mail 
lists  and  other  Information 
Age  tools,  is  using  them  to 
drum  up  support  for  Forbes, 
who  is  hardly  a  man  of  the 
people.  Rather,  what's  going 
away  is  the  tight  link 


between  moneyed  interests 
and  the  traditional  apparatus 
of  party  politics.  In  the 
ascendancy  are  single-issue 
groups  that  can  mobilize 
their  troops  with  a  computer 
keystroke,  and  coalitions 
around  causes  or  candidates. 
"It  ends  up  weakening 
institutional  structures," 
says  White  House  Chief  of 
Staff  John  D.  Podesta. 
"That's  bad  news  for  party 
discipline  and  good  news  for 
creativity." 

This  disruption  of  the 
status  quo  is  not  all  to  the 
good.  For  nearly  two 
centuries,  two  major  parties 
have  moderated  the  public's 
passions  because  neither  has 
dared  stray  too  far  from  the 
center.  If  the  parties  splinter, 
the  U.  S.  could  wind  up  with 
a  fractured,  stalemated 


Congress  and  a  President 
preferred  by  only  a  small 
portion  of  the  electorate.  To 
avoid  obsolescence,  the 
Democrats  and  Republicans 
themselves  will  have  to 
harness  technology  to  build 
cohesive  "blocs  of  voters  from 
splinter  groups. 

De  Tocqueville  would 
surely  recognize  the 
democratic  bent  of  the  new 
politics.  "There  is  not  a 
country  in  the  world,"  he 
declared  in  1831,  "where 
man  more  confidently  seizes 
the  future,  where  he  so 
proudly  feels  that  his 
intelligence  makes  him 
master  of  the  universe,  that 
he  can  fashion  it  to  his 
liking."  "In  essence,"  says 
Democratic  consultant  Dane 
Strother,  "it's  back  to  the 
future."  ■ 


Kids  were  right  all  along 
High  school  is  obsolete 


SHOULD  KIDS  HEAD  FOR 

COLLEGE  WHEN  THEY'RE 

15  OR  16?  SOME 

EXPERTS  THINK  SO,  AND 

SOME  KIDS  AGREE.  THEY 

ARGUE  THAT  THE  LAST 

TWO  YEARS  OF  HIGH 

SCHOOL  JUST  KEEP 

STUDENTS  IN  A  HOLDING 

PATTERN,  WHEN  MANY 

ARE  INDEPENDENT 

ENOUGH  TO  BE  STARTING 

THEIR  ADVANCED 

EDUCATION 


by  RICHARD  A.  MELCHB 


Abolish  high  school.  Start  secondary  education  in  seventh  gra 
and  end  it  after  tenth.  Then  release  the  kids  at  age  15  or  M 
so  they  can  get  a  faster  start  on  the  rest  of  their  lives. 

The  idea  isn't  as  crazy  as  it  might  sound.  For  many  young  peoj 

high  school  is  little  more  than  a  holding  pen.  Teenagers  mature  ph; 

ically  earlier  than  they  did  a  century  ago,  while  cars  and  the  Inten 

have  given  them  far  more  independence  than  their  predecessors 

Yet  most  high  schools  continue  to  treat  their  charges  like  childr 


Segregated  from  the  rest  of  society,  students 
turn  obsessively  toward  each  other,  forming 
cliques  and  agonizing  over  who  is  most  pop- 
ular or  beautiful  or  cool.  "This  is  way  out  of 
date  and  incongruous  with  their  real  lives," 
says  Leon  Botstein,  president  of  Bard  College 
in  Annandale-on-Hudson,  N.Y.,  the  best- 
known  advocate  of  abolishing  high  school. 
GETTING  A  LEG  UP.  High  school  wasn't  always 
considered  a  near-mandatory  rite  of  passage. 
As  recently  as  1940,  less  than  50%  of  the 
adult  population  had  gone  beyond  the  eighth 
grade.  Now,  nearly  90%  of  adults  age  18  to  24 
have  a  high  school  degree.  Little  wonder: 
High  schools  teach  some  useful  social  and  rea- 


soning skills,  and  give  graduates  an  econc 
leg  up. 

Shortening  high  school  needn't  mean  du 
ing  down  the  population — or  necessarily  a 
ing  kids  off  the  college  track.  Botstein 
gues  that  the  high  school  overhaul  shoulc 
accompanied  by  higher  expectations,  fori 
grads  to  be  adept  in  everything  from  civic 
economics.  Those  who  are  ready  should  g>, 
college.  Teenagers  who  don't  care  for  i! 
versity  life — or  want  to  delay  it — could  t 
apprenticeships,  engage  in  public  service 
attend  vocational  schools. 

For  college-bound  students,  gradual 
from  high  school  after  sophomore  ye* 
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FLAT  OUT  SUPERIOR! 


SAMSUN6 


Super  Pigment  Phosphors 


® 


Exclusive  "Wide  Viewing  Technology" 


L.lilJ) 


iff] 


20mm  Dot  Mask  |H)  for  Razor  Sharp  Text 


Samsung's  SyncMaster" 
monitors  are  flat  out  the 
best  choice  for  your  money. 
It's  all  in  the  technology.  Five 
proprietary  technologies  go  into 
these  incredibly  precisioned  mac- 
hines. For  example,  our  SyncMaster'" 
CRT  monitors  feature  DynaFlar,  the  most 
advanced  screen  technology  in  the  world — 
delivering  a  perfectly  flat  tube  with  no  visible 
curvature,  for  absolutely  no  distortion  from  any 
angle.  Additionally,  our  TFT  flat  panel  monitors,  with 
Samsung's  Color  Filter  Technology,  have  one  of  the  widest 
color  ranges  on  the  market.  They  also  have  an  Auto  Advanced 
Image  Scaling  and  Enhancement  function  that  delivers  crisp  images 
at  all  resolutions. 

We  have  the  technology,  and  produce  our  own  components,  including  the  glass 
Top  quality  from  concept  to  final  product  We  have  the  awards  and  reviews  to  prove  it 
Get  the  proof  on  our  web  site  at  www samsungmonitor  com  or  call  us  at  1-800-SAMSUNG. 


DynaFlat'"  Technology 


® 


AMSUN 


ELECTRONICS 


_ 


would  mean  a  two-year  jump  on  Economics  101  or  organic 
chemistry.  There  is  a  precedent  for  that:  In  the  1930s,  Uni- 
versity of  Chicago  President  Robert  Hutchins  encouraged 
kids  as  young  as  15  and  16  to  come  to  his  school.  The  ex- 
periment lasted  about  two  decades,  and  then  ended  when  GIs 
returning  from  World  War  II  were  sitting  in  classrooms  with 
teenagers. 

University  of  Chicago  labor  economist  James  J.  Heckman 


agrees  with  Botstein  that  compressing  high  school  is  "a  v< >, 
compelling  idea."  He  argues  that  "high  schools  have  becoi 
very  lethargic  institutions,"  and  he  adds  that  the  sooner  4: 
lescents  are  introduced  to  the  real  world,  the  better.  B 
Heckman  also  raises  a  key  caveat:  Educators  need  to  h 
some  way  to  evaluate  students'  maturity  before  moving  th 
along. 

That  seems  to  be  one  risk  in  cutting  students  loose  tL 


Hi 
■  they 

'  vocat 

■o  Joe, 
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sooner.  Many  adolescents  reallj  do  need  ti>  be  closely 
ised.  [f  you're  not  convinced,  jusl  listen  to  a  certified 

p|L,  Re  nee  Witherspoon,  who  graduated  this  year  from 
n  Park  High  School  in  Chicago:  "Die)  may  be  tired  or 

v4  but  ilny  are  not  mature."  The  solution  could  be  for 

1<  \s  or  vocational  schools  that  admit    1">    and   Hl-year-olds 

s -vc  in  loco  parentis  more  than  they  do  with  older 

I.    Its 


Or  shall  we  let  high  school  keep  rolling  along,  as  it  has 
from  year  to  year,  even  generation  to  generation?  Pep  rallies. 
Pop  quizzes.  Proms.  There  was  a  sort  of  rhythm  that  became 

familiar,  a  sense  that  we  had  seen  much  of  tins  before,"  recalls 
Lauren  Cutterman,  a  1999  grad  of  New  Trier  High  School,  in 

the  middle-class  suburbs  north  of  Chicago.  Been  there,  done 

that.   Adolescence  is  no  time  to  be  lulled  to  sleep.   Not   when  a 

new  century  beckons.  ■ 
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"Day  One"  Investigations: 

Crucial  After  A  Catastrophe  Strike; 


THE    FIRST    24    HOURS    AFTER   A    CATASTROPHIC    EVENT   ARE    THE    MOST    IMPORTANT. 

AN    EXPERT    FROM    GAB    ROBINS'    ENGINEERING    AND    FIRE    INVESTIGATIONS    EXPLAINS   WH\ 


W 


hen  disaster  strikes,  Dr.  Michael  Weyler,  vice-president     so  naturally  I  would  be  looking  for  dil 

of  mechanical  engineering  at  Engineering  and  Fire     ferent  ldnds  of  pieces  of  evidence  than 
.  ■        r         r  a       i     11  police   department   official   would.   Fq 

Investigations,  is  often  first  on  the  scene.  A  wholly-     example    in  the  Wodd  Trade  Cem] 

owned  subsidiary  of  GAB  Robins  North  America,     bombing,  the  authorities  were  focused  < 

tracking  down  how  the  build 
ing  was  bombed  and  establish 
ing  who  the  bombers  wen 
On  the  other  hand,  we  we| 
looking  at  how  the  smoke 
spread  through  the  buildin 
and  how  the  shock  waves . 
damaged  the  building's  stru 
ture.   To    understand   theJ 
things,  we  had  to  perform  ou 
own  analysis. 


Dr.  Michael  Weyler, 
VP  Mechanical 
Engineering  at  EFI 


EFI  specializes  in  investigating  such  events  for  a  wide  range 
of  clients.  Weyler,  a  practicing  engineer  for  37  years  and 

a  catastrophe  expert  for  nine  years,  talks     those  I've  described,  it  makes 

about  how  he  works  with  clients  to  reduce     economic  sense  to  have  an 

their  exposure  in  the  event  of  a  disaster.         engineering  expert  on  site  as 

quickly  as  possible.  When  a 

O:  What  events  do  you  investigate?  company  calls  us  in  immedi- 

A:  We  get  called  in  on  catastrophes  such     ately  after  an  accident,  all  of 

as  refinery  explosions,   industrial  fires,     the  evidence  is  fresh.  We  are 

structural  collapses,  and  heavy  equipment     able  to  piece  together  what 

failures.  What  these  events  have  in  com-     has  happened  from  physical 

mon  is  that  they  usually  involve  fatalities     materials,   as  well  as  from  eyewitness  Q:  What  should  we  do  if  our  company] 

or  injuries,  as  well  as  heavy  damage  to     accounts.  If  this  kind  of  investigation  is  faced  with  a  traumatic  event? 

property.  As  a  result,  liability  exposure  is     not  done  up  front,  a  variety  of  alterna-  A:  Of  course,  the  first  concern  shoul| 

often  very  high.  tive  theories  often  take  root  as  time  be    on    saving    lives    and    prevent^ 

goes    on — theories    of  causation    that  injuries.  But  once  these  aspects  of  sue 

O:  Whyisthekindof"dayone"investi-     may  not  be  based  on  all  the  facts.  By  an  event  are  under  control,  a  catasts 

gation  that  you  do  so  important?  being  on  site  as  soon  after  an  accident  phe-experienced  engineering  const 

A:  In   catastrophic   situations   such   as     as  possible,  we  can  develop  a  clear  pic-  tant  should  be  called  as  soon  as  possibl 

ture  of  what  happened,  It  is  usually  helpful  to  have  someoi 

and   when.   And   this  assigned  to  call  a  qualified  engineerir 

factually-based   picture  expert  who  you'll  want  to  identify 

helps  keep  down  the  in  advance  of  an  incident  occurrir 

expenses  associated  with  This  should  be  spelled  out  as  part  of 

developing  a  case,  as  company's  overall  disaster  response, 

well  as  having  a  favor-  some  cases,  this  is  the  local  operatiol 

able  impact  on  ultimate  manager,  and  in  others  it  is  the  corf 

settlement  amounts.  rate  risk  manager. 

To  reach  EFI  for  engineering  as 
tance  in  an  emergency,  dial  888-c 
2467.    For   further   information   abfl 
GAB  Robins'  full  range  of  Catastropj 

A:  Yes,  they  do,  and  we  Services,  please  visit  our  Web  site 

often  work  closely  with  www.gabrobinsna.com. 

those  officials  on  these  

cases.  However,  the  pur-  Clara  Van  Hast,  a  New  York-based  wr 

poses  of  our  investiga-  reports  frequently  on  insurance  and 

tions  are  different,  and  management. 


O:  Do  police  and  fiie 
department  officials 
collect  evidence? 


To  determine  the  factors  which  led  to  an  overwhelming 
catastrophe  like  this  refinery  explosion,  it  is  critical  that 
expert  investigators  arrive  on  the  scene  quickly,  before  badly 
damaged  materials,  like  the  crumpled  tanks  and  bent  pipes 
evident  here,  have  been  moved  or  destroyed. 
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EMERGENCY   PROCEDURE 


IM  THE  EVENT  Or 
AN  EARTHQUAKE; 


STAND  IN  DOORWAY. 
PRAY. 

SEEK  SOMEONE  WHO  THRIVES 
IN  COMPLEX  SITUATIONS. 


When  multi-layered  losses  occur,  our  Executive  General 
Adjusters  don't  just  handle  the  situation.  They  control  it. 
Assigned  on  the  basis  of  past  experience  and  technical 
expertise,  they  can  coordinate  a  response  to  a  complex  loss 
with  skill  and  consistency.  While  we  can't  lessen  the  impact 
of  a  disaster,  our  EGAs  can  make  it  easier  to  pick  up  the  pieces. 
Questions?  answers@gabrobins.com  or  call  888.888.4242 
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We'll  have  all  the  geneti 
pieces.  Next,  we'l] 
assemble  the  jigsaw  puzzli 


by  JOHN  CAR! 


In  the  first  few  years  of  the  21st  century,  science  will  finish  one  of 
the  monumental  tasks  of  all  time — deciphering  the  blueprint  of  hu- 
man life.  To  the  intrepid  explorers  of  biology's  secrets,  the  unlocking 
of  genetic  codes  of  many  organisms  is  akin  to  exploring  new  planets. 
"We  had  been  looking  under  the  lamppost,"  explains  parasitologist 
Michael  Gottlieb  of  the  National  Institutes  of  Health,  who  is  mining 

AS  BIOLOGY'S  DEEPEST 

MYSTERIES  ARE  FINALLY 

REVEALED,  MEDICINE 

WILL  BE  THE  FIRST 

BENEFICIARY.  NEW 

DRUGS  THAT  CONQUER 

ALZHEIMER'S  DISEASE, 

VACCINES  TO  WIPE  OUT 

AIDS,  AND  CROPS 

PACKING  VACCINES 

WILL  BE  AMONG  THE 

FRUITS  OF  THESE 

DISCOVERIES 


The  letters  on  this  woman's 

body  represent  a  tiny  part  of 

the  genetic  code  of  a  gene 

that  causes  breast  cancer 
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the  genes  of  the  malaria  parasite  to  find  new 
ways  of  fighting  this  global  scourge.  "Now, 
we  are  illuminating  everything." 

But  this  powerful  new  light  is  as  hum- 
bling as  it  is  intoxicating.  When  Nobel  lau- 
reate Hamilton  O.  Smith  and  genomics  pio- 
neer J.  Craig  Venter  finished  decoding  the 
first  complete  sequence  of  a  free-living  or- 
ganism in  1995  (Haemophilus  influenzae),  they 
were  stunned  to  find  that  half  of  the  bug's 
2,000  genes  were  completely  unknown  to  sci- 
ence. Even  now,  no  one  knows  how  the  genes 
work  together  to  make  a  living  organism.  If 
science  can't  fathom  a  lowly  single-celled  mi- 
crobe, asks  Venter,  "how  are  we  going  to 
understand  the  80,000  human  genes,  working 
together  in  10  trillion  different  combinations?" 
GENETIC  FLOOD.  Eventually,  the  genome  proj- 
ects will  bring  a  revolution  in  medicine  and 
biology.  But  it's  not  going  to  happen  as  fast 
as  many  believe.  "Most  miracles  are  going  to 
come  from  unknown  genes  and  unknown 
functions  that  are  going  to  take  decades  and 
decades  to  understand,"  Venter  says. 

The  good  news  is  that  researchers  are  be- 
ginning the  enormous  task  of  making  sense  of 
the  flood  of  new  genetic  information.  Just 
drop  in  on  the  labs  at  Myriad  Genetics  Inc.  in 
Salt  Lake  City.  Scientists  there  are  screening 
hundreds  of  thousands  of  proteins  to  see  how 
they  interact  and  what  they  do. 

The  results  are  full  of  surprises — and  op- 
portunities. While  studying  a  protein  capable 
of  suppressing  brain  tumors,  for  instance, 
the  Myriad  team  found  that  it  attaches  to  a 
second,  scaffold-like  protein.  That  scaffold,  in 
turn,  binds  to  a  third  protein,  which  acts  like 
a  switch  to  turn  the  tumor  suppressor  on  or 
off.  With  that  discovery,  the  company  has 
opened  the  door  to  a  new  tactic  for  fighting 
cancer — perhaps  within  about  10  years. 

Charting  the  complex  network  involving 
a  known  gene  is  plenty  difficult.  Figuring 
out  the  functions  for  the  tens  of  thousands  of 
unknown  genes  is  even  tougher.  Botanists 
have  long  heralded  an  age  of  genetically  en- 
gineered crops  that  can  survive  droughts, 
for  instance,  or  vegetables  engineered  to  con- 
tain vaccines.  But  before  this  can  happen, 
botanists  must  find  the  right  genes  to  add. 
And  right  now,  "we  know  practically  noth- 
ing," says  plant  biochemist  Hans  J.  Bohnert 
of  the  University  of  Arizona. 

That's  why  Bohnert  and  colleagues  are  dis- 
abling, one  by  one,  the  genes  of  a  mustard 
plant  called  Arabidopsis.  Next,  they  are  ex- 
posing the  plants  to  a  range  of  different  con- 
ditions, like  drought  or  high  temperatures.  If 
a  mutant  fails  to  survive,  the  scientists  can 
infer  that  the  gene  it  is  missing  is  vital  for 


5  to 
10  years,  we'll 
make  the  basic 
discoveries  that 
will  drive 
science  for  th 
next  century. 
It  will  be  the 
basic  material 
that  we  will 
study  for  the 
next  1,000 
years,  and  an 
enormous 
change  in  the 
human 
condition  will 
come 


Tony  L.  White, 

chairman,  president,  a  nd 

CEO  of  PE  Corp. 


those  conditions.  Already  Bohnert's  lal 
found  2,500  gene  sequences  linked  wit! 
ability  to  withstand  salty  environments, 
of  them  were  previously  unknown  to 
ence — and  they  may  hold  keys  to  the 
century's  supercrops. 

The  same  ability  to  discover  the  si 
genes  will  radically  change  drug  devi 
ment.  Thanks  to  evolution,  "the  biochei 
of  fruit  flies  or  the  worm  C.  elegans  is 
ingly  similar  to  that  in  human  diseases, 
plains  George  A.  Scangos,  president  an 
of  Exelixis  Pharmaceuticals  Inc.,  in 
San  Francisco.  Exelixis  researchers  arel 
ating  strains  of  fruit  flies  with,  say,  tumo] 
diabetes-like  defects.  Then  they  mutate 
sands  of  the  flies'  other  genes,  searchin 
those  that  change  the  bugs'  fate.  "W< 
able  to  find  genes  that  restore  normalcjj 
genes  that  make  the  defect  worse,' 
Scangos.  That  gives  drugmakers  whole 
targets  and  approaches  for  tackling  di» 

As  biology's  deepest  mysteries  are 
revealed  by  the  onslaught  of  21st  c© 
science,  medicine  will  be  the  first  benefii 
New  drugs  that  conquer  Alzheimer's 
or  cancer,  vaccines  to  wipe  out  scourgi 
malaria  and  aids,  and  a  second  green 
lution — with  crops  packing  both  extra 
ents  and  drugs— will  be  among  the 
these  discoveries. 

Ultimately,  new  knowledge  brings  pow< 
do  more  than  just  fight  disease.  Scien 
foresee  an  ability  to  manipulate  life  in  i 
only  dreamed — or  feared — before.  Williai 
Haseltine,  chairman  and  ceo  of  Hu 
Genome  Sciences  Inc.,  for  instance,  beli 
that  by  manipulating  the  body's  biochemi  I 
we  will  be  able  to  repair  and  rejuvenate 
cells  and  organs.  "The  fountain  of  yout 
likely  to  be  found  within  our  own  genes 
predicts.  "Cellular  replacement  may  kee 
young  and  healthy  forever." 
BIOTECH  WIZARDRY.  The  same  biotech 
ardry  also  will  allow  us  to  alter  evolu 
Princeton  biologist  Lee  Silver  predicts 
creation  of  superraces  genetically  enha 
for  physical  prowess  or  superior  intellig* 

But  who  will  make  decisions  about  ho 
exploit  these  new  capabilities?  How  will  s^ 
as  a  whole  acquire  the  knowledge  and 
sophistication  to  make  the  right  choices^ 
we  can  barely  resolve  today's  less  o 
debates  about  gene-modified  plants  and 
cloning?  Given  past  human  history,  i 
clear  that  we  will  find  the  right  answe: 
of  next  century's  great  challenges  will 
ing  with  the  awesome  power  that  will 
ours  as  we  slowly  read  the  surprising 
in  our  twisting  strands  of  dna. 
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THE  21  ST  CENTURY 

BELONGS  TO  THE  FLEET 

OF  FOOT.  PEOPLE  WILL 

THINK  NOTHING  OF 

MOVING  TO  NANJING, 

THEN  NAIROBI,  AND  THEN 

NEW  YORK  IN  SEARCH  OF 

RICHES.  FORGET  ELLIS 

ISLAND.  THE  RICHEST 

CAN  BECOME  TAX  EXILES, 

PLEDGING  ALLEGIANCE  TO 

NO  FLAG  EXCEPT  THE  ONE 

FLYING  OFF  THEIR  BOAT. 

OTHERS  WILL  STAY  PUT 

BUT  WILL  BECOME 

ECONOMICALLY  AND 

SPIRITUALLY  DETACHED 

FROM  THEIR  HOMELAND 

AS  THEY  MAKE  THEIR 

LIVING  ABROAD. 

TECHNOLOGY  HAS  NOT 

FREED  ROAD  WARRIORS 

LIKE  JOHN  GRUETZNER 

(NEXT  PAGE)  FROM  THE 

CONSTRAINTS  OF  TRAVEL. 

IT  HAS  FREED  HIM  FROM 

STAYING  AT  HOME 


The  nomads  shall  inherit 
the  airport  loungd 


by  DIANE  BRA 
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'Oiidvertising  to  e-commerce  to  enterprise  connectivity, 
■hi  t  comes  to  putting  the  power  of  the  Internet  to  work 
Briness,  only  one  event  puts  all  the  possibilities  at  your 
n<|  ips  —  Fall  Internet  World. 

uil'e-day  conference  is  the  best  in  the  industry  — 
)vjig  all  the  Internet  business  applications,  technologies 
lends  your  company  needs  to  increase  performance. 


Then  there's  our  exhibit  hall  —  the  world's  largest  display 
of  Internet  solutions  from  more  than  400  leading  industry 
suppliers,  including  Microsoft,  IBM,  HP,  AT&T,  Oracle, 
RealNetworks  —  all  the  big  names. 

If  the  Internet  is  important  to  your  business,  come 
to  the  event  that's  all  Internet,  all  business,  all  week. 
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WE'VE  SPENT  15  YEARS  OBSESSING 

ABOUT  COLOR  PRINTERS 

AND  ALL  WE  THINK  ABOUT  IS 

HOW  TO  GET  LOADED. 


LOADS    FAST,   PRINTS    EVEN    FASTER. 


Take  it  from  us,  we  know  what  should  go  into  a  printer.  Our  ColorStixM  ink  is  a  good  example 
each  color  has  a  unique  shape,  loading  the  Tektronix  Phaser*  840  printer  is  as  easy  as  loading  . 
And  just  as  quick.  In  fact,  everything's  quick.  Print  speed  is  twice  as  fast  as  a  typical  color  la?- 
easy  in,  easy  out  could  be  this  printer's  motto.  But  that's  exactly  the  kind  of  thinking  we  put  in 
our  printers.  So  you  can  think  about  more  important  things.  Like  how  to  celebrate  seeing  color 
Take  a  load  off  your  mind  by  calling  1-877-362-6567  ext.  1578.  The  call  is  free  and  so  is  all  the  bin 
you  will  ever  need.  You  can  learn  more  at  www.coloratwork.com 
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ohn  Gruetzner 

ION:  Executive  vice- 
it,  [ntercedenl  Ltd., 
Ian  consulting  firm 
Ices  in  Toronto, 
or,  Beijing,  and 

IT. 

E:  Lives  in  Toronto 
uls  two-thirds  of  his 
isulting  throughout 
Uso  traveli 

re  in  Asia  and 

jnerica. 


CONVERSATION  STARTER: 

Waki's  up  to  ask  his 
seatmate  where  the  plane  is 
landing-  Seventeen  flights  in 
two  weeks  have  left  him 
confused. 

ONE  HORRID  WEEK:  ■ 
leaves  Singapore  with  the 
flu.  b)  Arrives  home  in 
Toronto  to  discover  I  hat  a 
frozen  pipe  baa  hurst,  c) 
Immediately  hoards  a  plane 
t"  ( IhicagO  for  two  days  of 

teaching,  d)  Hack  t<> 


Toronto,  e)  On  to  Detroit, 
battling  jet  lag  and  the  flu. 
f)  Back  to  Toronto,  running 
through  the  Detroit  airport 
"like  0.  J.  in  the  Hertz 
commercial"  and  throwing 
his  briefcase  into  a  closing 
door,  g)  Takes  brief  break  in 
tlooded  house  before 
boarding  another  plane  to 
China. 

UPSIDE:  "You  get  to  see  how 
thi'  world  really  turns.  And 
the  benefits  of  having  an 


eclectic  soap  collection 
shouldn't  be 
underestimated." 
DOWNSIDE:  "Subtract  all  the 
years  living  abroad  and  I 
have  the  social  development 
of  a  26-year-old.  My  friends 
have  more  in  common  with 
my  parents  than  they  have 
with  me." 

NOMAD  MOTTO:  "We  always 
describe  ourselves  as  21st 
century  grape  pickers  with 
fewer  social  problems."        ■ 
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The  toughest  problei 

will  be  solvi 
with  a  roll  of  the  did 


QUANTUM        COMPUTERS 


by  EVELYN  L.  WRI 


PHYSICISTS  HOPE  TO  USE 

SUBATOMIC  PARTICLES' 

IMPRECISE  NATURE  TO 

ANSWER  QUESTIONS 

BEYOND  THE  REACH  OF 

TODAY'S  COMPUTERS 


|lectrons  would  make  terrible  golf  balls.  They're  just  too  ill 
lhaved.  When  an  ordinary  golf  ball  rolls  across  the  greenl 
comes  to  a  stop,  it's  either  in  the  hole  or  it's  not.  An  electron,  or 
other  hand,  can  be  in  many  places  at  once — in  the  hole,  beside  it] 
at  the  edge  of  the  green.  Like  all  submicroscopic  particles,  an  ele<J 
tends  to  spread  itself  out  in  a  sort  of  hazy  "cloud"  of  probability 
impossible  to  keep  track  of  where  it  is  at  every  moment.  With 
turn  mechanics,  we  can  work  out  the  probability  that  an  electron] 

a  given  spot,  but  the 
electron  won't  settle  o: 
single  location  until 
something  forces  it  to. 
unruly  mix  of  chance 
imprecision  would 
golf  game.  But  physicii 
and  computer  scientist| 
finding  that  they  can 
harness  it  to  crack  pn 
that  were  long  though 
unsolvable.  The  resulti 
quantum  computers — 
may  be  available  in  so: 
to  20  years — will  spee< 
drug  discovery,  let 
forecasters  nail  the  w< 
with  precision,  and  hel] 
chipmakers  design  cir< 
that  are  now  impossih 
complex.  (Unfortunate] 
they  will  also  allow  h: 
to  break  codes  protec 
secure  traffic  on  the 
Internet.) 

Today's  computers 
solve  problems  the  s: 
way  their  ancestor,  thi 
Eniac,  did  back  in  19' 
They  follow  instructioi 
step  by  step.  Their 
painstaking  obedience 
has  freed  humans  froi 
tedious  mathematical 
calculations,  bringing 
changes  in  communicat 
entertainment,  and 
scientific  research  that 
Eniac's  inventors  neve 
dreamed  of. 

But  their  dutifulnes? 
also  their  undoing.  Ma^ 


Quantum  computing  is  possible  because,  unlike  golf  balls,  electrons  can  be  in  many  places  at  once 
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important  problems  cannot 
be  solved  efficiently  by 
following  rules.  For 
example,  to  find  a  name  in 
an  unalphabetized  phone 
book,  an  ordinary  computer 
would  have  to  check  each 
listing  one  at  a  time  to  see 
if  it  matches.  With  a  large 
enough  "phone  book" — say, 
a  database  of  all  possible 
combinations  of  human 
genes — this  trial  and  error 
process  could  take 
centuries,  even  on  the 
fastest  supercomputer. 
That's  because  any  ordinary 
computer  has  to  represent 
each  listing  with  a  series  of 
switches,  each  on  or  off, 
representing  1  or  0. 

A  quantum  computer,  on 
the  other  hand,  could  check 
all  the  listings  at  once, 
using  quantum  "golf  balls" 
in  place  of  switches.  How? 
Let's  call  a  ball  a  1  if  it's  in 
the  hole  and  a  0  if  it's  out. 
Because  of  the  everywhere- 
at-once  nature  of  quantum 
particles,  we  needn't  make 
each  ball  either  a  1  or  a  0. 
Instead,  we  can  assign  it  a 


set  of  probabilities:  say,  a 
50%  chance  that  it  is  in  the 
hole  and  a  50%  chance  that 
it's  not.  With  enough  of 
these  50-50  quantum  balls, 
we  can  represent  all  the 
names  in  our  phone  book 
simultaneously. 

This  is  the  input  to  our 
quantum  computer — a 
billion  or  more  names,  each 
represented  with  equal 
probability.  The  computer's 
program  nudges  and  shapes 
this  "cloud"  of  probabilities, 
checking  all  the  listings 
against  the  desired  name  at 
once.  The  quantum 
programmer's  job  is  to 
manipulate  the  odds, 
loading  the  dice  in  a  way 
that  leads  quickly  to  the 
correct  answer. 

Nabil  Amer,  manager  of 
IBM's  quantum  computing 
effort,  predicts  that  this 
kind  of  subatomic  gambling 
will  have  huge  payoffs  for 
complex  simulations. 
Engineers  and  drug 
designers  will  be  able  to 
"just  shut  down  the  lab  and 
do  it  on  the  computer,"  he 


says.  Picture  a  database 
containing  all  the  known 
rules  for  how  chemicals 
interact.  A  quantum 
computer  could  sift  through 
in  an  instant  to  find  a 
molecule  to  fit  any  wish  list 
of  drug  properties. 

Actually  building  one  of 
these  devices,  however,  is  a 
major  challenge.  And  around 
the  world,  radically  different 
designs  are  emerging.  At 
the  National  Institute  of 
Standards  &  Technology, 
scientists  run  quantum 
calculations  by  flashing  brief 
pulses  of  laser  light  onto 
beryllium  atoms  that  have 
been  chilled  to  near  absolute 
zero.  Light  particles 
bouncing  between  two 
mirrors  act  as  the  quantum 
golf  balls  in  a  California 
Institute  of  Technology 
experiment.  And  at  NEC 
Corp.'s  Fundamental 
Research  Labs  in  Tsukuba, 
Japan,  a  tiny  superconductor 
attached  to  an  ordinary 
silicon  chip  generates  1-0 
mixtures. 

So  far,  the  most  success- 


At  IBM's  research  labs,  Isaac  Chuang  uses  an  NMR  machine  to  turn  alanine  molecules  into  tiny 
quantum  computers,  with  each  molecule's  three  carbon  atoms  serving  as  its  working  memory 


ful  design  sits  in  Isaa 
Chuang's  lab  at  IBM's 
Almaden  Research  C 
in  San  Jose.  A  pencil 
glass  tube  filled  with 
yellow  liquid  containi 
millions  of  alanine  mo! 
rests  inside  an  NMR 
machine,  a  small  vers; 
the  imaging  machines 
in  hospitals.  Each  mo! 
is  a  tiny  quantum  coi 
with  its  three  carbon 
serving  as  its  workm; 
memory.  To  do  a  cald 
Chuang  uses  a  series 
NMR  pulses  to  flip  and! 
the  atoms'  probabilitie  I 
tenth  of  a  second  lateiB 
final  pulse  forces  the  M 
to  make  up  their  mind] 
cough  up  an  answer.   | 

Chuang  likes  to  jok 
he  has  the  world's  lar: 
functioning  quantum 
computer,  but  he  read 
admits  that  it's  still  f; 
a  useful  size.  With 
three  manipulable  ato 
per  molecule,  it  can  si 
a  phone  book  conta: 
only  eight  names.  To 
a  bigger  list,,  he  needs 
bigger  molecule. 

Researchers  at  Luci 
Technologies'  Bell  Lab] 
Michigan  State  Univei 
have  proposed  a  diffe: 
way  to  solve  that  pro! 
They  believe  they  can 
any  number  of  electro: 
a  layer  of  liquid  helii 
orchestrated  series 
microwaves  would 
electrons  through  th 
calculations. 

Whether  we  want 
quantum  computers  oi 
we  may  find  that  we 
them.  As  ordinary 
computer  circuits  con 
to  shrink,  eventually 
reach  quantum  mechi 
size,  and  their  behavi' 
change  radically.  Manj 
the  computer  industry 
this  size  limit — expect  Jf 
sometime  around  2012 
a  roadblock,  but  Chuai ! 
calls  it  the  quantum 
mechanical  pot  of  gold 
the  end  of  the  rainbow 
"We're  starting  at  the 
he  muses,  "and  walkin 
backwards  toward 
civilization."  You  can't 
more  quantum  than  th* 
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flat  tires 


for  people  who  don't 

even  drive. 


•r's  manual/limited  warranty  for  recommendations  on  operation  at  low  or  no  air  pressure.  Pressure-monitorinq  system  inquired  Sold  separately 
ie  Goodyear  Tire  &  Rubber  Company.  All  rights  reserved. 


rear  Eagle  Aquasteel  Run-Flat   Nobody 

s[  t  for  your  family  better  than  you  do.  But  Goodyear 
.  With  Eagle  Aquasteel  Run-Flat  radials  you  can 
un  over  a  hazard,  lose  all  air  pressure  and  keep 

ft  or  up  to  50  miles  at  up  to  55  miles  per  hour.*  No 

aril 

»|  tting  stuck  in  bad  weather  and  having  to  get  out 


of  your  car  in  emergency  lanes  or  in  the  middle  of  nowhere  to 
change  a  tire.  Goodyear  Run-Flat  technology  helps  the  tire 
keep  its  shape,  so  you  can  keep  driving  to  safety.  To  learn 
more  about  Goodyear's  innovative  Run-Flat  technology,  visit 
our  website  at  www.runflat.com.  Or  call  1-800-RUN-FLAT. 
Goodyear.  Number  One  in  tires. 
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few  weeks  ago,  two  of  my  children  al- 
lowed me  to  take  them  to  New  York's 
Madison  Square  Garden  for  a  concert  by 
Bob  Dylan  and  Paul  Simon.  Matt,  17, 
and  Alicia,  12,  had  professed  a  mild  his- 
torical interest  in  these  icons  of  my  gen- 
eration. I  quickly  bought  three  tickets. 

As  we  shuffled  through  the  crowd  to  our  seats,  and  lat- 
er, as  the  music  echoed  around  us,  I  tried  to  explain  why 
these  songs  had  been  so  important  to  me  when  I  was 
their  age.  They  reciprocated  with  talk  about  how  they 

felt  about  their  music 
(while  kindly  downplay- 
ing the  point  that  Dylan  and  Simon  couldn't  quite  compare 
with,  say,  Metallica  or  Jewel).  It  was  a  wonderful  evening. 
It  was  also  an  old-fashioned,  offline,  utterly  analog  ex- 
perience. It  relied  solely  on  mid-20th-century,  pre-Internet 
technology.  And  that  was  part  of  its  particular  charm. 
Madison  Square  Garden  was  drafty,  the  sound  was  mud- 
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High-tec! 
digitized) 
music  is  ^ 
fine,  but 
it  will  [ 
never  I 
beat  the 
real  thiol 


by  Paul  Raeburn 
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IENT   DILEMMA 
U'VE  GOT  A   MILLION 
OMERS.   HOW  DO 
MAKE   EACH   ONE   FEEL 
ONE   IN  A  MILLION? 


/ 


IP 


XEROX  SOLUTION 
TALK  TO   CUSTOMERS   ONE-ON-ONE. 
LET  OUR   EXPERTS  HELP  YOU  GENERATE 
ALL  KINDS  OF  CUSTOMIZED  MARKETING 
DOCUMENTS.   PEOPLE  GET  KNOWLEDGE 
THEY  CAN   USE.  AND  YOU  GET  A 
MILLION  SATISFIED  CUSTOMERS. 

KEEP  THE  CONVERSATION  GOING. 
SHARE  THE  KNOWLEDGE 


1800    ASK     XEROX 

www.xcrox.com 


TheSMSiWv^tcompw^ 


XEROX 


Every  day  we  are  working  to  devel«p 

advanced  technologies 

Fiber  Optic  Data  Transmission 

(systems  that  speed  electronic  information  throughout  your  vehicle) 

Mobile  Multi-Media  Communication 

(systems  that  will  bring  space  age  communications,  the  Internet,  movies,  games  and  more  into  a  vehicle) 

Adaptive  Cruise  Control 

(systems  that  can  electronically  adjust  speed  to  maintain  a  preset  distance  from  another  vehicle) 

Advanced  Energen™  Energy  Systems 

(systems  that  will  generate  power  and  even  help  propel  a  vehicle) 

Advanced  Safety  Interiors 

(systems  that  will  tailor  airbag  deployment  based  on  individual  occupant  and  collision  characteristics) 

Electronic  Drive-By- Wire  Systems  j 

(systems  that  use  sensors  and  electrical  impulses  instead  of  conventional 
mechanical  components  for  functions  like  steering,  braking  and  more) 

TRAXXAR™  Vehicle  Stability  Systems 

(systems  that  will  help  give  you  greater  control  of  your  vehicle) 
Advanced  Thermal  Management  Systems 

(systems  that  keep  you  and  your  engine  cool  and  comfortable). 

SOME  OF  WHICH 
WILL  END  UP 

DUR 
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Automotive  Systems 


D  riving   To  m  o  r  r  o  w  's   Te  chnology 

Delphi    Automotive    Systems,     now    under    the     stock    symbol    DPH    and    at    www.delphiauto.C 
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CENTURY 


d  i  by  echoes  and  background  noise, 
hi  we  had  a  partly  obscured  view  of 
t)  stage.  There  are  many  other 
v\  s  we  might  have  enjoyed  the 
tr  ic  we  heard  that  night.  We  could 
h  e  listened  to  the  pile  of  Dylan 
m  Simon  ens  we  have  at  home,  or 
d<  nloaded  Ml':;  audio  files  from  the 
I).   Or  we   might   have   watched 

■  s  of  the  two  stars  in  performance. 
|».ny  of  those  options  would  have 
ftn  us  far  richer  technical  repro- 
■cion  of  the  sound  than  what  we 
hi  *d  at  the  concert.  And  even  more 

■  10ns  might  be  around  the  corner. 
lore  too  long,  the  kids  and  I  might 
■'able  to  watch  three-dimensional 
■^graphic  images  of  Dylan  and  Si- 

■  i  performing  in  our  living  room. 

I  something  about  the  magic  of 
■■evening  would  have  been  lost  if 

■  hadn't  been  right  there,  in  the 
Be  big  room  with  Simon  and  Dylan 

■  thousands  of  buoyant  fans. 

I I  the  next  century,  technology 
m  transform  our  lives,  even  more 
m  i  it  has  in  this  century.  It  has  al- 
1  fly  given  us  many  choices,  and  in 
t  next  century  it  will  give  us  many 
I  ie.  But  the  new  choices  will  not 
c  pe  out  the  old  choices.  Often,  the 
I  choices  will  still  be  the  best. 

onsider  the  solitary  figure  in  the 
I  lograph  at  the  beginning  of  this 
I  ky,  sitting  alone  at   the  end  of  a 
I   "Wooden  dock,  looking  out  at  the 
?  K*.  Contemplative  moods  seem  to 
c  p     us     to     water,     as     Herman 
■ville  noted  in  the  opening  pages 
Bfohv  Dick.  "As  everyone  knows, 
IB  Illation   and    water   are    wedded 
fiver,"  he  wrote.  "Let   t  lie  most  ah 
minded   of  men   be   plunged   in 
_peepost   reveries.  Stand  that   man 
wis  legs,  set   his  feet   a-going,  and 
hlvill  infallibly  lead  you  to  water." 
W.ual    reality,    no   matter   how 
>l  ticated,   will    not    replace   a    : 
Hday    afternoon   at    water's   edge, 
i  he    briny    smell    of  t  he   ocean 
he  murmuring  of  the  gulls. 

)r  think  of  the  young  piano  Btu 
who  practices  day  after  day  for 


When  a 

virtuoso 

pianist 

such  as 

Vladimir 

Horowitz 

performs, 

we  can 

identify 

with  the 

human 

being 

behind 

the  music. 

When  a 

machine 

is  making 

the  music, 

that 

human 

connection 

is  broken 


years,  or  decades,  to  learn  to  extract 
feeling  and  expressiveness  from  a  se- 
ries of  wooden  levers,  padded  ham- 
mers, and  tightly  strung  metal  wires. 
Some  years  ago,  I  heard  Vladimir 
Horowitz  perform  in  a  rare  appear- 
ance at  Boston's  Symphony  Hall.  An 
undeniable  part  of  the  satisfaction  of 
listening  to  him  play  was  the  under- 
standing that  he  had  devoted  un- 
counted hours  to  highly  disciplined 
study  and  practice  in  order  to  be 
able  to  produce  the  exquisite  music 
he  produced  that  evening.  It  was  a 
remarkable  human  achievement. 
CHOICES.  Technology,  on  the  other 
hand,  allows  performers  with  mini- 
mal training  to  produce  music  of  pro- 
fessional caliber.  It  is  already  possible 
to  capture  a  great  pianist's  touch 
electronically,  and  to  recreate  a  per- 
formance almost  indistinguishable 
from  the  original.  But  something  is 
lost.  When  Horowitz  plays,  we  can 
identify  with  the  person  behind  the 
music;  we  can  share  with  him  the 
emotions  he  is  expressing.  When  a 
machine  performs,  that  human  con- 
nection is  broken.  There  are  no  emo- 
tions. There  is  nothing  to  share. 

The  same  is  true  of  great  athletic 
performances.  The  next  century  will 
bring  us  a  medicine  chest  full  of  per- 
formance-enhancing drugs.  It  will  also 
bring  bionic  implants  that  will  en- 
able athletes  to  break  today's  speed 
and  strength  records.  But  if  compe- 
tition is  given  over  entirely  to  per- 
formance-enhanced athletes,  sporting 
events  will  lose  much  of  their  appeal. 
We  want  the  viscera]  connection  with 
the  athlete  struggling  to  exceed  his 
or  her  limitations.  Drugs  and  im- 
plants break  that  human  connection. 

In  the  next  century,  we  face  not 
one  future,  but  many.  Technology  will 
alter  almost  everything  we  do.  And  it 
will  give  US  the  tools  to  create  a  bold 
uiw  world.  Let's  hope  a  little  of  the 
old  world  Burvn  ■ 

For  custom  reprints  of  this  Special  Report,  call 
212  512-3148  (minimum  order  of  1,000). 
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HOT  SPOTS 


BETWEEN  SILICON  VALLEY 
AND  SILICON  ALLEY 

How  the  area  around  Washington,  D.C.,  became  a  high-tech  haven 


Just  a  few  years  back,  the  future 
looked  bleak  in  Washington.  Big 
Government  was  in  decline  as  po- 
litical power  shifted  to  state  capi- 
tals. To  make  matters  worse,  federal 
agencies  were  shedding  thousands  of 
employees,  depressing  both  real  estate 
values  and  the  city's  spirits. 

While  the  rest  of  the  country  may 
still  think  of  it  as  a  snake  pit  of  legisla- 
tors, lawyers,  and  lobbyists,  Washington 


Capital  Gang 

1    AMERICA  ONLINE,  DULLES,  VA. 

With  19  million  subscribers,  the  world's 
biggest  Internet  access  provider  has  hit  on  a 
money-making  formula  through  E-commerce. 

(2    PSINET,  RESTON,  VA. 
The  only  independent  wholesale  Internet  ser- 
vice provider  left,  PSINet  is  hoping  to  dominate 
the  global  ISP  business  through  acquisitions. 


is  quickly  morphing  into  a  high-tech 
hotbed.  Entrepreneurial  fever  is  sweep- 
ing the  Potomac.  Hundreds  of  new  com- 
panies are  being  started,  particularly  in 
the  communications  and  Internet  indus- 
tries. Who  cares  who  the  latest  House 
Whip  is?  Executives  such  as  America 
Online  ceo  Stephen  M.  Case  are  re- 
placing politicians  as  the  city's  stars. 
The  result  is  "Silicon  Swamp,"  where 
the  big  fish  swim  and  only  the  swift 


(3   UUNET,  FAIRFAX,  VA. 

With  parent  MCI  WorldCom,  UUNET  is  the 

world's  leading  commercial  ISP. 

(4   MCI  WORLDCOM,  WASHINGTON,  D.C. 
MCI  wrested  away  about  20%  of  AT&T's  long- 
distance business  after  a  classic  David- 
and-Goliath  struggle  in  the  '80s. 

(5    NETWORK  SOLUTIONS, 

HERNDON,  VA. 

Its  original  exclusive  government  contract 


survive.  "Silicon  Valley  is  still  tl 
tion's    technology   nerve   cente 
Washington  is  next  on  the  list,' 
Marc  Andreessen,  a  founder  of  Ne 
Communications  Corp.  who  has 
to  aol  as  chief  technology  officer. 
A  bit  of  boosterism?  Sure.  But 
much.  With  208,700  technology 
ers,  the  D.  C.  metro  area  ranks 
third-largest  high-tech  center  i 
country  after  Silicon  Valley  and  B 


gave  this  company  a  big  head  start  in  the 
business  of  registering  Web  addresses. 

t,6  CYVEILLANCE,  ARLINGTON,  VA. 
Unique  software  that  searches  the  Web  at 
top  speeds  for  copyright  and  trademark  via  I 
lations  is  its  edge. 

(7  SKYCACHE,  LAUREL,  MD. 
This  company,  which  transmits  the  Interne 
by  satellite,  is  the  work  of  a  home-grown 
D.C.-area  serial  entrepreneur. 
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INTRODUCING  A  faster,  more  reliable  way  to 
IM  ENTERPRISE  SAN   manage  e-business  information. 

ii  the  Web,  everything  starts  with  information.  Whethei 
dering  .1  single  pari  «>r  .1  finished  product.  \>  e-commerce 
i»\\n  how  you  manage  an  asset  thai  can  increase  eight  -fold 
n  be  the  difference  between  closing  .1  ~.il»-  and  .1  closed  <l<»or. 
Think  nl  ,111  II5\I  enterprise  Storage  Vrea  Network  .1^  .1 
iln  .ii.il  enterprise  wide  information  bank.  \\  ■  1 1 1 .1  SAIN,  you 
rve  .1  reliable  u.i\  to  manage  .ill  mum  data. Your  customers, 


partners  and  employees  have  continuous  access  to  the  info 

the)  crave.  Vnd  your  network  can  resj d  to  requests  more 

swiftly.  W  bile  mum  e-business  data  i-  kept  more  secu 

II5M  offers  high-availabilitj  systems  and  network 
management  i<»>l-  that  work  with  the  storage  svstems  you 
have.  \>  well  ,i>  .1  wealth  oi  e-business  know-how  h 
your  SAN  up  and  running  fast,  lb  Bee  how  IBM  >  an  help 
you  design  and  deploj  an  enterprise  sWi"  manage  your 
infoi  (nation,  access  our  information  .11  www.ibm.com/san 
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according  to  the  economic  consulting 
firm  Regional  Financial  Associates  Inc. 
That's  up  from  ninth-largest  in  1985. 
Tech  employees  now  outnumber  gov- 
ernment drones,  a  PriceWaterhouse- 
Coopers  study  shows.  And  the  rate  of 
the  industry's  growth  is  so  speedy  that 
the  Commerce  Dept.  estimates  that  Vir- 
ginia's technology  workforce  will  in- 
crease nearly  10%  annually,  to  135,100  in 
2006.  "D.  C.  is  the  only  place  outside  of 
the  Bay  Area  where  people  are  willing 
to  take  a  risk,"  says  Vinod  Khosla,  a 
partner  at  Silicon  Valley  venture  firm 
Kleiner  Perkins  Caufield  &  Byers. 

And  how.  Last  February,  startup 
Teligent  Inc.  in  Vienna  ,  Va., 
hosted  a  job  fair  to  find 
skilled  telecom  staffers  to 
launch  a  national  wireless 
phone  network,  ceo  Alex 
Mandl,  former  president  of 
AT&T  Corp.,  expected  about 
100  prospects,  but  more 
than  1,000  showed  up.  Cars 
gridlocked  outside,  and 
Teligent  President  Buddy 
Pickle  had  to  run  out  and 
direct  traffic.  "It  was  a  dis- 
aster," says  Mandl.  "But  we 
hired  a  lot  of  experienced 
people." 

FERTILE  ground.  To  be  sure, 
the  boom  in  technology  is 
buoying  many  parts  of  the 
country  beyond  the  Beltway. 
Between  the  traditional 
poles  of  Silicon  Valley  and 
Boston,  Denver  is  becoming 
the  epicenter  for  telecom 
upstarts  like  Qwest  Com- 
munications International 
Inc.  and  Level  3  Communi- 
cations Inc.  Austin,  Tex., 
Raleigh,  N.  C,  and  New 
York's  Silicon  Alley  also  are 
thriving.  But  the  impact  on 
Washington  is  perhaps  the 
most  dramatic  because  it 
has  always  been  a  govern- 
ment town.  "Networking  in 
Washington  used  to  mean  cocktails  in 
Georgetown,"  says  Mark  Zandi,  chief 
economist  at  Regional  Financial  Associ- 
ates. "It  now  means  building  the  Internet 
infrastructure  for  the  next  century." 

How  did  Silicon  Swamp  get  to  be 
such  fertile  ground?  It  all  started  with 
the  federal  government.  MCI  Communi- 
cations Corp.  first  located  in  D.  C.  be- 
cause it  was  so  critical  for  the  company 
to  lobby  regulators  to  break  up  AT&T's 
long-distance  monopoly.  Since  then,  tele- 
com startups  such  as  Teligent  have  fol- 
lowed in  MCl's  footsteps  to  wangle  every- 
thing from  favorable  rules  to  airwave 


CYVEILLANCE:  HELPING  TO  KEEP 
THE  WEB  HONEST 


The  idea  hit  Brandy  Thomas  and 
Christopher  Young  while  boating 
on  a  summer  afternoon  in  1996. 
Working  at  the  Alexandria,  Va., 
branch  of  Mercer  Management  Con- 
sulting, they  helped  media  companies 
that  needed  to  protect  their  copy- 
rights and  trademarks.  As  they 
cruised  the  Potomac  River,  they  fig- 


BRANDY  THOMAS 


weillaiT 


LOCATION  Arlington,  Va. 

FOUNDED  1997  by  Brandy  Thomas-,  his  broth- 
er, and  two  friends. 

THE  BUSINESS  Scours  the  Net  to  protect  cor- 
porate clients.  For  Ford  Motor  Co.,  for  example, 
it  found  Web  sites  selling  Ford  car  parts  with- 
out authorization. 

THE  BACKERS  Raised  $9  million  from  venture 
firms  New  Enterprise  Associates,  Lazard  Tech- 
nology Partners,  and  Capital  Investors  Group. 


ured  the  Internet  stood  to  make  a 
tough  problem  even  tougher.  To 
chase  crooks  trying  to  hide  in  the 
relative  anonymity  of  the  World 
Wide  Web,  big  companies  would 
need  help.  And  the  two  friends  de- 
cided that  they  were  just  the  ones  to 
provide  it. 

Six  months  later,  Thomas  and 
Young  founded  Cyveillance  Inc.,  a 
sort  of  cyber-policeman.  The  compa- 
ny scours  the  Net  for  Web  sites 
that  sell  product  knockoffs,  offer 
stolen  content,  or  make  defamatory 


remarks  about  Cyveillance  clients 
For  example,  the  Arlington,  Va., 
outfit  uncovered  $6  million  of  poter 
tial  music-licensing  violations  in  th< 
second  half  of  1998  by  fingering 
sites  using  songs  without  permis- 
sion. Although  the  privately  held 
Cyveillance  won't  disclose  revenue 
or  profits,  its  40  clients  include  Foi 
Motor  Co.,  Bell  Atlantic  Corp.  and 
Levi  Strauss  &  Co. 
CRITICAL  GAP.  Venture  capitalists 
are  hot  on  the  startup,  which  has 
won  $9  million  in  funding  so  far. 
They  figure  the  company  fills  a  crit: 
cal  gap  since  most  corporations  dor. 
have  the  time  or  the  software  to 
monitor  the  Web.  While  they're  oth 
erwise  occupied,  sleazeballs  can  ma- 
lign them  by  spoofing  trademarked 
names  on  porn  sites  or  slapping  a 
brand-name  logo  onto  a  site  that 
sells  no-name  brands.  Says  CEO 
Thomas:  "You  need  to  understand  i 
lightning  speed  how  the  other  800 
million  sites  are  affecting  >you." 

At  the  heart  of  Cyveillance's  busi 
ness  is  software  developed  by 
Brandy  Thomas'  24-year-old  brother] 
Jason.  Cyveillance  products  search 
up  to  5  million  Web  pages  a  day  for 
logos,  keywords,  graphics,  music,  an 
video  that  are  on  sites  where  they 
don't  belong. 

Clients  say  the  service  is  well 
worth  the  cost.  Cyveillance  charges 
between  $30,000  and  hundreds  of 
thousands  of  dollars  annually  for 
software  and  the  Cyveillance  person 
nel  to  run  it.  Before  contracting  for 
the  service,  Dell  Computer  Corp. 
was  losing  millions  a  year  in  poten- 
tial sales  to  companies  that  used 
Dell's  name  or  logo  to  attract  cus- 
tomers. In  another  instance,  Cyveil- 
lance found  that  some  Web  sites 
were  swiping  stories  from  the  onliw 
version  of  the  Washington  Post.  The 
benefit  "has  more  than  covered  our 
costs,"  says  Caroline  Little,  general 
counsel  at  the  Washington  Post's  In 
ternet  operation. 

In  a  year,  Brandy  Thomas  hopes 
40  of  the  biggest  100  U.  S.  corpoi 
tions  will  be  clients,  up  from  15  i 
For  Thomas  &  Co.,  it  looks  like 
ing  crime  pays. 
By  Susan  B.  Garland  in  Washi 
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ly  admirable  qualities.  A  variety  of  colors.  Sort  of  like  people. 


°e  , 


I  t>co  c  •%! 


lamiy  is  the  // 1  selliop,  cni  in  Aineiica  loi  the  second  yimi  in  a  row."*  Looks  like  we  all  share  more  in  common  than  we  think 
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Information  Technology 


... 


licenses.  Similarly,  many  satellite  com- 
panies have  settled  into  the  region  be- 
cause getting  government  authorization 
is  such  a  large  part  of  their  businesses. 
"Satellite  companies  are  here  for  the 
same  reason  that  gold  mining  compa- 
nies are  in  South  Africa,"  says  Noah  A. 
Samara,  ceo  of  D.  C.-based  satellite  radio 
company  WorldSpace  Corp. 

Even  more  important,  the  Pentagon's 
creation  of  Arpanet,  the  precursor  to  the 
Internet,  has  hatched  a  slew  of  local 
startups  that  have  become  Net  heavy- 
weights. Rick  Adams,  a  former  federal 
worker  who  invented  one  of  the  first 
methods  of  linking  computers  to  Arpanet, 
founded  uunet  Tech- 
nologies Inc.  in  his  Fair- 
fax (Va.)  home  in  1987. 
Since  then,  uunet,  now 
part  of  MCI  WorldCom 
Inc.,  has  grown  into  the 
world's  biggest  com- 
mercial Internet  service 
provider.  PSINet  Inc. 
founder  and  ceo  Wil- 
liam L.  Schrader  moved 
from  New  York  to  Re- 
ston,  Va.,  to  attract  en- 
gineers with  Internet 
experience.  And  from 
its  original  Commerce 
Dept.  contract  for  regis- 
tering Internet  address- 
es, Network  Solutions 
Inc.  of  Herndon,  Va., 
has  matured  into  a  $100 
million  E-commerce 
power.  There  was  a  lit- 
tle luck  involved  too: 
Online  Goliath  aol  end- 
ed up  in  Dulles,  Va.,  because  D.  C.  was 
founder  James  V  Kimsey's  hometown. 
SERVICE  STAR.  With  so  much  govern- 
ment influence,  the  nature  of  the  tech 
industry  in  Silicon  Swamp  is  different 
from  anywhere  else.  The  Valley,  built  on 
the  foundation  of  the  chip  and  computer 
industries  pioneered  at  Fairchild  Semi- 
conductor Corp.  and  Hewlett-Packard 
Co.,  has  the  broadest  technology  com- 
munity anywhere.  Boston's  Route  128 
specializes  in  software  and  computer  ser- 
vices businesses  fueled  by  brainpower 
from  local  universities,  such  as  the  Mass- 
achusetts Institute  of  Technology.  In  con- 
trast, the  D.  C.  area's  tech  scene  is  built 
on  the  telecom  and  Net  businesses.  In- 
deed, while  Silicon  Valley  ranks  first 
among  U.  S.  high-tech  regions  based  on 
revenues  and  number  of  companies,  the 
D.  C.  area  tops  the  list  for  high-tech  ser- 
vices, such  as  telecom  and  Internet  ac- 
cess, according  to  a  recent  report  from 
the  Milken  Institute  think  tank. 

What  has  made  the  Washington  tech 


WHY  MCl'S  BRAT  PACK 
IS  ALL  OVER  THE  BELTWAY 


When  K.  Paul  Singh  left  MCI 
Communications  Corp.  in  1994 
to  launch  Primus  Telecommu- 
nications Group  Inc.,  he  brought  the 
feisty  long-distance  carrier's  icono- 
clastic culture  to  his  McLean  (Va.) 
startup.  Singh,  MCl's  former  vice- 
president  of  global  product  market- 
ing, decreed  any  Primus  employee 


"  Without  MCI,  there 

would  be  no 
Nextel  or  Teligent " 

DANIEL  AKERSON 

Chairman  ofNextel  Communications 


could  E-mail  suggestions  to  top  man- 
agers and  get  a  response  within  24 
hours.  Primus  executives  quickly  cot- 
toned to  the  idea,  as  well  they  might: 
Five  of  Primus'  six  top  officers  are 
MCI  alums. 

Primus  is  hardly  the  only  example 
of  the  MCI  old-boy  network  at  work: 
the  Washington  area  is  rife  with  tech 
highflyers  piloted  by  executives  who 
cut  their  teeth  there.  Indeed,  MCI  has 
been  the  very  wellspring  of  the  area, 
a  pool  of  talent  and  ideas  that  has 
been  as  crucial  to  Washington's  tech 


scene  as  Hewlett-Packard  Co.  was 
Silicon  Valley's  birth.  "Just  as  then 
are  six  degrees  of  separation  be- 
tween any  two  people  on  the  globe 
almost  all  of  the  telecom  firms  here 
can  trace  their  roots  back  to  MCI," 
says  James  B.  Murray  Jr.,  managin 
director  of  Columbia  Capital  Corp.. 
an  Alexandria  (Va.)  venture  firm. 
Daniel  F  Akerson,  a  former  MCI 
president  who  is  chairman  of  Nexti 
Communications  Inc.,  puts  it  more 
bluntly.  "Without  MCI,  there  would 
no  Nextel  or  Teligent." 
RISK-TAKERS.  And  Akerson  names 
only  two  of  MCl's  spiritual  heirs.  A 
Pathnet  Inc.,  a  Washington  carrier 
Chief  Financial  Officer  James  M. 
Craig,  Communications  Services 
President  Kevin  J.  Bennis,  and  Ne 
work  Services  President  Robert  A 
Rouse  are  MCI  grads.  Another  is  r 
Brian  Thompson,  chairman  of  Glob 
Telesystems  Group,  which  provide: 
phone,  data,  and  Internet  service  i 
Europe.  Todd  Ruelle  is  president  ( 
data  carrier  Sonic  Telecom  Ltd.  in 
Chantilly,  Va. 

There's  not  much  mystery  to  ho\ 
MCI  became  the  center  of  D.  C.'s 
startup  scene:  Founder  William  G. 
McGowan  built  an  organization  of 
risk-takers.  He  promoted  star  per- 
formers about  every  18  months  to 
learn  different  sides  of  the  business 
And  McGowan  created  a  divisional 
structure  in  the  '80s  that  let  senior 
managers  run  their  own  shows 

As  competition  heated  up,  mci  b( 
came  a  prime  hunting  ground  for 
telecom  startups  in  search  of  talent 
"We  know  how  to  take  market  shai 
from  market  leaders,"  says  Primus' 
Singh.  The  exodus  accelerated  aftei 
McGowan's  heart  attack  in  198(i  am 
his  1992  death. 

However,  some  ex-Meiers  think 
the  upstart-turned-behemoth's  days 
as  a  spawning  ground  for  entrepre- 
neurial talent  are  about  over.  The  r 
gion's  next  generation  of  high-tech 
executives  is  likely  to  come  from 
America  Online  Inc.,  many  say. 
"They  have  a  missionary  zeal  about 
them  that  mci  did,"  says  Akerson. 
He  sounds  almost  wistful. 

By  Amy  Bon 
in  Washi 
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WHAT  SAVIN  IS 

DOING  TO 

1  MAKE  XEROX  YOUR 

X- DOCUMENT 
OUTPUT  COMPANY. 


Ybu-know-who  would  have  you  believe  that  they're  the  first  and  last  word  in  digital  docu- 
ment solutions.  At  Savin,  we're  working  hard  to  make  you  believe  otherwise. 

Alter  all,  at  Savin  we  too  haw  the  forward-thinking,  award-winning  technology  essential 
to  boosting  productivity  In  today's  digitaJ  offices,  like  our  fast,  versatile,  connectable  digital 
imaging  systems  thai  allow  you  (or  your  workgroup)  to  print,  sort,  duplex  and  staple— right 
from  your  desktop.  And  full-color  digital  imaging  systems  that  turn  electronic  documents 
into  brilliant  hard  copy. 

Hut  that's  where  similarities  end.  Because  while  it  would  appear  that  Xerox  has  dedicated 
^r  themselves  to  becoming  the  biggest  document  company  on  the  planet,  at 

'-^       Savin  we're  dedicating  ourselves  to  becoming  the  fastest,  most  responsive, 
most  easy  to  work  with  name  in  the  business.  With  smart,  energetic,  highlv- 
^^  trained  Sa\  in  professionals  willing  to  do  whatever  it  takes  to  give  you  the 
j^H    sat islait ion  and  service  you  deserve. 

l^^         lo  find  out  x-actlv  what  we'll  do  to  win  you  over,  contact  us  .it 
w      -  l-800-234-1900orwww.savin.com. 


?n 


sai/in 

WEVE  GOT  WHAT  IT  TAKES  TO  WIN  YOU  OVER  ■ 
SAVIN  CORPORATION  J13  IU010V.  0  C I  06904 


{  1  1999  CHANNELS  CHOICE  AvVAHO  | 

>IW  Savin  Cotporanon  Xe<a«*  *  o  Irodtmani  o«  XHROX  COfiTORAnON 


DISITAl  GOMNICTID  PBOOUCT1 


Microsoft  went  looking  for  a 
partner  to  help  launch  their 
e-commerce  initiative. 


They  found  Rare  Medium  Inc. 

Now  that  millions  of  people  are  shopping  on  the  Web,  it's  time  to 
get  down  to  business.  The  business  of  selling  your  company's 
products  online.  When  Microsoft  created  their  Web  storefront,  they 
partnered  with  Rare  Medium  Inc.  to  create  a  custom  shopping 
environment  that  allows  shoppers  to  buy  directly  from  Microsoft  or 
to  link  seamlessly  to  a  Microsoft  channel  partner  for  purchase.  To 
find  out  how  Rare  Medium  can  provide  your  company  with  creative 
Internet  solutions  that  get  results,  give  us  a  call. 


1-888-RMEDIUM 

NEW  YORK  DALLAS  TORONTO 
LOS  ANGELES  ATLANTA 
SAN  FRANCISCO  PHOENIX 


www.raremedium.com 


rare0 


rare    medium    inc 


Internet  Know-how" 


scene  so  vibrant,  though,  is  that  the) 
ond-generation  startups  are  movinj 
beyond  the  region's  traditional  go 
ment  roots.  Former  mci  execs  are 
ning  new  companies,  including  Ion; 
tance  player  Primus  Telecommunii 
Group  Inc.  and  Pathnet  Inc.,  a  v, 
sale  telecom  carrier.  AOLers  are  st; 
out  on  their  own:   Robert  J.  Sr, 
founder  of  aol's  Digital  Cities  sei 
is  now  ceo  of  D.  C.-based  E2ENet 
Inc.,  which  plans  to  build  portals  fa|i 
dustries.  Even  startups  such  as  Cm 
Corp.  in  Linthicum,  Md.,  a  maker  o;p 
tical  networking  equipment,  are  prcic 
ing  entrepreneurs.  Ciena  founder  Ei 
R.  Huber  has  started  Corvis  Cor; ; 
Columbia  (Md.)  company  that  will  rjl 
optical  routers. 

What's  more,  executives  of  thee 
gion's  successful  companies  are  plo1] 
their  profits  back  into  new  st; 
Mario  Morino,  the  retired  vice-chaiii 
of  software  maker  Legent  Corp, 
was  acquired  by  Computer  Assd 


The  combination  o: 

money  and  skilled 

labor  is  a  magnet  fo 

even  more  resource 


International  in  1995,  helped  found 
Capital  Investors  Group  last  yei 
$5  million  venture  fund  whose  supj 
ers  include  aol's  Case  and  mci  W< 
Com  Vice-Chairman  John  W.  Sidgrr 
One  of  the  first  beneficiaries:  Arlinj 
based  Cyveillance,  which  scours 
Web  for  nefarious  activities  that  m 
hurt  its  clients  (page  170). 
LOYALTY.  As  in  the  Bay  Area,  the  c 
bination  of  money  and  skilled  wor 
acts  like  a  magnet  to  attract  even  r 
resources  to  the  area.  The  Silicon  V; 
venture  firm  Draper  Fisher  Jurve 
just  opened  a  Reston  (Va.)  office.  K 
er  Perkins  scouts  out  deals  in  the 
regularly  and  invested  $10  millio 
Corvis.  Top  Valley  law  firm  Coole; 
ward  LLP  also  has  set  up  shop  in  , 
ston,  while  premier  tech  law  firm 
son,  Sonsoni,  Goodrich  &  Roi 
headquartered  in  Palo  Alto,  Calif 
looking  for  office  space. 

Australian  Phillip  H.  J.  Merrick  ! 
he  could  have  started  his  business 
business  software  company,  webM 
ods  Inc.,  anywhere  in  the  world 
chose  Fairfax,  Va.  The  reason:  He  th 
the  Washington  area  has  better 
sources  for  entrepreneurs  than  anyw 
else,  including  Silicon  Valley,  when 
thinks  workers  are  too  disloyal 


Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and  other  countries.  ©1999  Rare  Medium  Inc.  All  Rights  Reserved 
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Four  rental: 


,i 


s  can  maiee  you  a  prouci  owner 


i 


inr 


Free  Odyssey  Putter  after  just  tour  rentals. 


I  he  coolest  cars  on  the  toad  earn  you  the  coolest 
clubs  on  the  links.  Enroll  in  Perfect  Drive  and 
alter  just  four  rentals  you  II  earn  a  tree  Od)  - 

Putter.  Odyssey    IS  the  #  1    putter  in  .Jolt  and  is 

valued  at  $  lie1  -  that's  about  a  S2CJ  £ilt  per 
rental.  You  van  also  earn  point-  toward  other 
Callaway  ioll  clubs,  like  the  Great  Hi*;  Bertha 
I  laweeye  driver. 


In  addition,  members  can  earn  tree  vehicle  rentals 
and  upgrades,  resort  vacation  packages  and  airline 
miles  or  credits.  Winter  sports  rans  can  sc'lect  awards 
Irom  K2  skis  and  Bolle  eyewear.  And,  unlike  other 
companies  programs,  Perfect  Drive  awards  points 
lor  every  dollar  you  spend  on  qualifying  rentals, 
including  tax  and  insurance,  lo  enroll,  stop  by  our 
counter  or  wwTv.drivehudiet.com. 


GOLF^ 


(   faSlbreak  (£) 


Budget 


Get  out  of  the  ordinary.* 


"  DF  660  Puttet  after  your  first  four  qualifying  Perfect  Drive  rentals  (totaling  at  least  US$300)  between  April  1.  1999  and  September  30.  1999.  All  points  accumulated  in  these  four  transactions 

towards  this  redemption.  You  must  redeem  for  this  special  putter  offer  prior  to  December  31.  1999.  Offer  is  limited  to  one  per  member  and  is  subject  to  availability.  See  enrollment  brochure 

ram  details.  c  1999  Budget  Rent  a  Car  Corporation.  A  global  system  of  corporate  and  licensee  owned  locations.  We  feature  Lincolns,  Hercurys  and  other  fine  cars  and  trucks.  PD-047-99. 


\n  exclusive  otter  tot  American  Express     Caramembers: 

Ge1  20%  Off  Budget  World  Travel  Plan  Rates 

I  Budge)  World  ["ravel  Plan  Rates  at  participating 
Cards'         Franci    Spain   Switzerland  ana  Austria  when  you  pay  with  the   American]  bong,  call 

v.hii  travel  proteuional  oi  Budget  .it  M)()-")27-()/  00  oi  \>-it  vrww.oriveDuariet.com       •  take 
advantage  •■!  thii  offer,  aah  foi  BCD#W018000 


•t  l  SK  use  only. 
! ield  enter  W018000 


ntoi  in 


ET-7389 


Offer  is  valid  when  payment  is  made  with  the  American  Express  Card.  To  take  advantage  of  this  offer,  mention 

IH  D  »W0 18000  when  making  your  reservations.  Offer  is  valid  at  participating  locations  in  the  UK.  France.  Switzerland 

etween  July  \t>.  1999  •  October  31.  1999.  Offer  is  valid  at  participating  locations  in  Spain  between 

Septcmbci  1    1999  Jates  apply.  Offer  requires  at  least  24  hour  advance  reservations 

Budget  World  Travel  Plan  rates  and  othei  extras  included  in 
i  jnd  govern  in  fees   additional  driver  tecs   refueling  se 

and  opt  it  be  uimbined  with  CorpRate,  government,  tour/wholesale  rates  or  any 

mitted  but  additional  charges  may  apply  and  should  be 
at  """  u'Ply.  Locations  Eh 

impn  ie.  One  certificate  per  rental.  Voucher  has  no  cash  value 
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Galaty™ 


PRESIDENT  GEORGE  BUSH  TURNPIKE 


fffffff 

Galatyn  Park 


The  Tradition  Continues., 


Park 

A  Development  of 
Galatyn  Park  Corporation 

T  500  Acre  Mixed  Use 


▼  Located  in  the 
Heart  of  Richardson's 
Telecom  Corridor® 

▼  Contact: 
Don  Dillard  at 
214.922.1065 

Galatyn  Park  is  one  of  the  most 

innovative  and  cutting  edge 

developments  in  the  country.  The 

500-acre,  mixed-use  development 

will  feature  DART-rail  service, 

office  complexes,  hotels,  retail 

stores  and  restaurants.  Galatyn  Park 

-  the  latest  landmark  project  from  the 

Hill  family.  Build-to-suit  opportunities 

available  by  Galatyn  Properties,  Ltd. 


No  Batteries  Required 


Gold 

blocking 

of  your 

full  name 

add  $4.75. 

Planner  size 

6'/,"X  3'/,"x  '/," 


Featuring  quick  data  entry,  an  easy-to-read  display  and  a  sleek  design,  the  2000 
Business  Week  Pocket  Planner  remains  the  king  of  the  handhelds.  Available  in  bla^k  or 
burgundy,  the  Pocket  Planner  comes  fully  loaded  with  a  13-month  calendar,  week-to- 
view  appointment  pages  and  a  business/travel  information  section. 

To  Order:  Make  check  payable  to  BUSINESS  WEEK  PLANNER  and  mail  to  DEPT. 
BC30,  P.O.  Box  1597,  Fort  Lee,  NJ  07024  U.S.A.  Enclose  separate  sheet  with  color 
choice,  personalization  requirements  and  delivery  details.  New  Jersey  residents  add 
6%  sales  tax.  Full  refund  if  not  completely  satisfied  with  materials  and  workmanship  . 


USA  Credit  card  holders  may  call  TOLL-FREE  800-553-3575. 
Ask  for  Dept  BC30  We  honor  AmKx/DinersA'isa/MasterCard 


For  customization  options  and  special  discounts  on  larger  quantities  call  Amanda  Kane  at  201-461-0040,  or  tax  to  201-461-9808. 


pie  from  Washington  don't  go  j 
ping  every  18  months,"  he  says. 

All  the  action  in  the  Swamp 
tracting  deep-pocketed  acquirers 
for  cutting-edge  technology.  In 
Texas  Instruments  Inc.  annou 
would  acquire  Telogy  Networks  jjj 
Germantown  (Md.)  maker  of  In] 
voice  software,  for  $435  million.  Ir 
Sweden's  Ericsson  spent  $450 
for  Torrent  Networking  Techn 
Corp  in  Silver  Spring,  Md.,  which 
high-speed  routers.  And  last  ye 
cent    Technologies    Inc.    paid 
$1  billion  for  Yurie  Systems  Inc. 
dover,  Md.  Yurie  makes  equipmei 
compresses  voice,  video,  and  dat; 
them  speedily  over  networks 

Yet  Silicon  Swamp  comes  up 
on  a  few  counts.  Despite  the  in: 
new  money,  venture-capital  funi 
lags.  According  to  PriceWateri 
Coopers'  MoneyTree  Survey,  the 
area  snagged  only  5.6%  of  the  $1 
lion  in  venture  funding  invested 


(outers 
ffldii 


"People  from 
Washington  don't 
job-hopping  ever 
18  months" 


lie 


us  I 


_ 


U.  S.  last  year.  That  puts  it  third 
Silicon  Valley,  with  32%  of  the 
ments,  and  New  England,  with 
But  as  financiers  discover  the  art 
tential,  that  gap  could  narrow.  "' 
the  best-kept  secret  in  the  coi 
says  Frank  A.  Adams,  ceo  of  G| 
Capital  Group,  a  Timonium  (Md.| 
ture-capital  firm. 

And  the  intellectual  ferment 
Swamp  is  nowhere  close  to  Silici 
ley's  bubbling  cauldron,  in  part  b( 
the  area  lacks  a  world-class  tec! 
research  university.  "There's  nevi 
to  be  another  Valley,"  cautions 
But  the  region's  self-appointed 
sario  is  trying.  Morino  founded 
tomac  Knowledgeway  and  the 
Institute  to  introduce  budding 
preneurs  to  established  execs. 

Here's  the  upshot  of  Silicon  S1 
Enterprising  techies  are  pumphi) 
life  into  Washington's  once-drei 
reaucracy-obsessed  culture.  The 
now  has  a  pulse  and  some  sizzle 
plant  government-issue  gray.  Ani 
change,   some   folks   in   Wasi 
swamplands     are     actually 
wealth — instead  of  siphoning 
hapless  taxpayers. 

By  Catherine  Yang,  with  Amy 
and  Susan  B.  Garland,  in  Washil 
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can  spot  the  opportunity, 
:can  you  act  on  it? 


i  nt  change  means  only  the  most  agile 
lies  survive.  1  low  many  times  have 
ssed  out  on  a  new  business  opportu 
ause  your  business  systems  won't  let 

ist  enough? 
itioiul  ERP  mk\  business  systems  may 
igile  enough  to  support  you.  But  IIS' 
.  can.  They're  built  from  components 
rk  independently  of  one  another,  and 
•klv  .md  easily  be  combined,  and  modi 
suit  changing  needs. 
jioneered  this  approach.  It  makes 
usands  ot  customers  more  agile.  And 

s  lade  us  the  world's  fastest-growing 

|r  ot  ERP  solutions. 

j  you'd  like  to  be  able  to  seize  new 
initios,  take  a  closer  look  at  IFS. 


lts.il 


.ih.com 


[NDUSTRIAl   81  FlNAN<  I  \l   SYSTEMS 
Vi  yroiu  business  ■ 
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©Motorola,  Inc 


1999.  Motorola  is  a  registered  tra 


Introducing  a  set  of  keys 

that  you'll  never  misplace. 


Digital  DN  A 

from  Motorola 

THE  HEART  OF  SMART. 
Identix  had  two  smart  ideas.  The  first  was  replacing  keys,  PIN  numbers  and 
passwords  with  electronic  fingerprint  images.  And  the  second  was  forming  a 
strategic  alliance  with  Motorola  to  use  DigitalDNA  technology.  DigitalDNA  is 
chips,  systems,  software  and  the  ideas  of  thousands  of  innovative 
engineers.  We're  teaming  up  with  companies  like  Identix  to  turn  their  smart 
ideas  into  the  next  generation  of  smart  products.  How  can  we  help  yours? 
Just  use  the  tips  of  your  fingers  and  type  www.dlgltaldna.com. 
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COMMENTARY 


By  John  A.  Byrne 


MEMO  TO  THE  EX-CEO:  JUST  LET  GO 


A  mere  20  months  ago,  Humana 
Inc.  ceo  David  A.  Jones  hailed 
his  youthful  successor  as  "a  vi- 
sionary and  inspirational  leader."  Gre- 
gory H.  Wolf,  the  health-care  compa- 
ny's chief  operating  officer,  had  done 
so  well  refocusing  the  business  that 
the  retiring  Jones  dubbed  him  "the 
right  person  in  charge."  How  quickly 
things  change.  On  Aug.  3,  Wolf 
abruptly  quit,  and  Jones,  the  leg- 
endary co-founder  who  had  remained 
chairman,  stepped  in  as  interim  boss. 

Wolfs  short  stint  and  Jones's  re- 
turn raise  a  compelling  governance 
issue:  Should  a  retiring  ceo  sit  on 
the  company's  board?  Or  should  he 
give  up  his  board  seat  along  with  his 
CEO  title? 

Whether  Humana's  Jones,  67,  ac- 
tively undermined  his  successor  is 
not  known.  Jones,  Wolf,  and  Hu- 
mana's directors  could  not  be  reached 
for  comment.  Wolf,  42,  was  under 
heavy  pressure  as  Humana's  stock 
slumped  along  with  rivals'  in  the 
struggling  health-care  industry.  But 
when  a  strong-minded  former  ceo 
hangs  around  the  boardroom 
looking  over  his  successor's 
shoulder,  it  can  only  compli- 
cate an  already  tough  job. 
"You  can  create  a  situation 
where  the  new  ceo  is  con- 
stantly being  undermined," 
warns  Patrick  McGurn  of  In 
stitutional  Shareholder  Ser- 
vices, a  proxy  advisory  firm. 
A  CLUE.  Indeed,  business  history 
is  rife  with  tales  of  leaders  who  get  in 
the  way  of  potential  successors  so  as 
to  remain  at  the  top.  CBS  Corp.  pa- 
triarch William  S.  Paley,  who  axed 
several  candidates  for  his  job,  engi- 
neered a  return  as  chief  at  85.  AT&T 
CEO  C.  Michael  Armstrong  turned 
down  the  job  at  first  because  then- 
CEO  Robert  E.  Allen  wanted  to  re- 
main board  chairman.  Allen  should 
have  taken  a  clue  from  Walter  Wris- 
ton,  who  quit  the  Citicorp  board 
when  successor  John  S.  Reed  took 
over.  "If  the  new  ceo  wants  to  tap 
the  perceived  wisdom  and  experi- 
ence of  the  retired  CEO,  a  telephone 
call  or  a  quiet  meeting  does  not  re- 
quire a  board  seat,"  says  Wriston. 

Wriston  is  hardly  alone  in  that 


view.  Jack  Welch,  the  chairman  and 
ceo  of  General  Electric  Co.,  says  he 
greatly  benefited  from  the  departure 
of  predecessor  Reginald  H.  Jones 
when  Welch  took  over  in  1981.  With 
Jones  gone,  he  could  more  aggres- 
sively rethink  the  company's  direc- 
tion. Now  Welch  will  leave  ge's  board 
when  he  retires  in  late  2000.  "Succes- 
sion is  part  of  the  rebirth  of  an  orga- 
nization," he  says.  "It  will  be  a  free 
swing  for  a  new  team." 

Many  directors  argue  that  it 
would  be  foolish  to  toss  away  the  ex- 
perience of  a  retiring  ceo,  and  there 
are  certainly  situa- 
tions where  keeping 
the  ex-chieftain  on 
board  can  help. 
Intel 


KEEPING  AN  EYE  ON  THE  BOSS 

Ex-CEOs  still  on  the  board: 

COMPANY  RETIRED  CEO 


DUPONT 

Edgar  S.  Woolard  Jr. 

P&G 

Edwin  A.  Artzt 

LUCENT 

Henry  B.  Schacht 

INTEL 

Andy  Grove 

USX 

Charles  A.  Corry 

CONAGRA 

Charles  M.  Harper 

CATERPILLAR 

Donald  V.  Fites 

XEROX 

Paul  A.  Allaire 

DATA:  INSTITUTIONAL  SHAREHOLDER  SERVICES 

Corp.'s  Andrew  S.  Grove  and  Homi 
Depot  Inc.'s  Bernard  Marcus  have 
developed  such  battle-tested  relatio 
ships  with  their  successor  CEOs  thai 
leaving  the  board  would  probably 
waste  a  key  intellectual  asset.  Un 
many  outgoing  ceos,  both  fostered  j 
thriving  partnerships  full  of  give- 
and-take  with  their  successors.  Thei 
up-and-coming  executives  have  beef 
free  to  disagree  on  important  issue^ 
ensuring  that  they  had  the  needed 
authority  when  they  stepped  up. 

Such  relationships,  however,  are 
more  the  exception  than  the  rule. 
They  are  intrinsically  linked  with  tl 
ability  of  the  new  ceo — and  the  oth 
er  directors — to  stand  up  to  the  out 
going  chief  when  disputes  occur. 
That's  why  smart  directors  consider 
ing  whether  to  keep  the  ex-CEO  out 
of  the  boardroom  should  carefully 
weigh  these  questions: 

■  Is  the  board  largely  recruited 
by — and  closely  linked  to — the  de- 
parting ceo?  It's  inevitable  that  sue 
a  board  will  continually  defer  to  th< 

ex-CEO.  During  Wolf's  tenure  as 
ceo,  he  was  unable  to  add  a 
single  recruit  to  Humana's 
eight-person  board,  which  ic 
eludes  Jones's  son. 

■  How  well  has  the  forme^» 
ceo  planned  for  his  succes  ^* 
sion?  A  leader  who  has  faile 
in  grooming  successful  candi- 
dates may  have  trouble  leav 
ing  power  behind.  Humana's 
Jones  ousted  his  president  and 
chief  financial  officer  only  three  year 
ago  after  disappointing  earnings. 

■  Is  the  company  in  crisis?  If  so, 
the  new  boss  deserves  a  free  hand. 
It's  awfully  hard  to  make  changes 
when  they  are  seen  as  implicit  criti- 
cism of  the  old  regime. 

Following  these  guidelines  won't 
guarantee  success — just  the  new 
ceo's  freedom  to  call  the  shots.  The 
Humana  board  should  now  make 
Jones's  interim  reign  as  brief  as  pos 
sible.  And  when  it  finds  an  able  suc- 
cessor, it  should  give  that  persoi 
"free  swing"  Welch  intends  to  give 
ge's  new  ceo. 


Senior  Writer  Byrne  covers  boon' 
issues. 
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The  Corporation 


STRATEGIES 


CAN  BOEING 

GET  LEAN  ENOUGH? 

It's  aggressively  trimming  costs,  but  turbulence  lies  ahead 


FAST  PLANES:  A  new  automation  system  should  cut  construction  time  by  10% 


As  mating  dances  go,  few  are  more 
complex  than  the  joining  of  airplane 
wings  and  bodies  on  Boeing  Co.'s 
assembly  lines.  Until  recently,  workers 
had  to  struggle  five  days  on  each  737  jet, 
using  30-year-old  equipment  to  manually 
calibrate  and  recalibrate  the  parts  until 
they  lined  up  just  right.  But  now,  thanks 
to  a  new  laser-alignment  device,  the 
whole  thing  takes  just  two  days. 

Such  small  victories  are  key  if  Boeing 
is  going  to  prove  that  it  has  beaten  the 
production  nightmares  of  the  last  two 
years — and  that  it's  ready  for  the  next 
big  challenge.  The  aerospace  giant  has 
boldly  promised  Wall  Street  it  will  keep 
earnings  steady  next  year,  and  double 
operating  margins,  from  3.6%  this  year, 
to  7%  in  2003.  Problem  is,  the  vow 
comes  as  the  slowdown  in  Asian  orders 
forces  Boeing  to  cut  plane  production 
by  23%  next  year — shaving  revenues 
by  some  $10  billion.  To  keep  profits 
aloft,  it  will  have  to  crank  out  planes 
faster  and  cheaper  than  it  has  in  years. 
How?  For  starters,  Boeing  has  jetti- 
soned unprofitable  airplanes  that  it  in- 
herited from  McDonnell  Douglas  Corp. 
after  their  1997  merger.  To  slash  its  in- 


ventory costs,  Boeing  also  will  sharply 
cut  its  base  of  suppliers.  Most  impor- 
tant, now  that  a  new  $1  billion  automa- 
tion system  is  finally  kicking  in,  Boeing 
says  it  will  cut  the  time  it  takes  to  build 
each  aircraft  by  10%.  Says  Chief  Exec- 
utive Philip  M.  Condit:  "Pure  and  simple, 
the  biggest  part  of  [increasing  profits] 
will  be  [cutting]  the  number  of  hours  it 
takes  to  build  each  airplane." 

So  far,  the  efficiency  push  is  paying 
off.  Boeing  dazzled  Wall  Street  on  July 
15,  turning  in  second-quarter  numbers 
far  better  than  analysts  expected.  Prof- 
its rose  172%  over  the  same  quarter 

BOEINGS  PROFITS 
CLIMB  OFF  THE  DECK 


'98 
A  BILLIONS  OF  DOLLARS 

DATA.  RAGEN  McKENZIE  INC 


'99* 

*Q3  AND  Q4  ESTIMATES 
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last  year,  to  $701  million,  mostly 
improvements  in  commercial  ai 
Boeing's  stock  price  of  46  is  far 
its  mid-'97  high  of  60,  but  up  383 
last  April.  "Whether  it's  the  fear  < 
or  the  fear  of  Wall  Street,  theyV 
the  message,"  says  Jon  Kutler, 
dent  of  Quarterdeck  Investment 
ners  Inc.,  an  investment  advisory 

But  some  investors  and  analys 
main  wary,  and  it's  easy  to  see  wh; 
years  ago,  Boeing  launched  a  m 
share  war  with  Airbus  Industrie 
as  it  was  trying  to  junk  old  equij 
and  modernize  production.  Boeing 
tories  became  snarled  as  new  { 
stacked  up.  The  resulting  $900 
write-off  led  to  a  $186  million  net  1 
1997.  While  it  earned  $1.1  billion  on 
of  $56.1  billion  in  1998,  most  of  that! 
from  military  work.  Boeing's  comm 
side  lost  $246  million.  Managen 
overly  optimistic  promises  about 
compounded  its  credibility  problen 
NO  SMALL  SAVINGS.  To  right  thing 
ecutives  are  putting  every  plane 
make  under  a  microscope.  Analysts 
that  to  double  operating  margins,  B 
must  cut  about  7%  from  the  cost  ( 
planes  it  makes  next  year.  That 
ages  to  $4  million  per  plane.  Boeing 
say  they  can  get  big  savings  from 
mental  improvements.  Designing 
digitally,  rather  than  on  paper,  cul 
custom  reshaping  that  must  be  doj 
the  assembly  line.  No  savings 
small.  In  McDonnell  Douglas'  one 
ed  C-17  military  cargo  plane  pi 
workers  found  that  pre-applying 
on  the  1.4  million  pins  and  rivets 
each  plane  would  speed  insertion 
assembly  costs  by  nearly  1%.  Nowj 
mercial  planes  get  the  same  treat 

The  production  slowdown  wall 
save  money.  Boeing  will  cut  13,(X 
its  31,000  suppliers  over  the  next 
years,  mostly  smaller  companies 
duplicate  equipment.  As  McDonnell 
glas  planes  are  phased  out  and  or 
slow,  Boeing  will  shut  down  27  m 
square  feet  of  production  line  by  2( 

Boeing  is  going  to  need  all  the  fi 
cial  wiggle  room  it  can  get.  Cont 
talks  with  the  International  Assocn ) 
of  Machinists  could  lead  to  a  strike 
fall  unless  Boeing  can  find  a  way  to 
workers  a  sense  of  job  security, 
the  competition  with  Airbus  grows 
fiercer,  as  seen  in  long-time  Boeing 
tomer  China  Airlines'  decision  to  S] 
big  jet  order,  giving  $3.8  billion  to 
ing  and  $1.8  billion  to  Airbus.  Bi 
Boeing  can  learn  its  efficiency  les^ 
fast  enough,  it  may  yet  convince  j 
Street  this  turnaround  is  for  real.  '» 
By  Janet  Rae-Dupree  in  S 
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Yes,  and  quick.  In  fact,  the  brand-riew  Compaq 
■_^WK^H  Armada  M700  can  perform  all  kinds  of  amazing 
■  j^^^wM^M  feats.  For  starters,  it's  designed  to  be  both  powerful 

and  mobile.  With  a  choice  of  the  latest  Intel  Mobile 

Pentium  II  processors  and  full  Multibay,  a 

rous  14.1-inch  TFT  display  and  AGP  2X  graphics.  And  its  all 

i  ained  in  a  sleek  design  that's  as  light  as  4.8  pounds  and  measures    pentium-fl 

is  1 .1  inch  thin.  It  even  supports  new  common  docking  solutions,  making  it 

iliendary  investment  for  your  enterprise.  Call  1-S00-AT-COMPAQ.  Or  visit 

^w.compaq.com/armada.  And  discover  why,  candlesticks  aside,  the  new 

da  \P()()  is  the  closest  thing  to  poetry  in  morion. 


i'OMPAQ. 


Better  answers. 


Armada  M700  Series  starting  at  $3,299' 
•  Intel  Mobile  Pentium  iipnH.-s-.cn  )66MHz>  6.4  GB"  SMART  Hai 
-  64  MB  sdram  (t-xp.ind.iblf  to  288)  •  14  1'  ii«-.'4'» /t>8)  color  Tf  t  display-  aoXMaxCD  ROM'  •  \  year  worldwide  limited  warranty 


99.5%  availability. 
Flat  monthly  cost. 
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bar." 


-Mark  S.  Potts 
Business  Development 
Hershey  Foods  Corporati 

I  mstfr 


When  the  brand  name  on  the  bar  is  one  of  the  ten  most  recognized  in  the  world, 
you  set  your  sites  high. 

"We  needed  a  site  that,  just  like  our  milk  chocolate  bars,  delivers  Hershey®  quality 
end-to-end,"  stated  Mark  Potts. 

"US/  gave  us  that  end-to-end  solution.  They  have  all  the  resources — the  global 
network  and  data  centers,  the  personnel,  and  the  leading  partners  and  applications, 
such  as  Microsoft®,  Siebel®,  Sagent®,  PeopleSoft®  and  BroadVision® — 
MlCrOSOlt   phis  the  management  expertise  to  run  it. 

"We  have  total  control  over  the  site.  We  have  to.  It's  our  business. 
And  with  US/  managing  and  hosting  our  e-commerce  site,  we  can  give  confection 
and  our  customers — our  undivided  attention. 

"Thanks  to  US/'s  redundant  technology,  consumers  and  businesses  can  access  the 
Hershey  site  much  faster  now  with  guaranteed  24x7x365  reliability  99.5%  of 
the  time.  US/  definitely  raised  the  bar  for  Hershey." 

To  see  how  USinternetworking  can  help  raise  the  bar  on  your  e-commerce  busim 
call  1-800-809-3003,  visit  us  at  www.usi.net  or  e-mail  us  at  sales@usi.net. 
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f  IE  MARKET 
US  TWO  FACES 


mils  see  rosy  corporate  earnings,  the  bears  rising  interest  rates.  Who's  right? 

mmertime,  and  the  living  is 
IS)  . . .  that  is,  it'  you're  cur- 
•nlly  a  bear.  The  Dow  Jones 
tdustrial  average  has  dropped 
ce  its  July  peak  The  Nasdaq 
itc  Index  and  the  Standard  & 
(X)-stoek  index  have  done  far 
tawn  lo.  l'  i  and  8.295  respec- 
nin  their  year-  highs.  All  told, 
in  si. 14  trillion  in  U.S.  stock 
wealth  has  disappeared  on 
Me  July  16. 

-  are  depending  on  rising  in- 
ates  to  keep  the  correction 
They  say  the  Federal  Re- 
fill raise  rates  to  slow  the 
v  on  Aug.  24  and  again  in 
,  |  nit  ting  a  damper  on  stock 
hat  will  last  at  least  through 
of  the  year.  Bulls  argue  that 
iy  be  soon  getting  yet  an- 
•oost  from  rosy  corporate 
s.  Even  in  the  face  of  rising 

rates,  say  bulls,  corporate 
>■  continuing  to  soar,  the 
conomy    is    booming,    and 

11  reflect  this  once  the  cur- 
ulraft  is  over. 

TO   VALUE.    Will   the   bears 

ctory  or  the  bulls?  Perhaps 

The  force  of  rising  rates 
;  rising  profits  may  have  a 
zing  effect.  It  may  well  be 
he  end  nf  the  year,  the  major 
•s  don't  pick  up  much  ino- 
i  on  the  upside  <>r  downside. 

lav  become  locked  in  a  nar- 
iding  range,"  as  it's  known 
Street.  Bul  stocks  overlooked 
itors     value  stocks  and  small 

leaps,  though  they've  been  ^ 

ed   m   the   last   month     may 
■rui  their  larger  growth  conn 
despite  higher  rates.  Small  com 
trnings  look  especially  strong  go 
■Nurd    and    they    are    selling    at 
•ably  lower  price  earnings  ratios. 
Isl   I  hen's  no  arguing  this:  The 
ket  is  richly  valued,  W  it  1 1  the 
trading  at   nearly  2t>  times  for 
irnings.  Indeed,  even  the  most 
af  bulls,  t roldman,  Sachs  *^  ( '<■ 


Chief   Investment    Strategist    Abb;, 

Joseph  Cohen,  is  saying  the  market   is 

now  only  ''minimally  undervalued."  Co 
hen,  whose  model  \b  based  on  the  sap 

.")•)()  vs.  intermediate  term  bond  price8, 

remains    unfa/ed    by    rising    interest 

rates.  "They've  already  been  factored 
into  stock  prices,"  she  Bays.  Cohen  says 

that   rosy  corporate  profits  for   the  rest 


of  the  year  are  far  more  important 
than  rising  rates  when  it  comes  to  cur- 
rent   market    valuation.-.   "We've   seen 

most  uf  the  damage  from  interest  rates, 
but  we've  not  >et  seen  the  full  benefits 
from  rising  corporate  profits,"  says  I 
hen,  who  predicts  7'.  to  s'<  growth  in 
SAP  "><M)  operating  earnings  by  yeaivnd. 

Cohen's  contention  that  rising  rates 
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The  force  of  rising  rates  meeting  rising  profits  may 
have  a  neutralizing  effect  on  the  stock  market 


are  already  built  into  stock  prices  may 
be  right.  According  to  a  recent  Salomon 
Smith  Barney  study,  the  threat  of  high- 
er rates  is  swiftly  priced  into  the  mar- 
ket. Moreover,  of  the  34  times  in  the 
past  decade  that  bond  yields  rose  10% 
or  more,  stocks  were  higher  within  six 
months  32  times  and  near  break-even 
the  other  two. 

Another  bull,  Thomas  McManus, 
portfolio  strategist  at  Banc  of  America 
Securities,  says  that  rising  rates  cou- 
pled with  rising  profits  can  be  good  for 
equities.  "If  interest  rates  are  rising 
because  of  an  increase  in  future  profits, 
then  stocks  fare  well,"  he  says.  Mc- 
Manus says  it's  a  buying  opportunity 
for  some  of  the  large-cap  growth  stocks 
that  have  had  the  wind  knocked  out 
of  them.  A  favorite  is  America  Online, 
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which  is  47%  off  its  52-week  high.  But 
McManus  has  a  caveat:  "In  this  envi- 
ronment, a  company's  fundamentals 
better  be  intact."  He  believes  the  In- 
ternet bubble  has  burst  and  he's  stay- 
ing away  from  dot.com  stocks  with 
scant  earnings. 

DOOMSDAY  SCENARIO.  But  Richard 
Bernstein,  chief  quantitative  strategist 
at  Merrill  Lynch  &  Co.,  is  more  bear- 
ish. He  says  that  rising  interest  rates 
are  a  major  threat  to  stocks,  especially 
the  so-called  "Nifty  Fifty,"  the  largest 
50  stocks  in  the  S&P  500.  "The  bigger 
the  optimist  you  are  regarding  the  re- 
juvenation of  the  global  economy,  the 
more  you  have  to  think  rates  will  go 
up,"  he  says. 

Bernstein,  whose  quantitative  models 
indicate  the  market  is  around  20% 
overvalued,  thinks  the  glowing  profits 
scenario  also  spells  doomsday  for  large- 
cap  growth  stocks.  "When  profit  cycles 
and  economic  cycles  are  accelerating, 


interest  rates  rise  and  large  growth 
issues  are  hit  the  hardest,"  he  says. 

There's  no  question  that  corporate 
profits  will  continue  to  be  strong.  Ac- 
cording to  First  Call  Corp.,  an  earnings 
research  firm,  the  second  quarter 
should  shape  up  well — with  92%  of 
companies  reporting  earnings  so  far, 
profits  are  up  14.5%  from  last  year. 
The  third  and  fourth  quarters  look 
even  better,  says  Charles  L.  Hill,  First 
Call's  director  of  research,  who  esti- 
mates a  21%  increase  in  the  third  quar- 
ter and  around  18%  for  the  fourth. 
"Business  in  the  U.  S.  is  very  strong, 
but  we  have  some  easy  comparisons 
from  last  year,"  says  Hill. 

Joseph  Abbott,  chief  equity  strategist 
at  I/B/E/S  International,  is  clearly  in 
bear  territory.  He  maintains  that  profits 


like  those  of  virtually  all  bonds] 
in  the  opposite  direction  of  ir 
rates,  suffered  their  second-worl 
on  record.  And  while  interest! 
were  rising,  corporate  profits  we| 
on  the  rise.  The  s&p  500-stock[ 
ended  down  1.5%  for  the  year, 
Dow  Jones  industrial  average 
only  2%. 
FOLLOW  THE  LEADER.  Merrill's  Be 
reasons  that  large-cap  growth 
don't  have  the  incremental  grov 
essary  to  offset  the  effects  of  | 
rates.  "That's  why  we'll  see  a 
leadership  shift,"  he  says.  In  fact,| 
rates  are  largely  why  small-cap 
ue  stocks  did  well  in  the  second  qlr 
of  this  year,  with  the  average  snu 
value  mutual  fund  returning  18; 
6.67%  for  the  S&P  500.  "The  mosl 
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look  good  largely  because  of  easy  year- 
over-year  comparisons.  In  addition,  "stock 
valuations  make  me  queasy,"  he  says. 
The  I/B/E/S  model,  which  compares  stock 
earnings  for  the  next  12  months  of  the 
s&P  500  to  the  10-year  bond  yield,  shows 
that  the  market  is  overvalued  by  40%. 
Abbott  says  the  previous  valuation  high 
was  39.8%  in  August,  1987,  just  two 
months  before  the  market  crash.  "These 
lofty  heights  are  mostly  due  to  over- 
enthusiasm  on  the  part  of  equity  in- 
vestors who  are  paying  much  more  than 
they  used  to  for  large  growth  compa- 
nies," says  Abbott. 

Abbott  also  points  out  that  in  a  ris- 
ing interest-rate  environment,  sunny 
corporate  profits  often  don't  give  stocks 
the  expected  oomph.  "It's  a  bit  like 
running  in  place.  There's  a  lot  of  action, 
but  you're  not  going  anywhere,"  says 
Abbott.  History,  in  fact,  offers  some 
support  for  his  thinking.  In  1994,  long- 
term  government  bonds,  whose  prices, 
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troversial  statement  we've  mac 
cently  is  that  looking  out  three  t 
years,  returns  in  diversified  val 
small-cap  funds  are  going  to  be 
better  than  Internet  or  techn 
stocks,"  says  Bernstein. 

And  small-cap  profits  look  goo 
ing  forward,  too.  First  Call's  Hil 
that  Russell  2000  earnings  could 
par  with  large-cap  earnings  in  the 
quarter.  In  the  fourth  quarter,  ho? 
he  says  earnings  estimates  for 
stocks  look  better  than  those  0 
500  stocks.  Not  only  that,  small  s 
remain  cheap,  with  the  Russell 
trading  around  18  times  earnings 

Sure,  investors  in  small-caps  awf 
ue  stocks  haven't  done  well  oveM 
last  few  years.  But  by  shifting  int 
eas  that  can  benefit  from  a  i 
rates/rising  profits  scenario,  sua 
may  yet  turn  out  to  be  a  good  9j 
for  optimistic  investors. 

By  Marcia  Vickers  in  Nd§ 
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ISSIOIM:  Systems  integration  on  a  massive  scale.  Few  companies  on  earth  do  it  as  elegantly  (or  successfully) 

Lockheed  Martin.  For  more  than  40  years,  we've  brought  together  a  wide  variety  of  complex  systems  and 

licle  them  perform  as  one — including  proven  solutions  for  government,  military  and  commercial  dicntt* 


Never  underestimate 
Le  importance  of  systems  integration? 


A  R  T  I  N 


SUCCESS:  Huhhk-  spaa-  telescope.  AEGIS  navaLi 

a  jraft.  Each  is  a  Ixxkhccd  Martin  systems  integration  solution;  each  benefits  from  the  same  discipli 

«.ry  decision  against  customer  need.  If  you  have  tough  problems  to  solve,  see  us  at  www.lockheedmanin.com. 
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COMMENTARY 

By  Larry  Light 


GOODWILL  ACCOUNTING:  GO  REFIGURE 


G 


loodwill,"  says  Webster's,  is  "a 
I  kindling  feeling  of  approval 
land  support."  That's  the  first 
definition.  The  second  couldn't  be 
more  different.  It  is  the  bane  of 
corporate  finance,  wiping  out 
many  billions  of  dollars  of  earn- 
ings every  year.  And  it  may  get 
worse.  Starting  in  2001,  the 
goodwill  tab  could  well  double. 
To  be  sure,  Corporate  America 
has  a  long  history  of  exploit- 
ing accounting  rules.  But  the 
way  goodwill  is  figured  these 
days  makes  little  sense  and 
should  be  changed. 

First,  an  explanation  of 
goodwill  math.  Say  Company  A 
pays  $1  billion  for  Company  B, 
which  has  hard  assets — plant, 
equipment,  etc. — valued  at  $600 
million.  In  the  metaphysics  of  ac- 
counting, the  $400  million  differ- 
ence— i.e.,  the  goodwill — represents 
all  the  intangible  stuff,  such  as  brand 
names  and  customer  loyalty. 
SLICING  THE  PIE.  Before  1970,  good- 
will was  carried  on  the  books  forever 
as  an  asset.  But  then — because  that 
era's  buyout  tabs  were,  like  today's, 
so  high — the  makers  of  accounting 
rules  required  that  goodwill  be  writ- 
ten off  against  net  earnings  for  up  to 
40  years,  as  if  it  depreciated  like  a 
diesel-fired  generator.  So  $10  million 
of  that  $400  million  goodwill  gets 
sliced  out  of  profits  each  year.  While 
this  is  a  noncash  charge  that  doesn't 
affect  cash  flow,  it  does  zap  earnings 
per  share.  "Investors,"  says  Lehman 
Brothers  Inc.  accounting  expert 


Robert  Willens,  "focus  on  EPS." 
The  rulemaking  Financial  Account- 
ing Standards  Board  is  seriously  con- 
sidering cutting  in  half  the  write-off 
period  for  new  deals,  down  to  20 
years — thus  doubling  the  charges. 
Plus,  the  fasb  has  voted  to  end,  by 
2001,  the  merger-meisters'  favorite 
dodge  around  the  goodwill  strictures: 
"pooling  of  interest."  That's  where 
the  two  partners  combine  their 
books  and  pretend  they  were  never 
apart.  Hence,  no  goodwill  charges. 
Ending  pooling  is  a  good  idea,  as 
the  practice  distorts  disclosure  to  in- 
vestors. Yet  the  overall  economic  im- 
pact of  fasb's  handiwork  won't  be  as 


BETTER  GOODWILL 


Goodwill  charges  are  onerous.  A  new  plan,  shown 
by  the  AT&T/MediaOne  deal,  lessens  the  burden. 


WITH  CURRENT 
GOODWILL  CHARGES 


BY  EXEMPTING  SOME 
GOODWILL  FROM  CHARGES 


BILLIONS 


BILLIONS 


AT&T'S  BUYOUT  COST 


$60.5    AT&T'S  BUYOUT  COST 


$60.5 


FAIR  VALUE  OF  MEDIAONE'S  ASSETS* 


-20.5    FAIR  VALUE  OF  MEDIAONE'S  ASSETS* 


-20.5 


GOODWILL  CREATED 


40.0    GOODWILL  CREATED 


40.0 


ANNUAL  HIT  TO  AT&T'S  EARNINGS 
FROM  AMORTIZING  GOODWILL 


NON-AMORTIZABLE  GOODWILL 


-25.5 


1.0 


*Estimated 

DATA:  SOUTHERN  METHODIST'S  COX  SCHOOL  OF  BUSINESS 


AM0RTIZABLE  GOODWILL 


14.5 


ANNUAL  HIT  TO  AT&T'S  EARNINGS 


0.4 


benign.  Why?  Because  tightening 
goodwill  rules  threatens  to  discoural 
mergers  that  may  benefit  and  strea 
line  the  economy.  Philip  D.  Ameen, 
comptroller  of  General  Electric  Co| 
which  last  year  purchased  108 
parties  for  $21  billion,  wrote  th< 
fasb  to  decry  the  20-year  wrii 
off  period  as  "intolerable"  be- 
cause it  would  make  ge's  shop] 
list  more  costly. 

There's  a  better  way  to 
with  goodwill,  one  that  wo 
lessen  the  pain  of  the  chargi 
and  better  conform  to  reality, 
truth  is  that  much  goodwill— I 
company's  well-known  name, 
instance — doesn't  necessarily 
wear  out,  as  does  that  diesel  genei 
tor.  So,  provided  that  the  company) 
and  its  brands  don't  go  sour,  this 
kind  of  goodwill  should  be  exempt 
from  write-offs. 

How  to  measure  what  the  non- 
amortizable  goodwill  is  worth?  Twoj 
professors  from  Southern'  Methodii 
University's  Edwin  L.  Cox  School 
Business,  Wayne  Shaw  and  Steven;| 
Henning,  claim  to  have  licked  that 
problem  by  using  stock  performaro 
to  tell  what  should  be  exempt,  a 
tem  similar  to  Britain's.  "The  marl 
is  the  best  value  gauge,"  says  S] 
To  figure  out  the  goodwill  that 
won't  wear  out,  Shaw  and  Hen: 
take  the  target  company's  market 
value  right  before  the  buyout  an-  * 
nouncement  and  subtract  what  the 
hard  assets  are  worth.  Take  AT&T's 
pending  $60.5  billion  purchase  of  ci 
ble  operator  MediaOne  Group  (tabk 
This  buyout  will  generate  $40  bil 
lion  in  goodwill.  But  under  thf^ 
smu  professors'  system,  $25.5  bil- 
lion of  it  won't  depreciate.  Only 
the  remaining  $14.5  billion  must 
be  taken  as  a  charge. 

The  FASB  staff  concedes  that 
the  SMU  plan  or  one  like  it  might 
work,  but  they  want  to  study  IT 
first,  fasb,  though,  often  takes 
years  to  make  the  smallest 
changes.  For  the  sake  of  merga| 
prone  companies,  it  should  mov 
lot  faster. 

Associate  Editor  Light  com 
corporate  strategies. 
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,ck  when  i.  was  scarce,  information  was  power  But  now  that  the  total  volume  of  data  doubles  every  nme 
>n.hs,  ,nfo,mat,on  is  as  likely  ,„  devour  you,  company  as  give  you  a  compe„„ve  edge  Fortunately,  a  Storage 
ea  Network  (SAN)  solution  from  StorageTek  has  bu„.,n  intelligence  to  help  you  manage  information,  gam  access 
information,  and  make  information  powerful  again  for  intelligent  SAN  solutions,  visit: 


storagete 


The  way 


information 

is  expanding, 

it  will  either 

become  an 

asset  or 

swallow  you 

whole. 


INFORMATION     mtit     POWERFUL  STORi 


Total  manageability.  Stable 

platforms.  Custom  configurations 

(In  fact/ you  get  everything 

except  unpleasant  surprises.) 


E-3200  integrated 
high-performance  desktops 

•  Intel®  Pentium®  III  processor  performance 

•  5-bay  convertible  chassis,  allowing 
desktop  to  tower  design 

•  High-performance  8MB  AGP  graphics 

•  Complete  configuration  starting  at  $1199, 
including  15"  monitor  (13.9"  viewable) 


E-4200  non-integrated 
high-performance  deskti 

•  Intel  Pentium  III  processor  per 

•  Wide  range  of  configuration  of 
3  cases,  up  to  1 1-bay  design 

•  High-performance  16MB  AGP ( ■ 

•  Complete  configuration  start 
including  15"  monitor  (13.9'v  »• 
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If  there's  one  line  of  desktops  that  will  make  your  IT  job  easier,  it's  the  E-Series,  available 
only  from  Gateway.  Custom-built  to  your  company's  needs,  E-Series  desktops  feature 
a  powerful  combination  of  performance,  affordability,  and  most  important,  simplicity. 


••Stable  platforms  with  an 
18-month  lifecycle 

'•  Built  with  reliable, 
industry-standard  technology 


24/7  basic  tech  support  and  3-year 
limited  on-site  service1 

Compatible  with  leading 
enterprise  management  software 


Wired  for  Management  1.1,  providing 
Wake-up  On  LAN,  DMI,  and  hardware 
monitoring  and  alerting 


Enhanced  serviceability  with  tool-free 
access,  snap-in  components  and 
clean  cable  management2 
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E-5200  highly  scalable 
graphics  workstation 

•  Intel  Pentium  III  processor  performance 

•  Wide  range  of  configuration  options  in 
2  cases,  up  to  7-bay  design 

•  High-performance  32MB  AGP  graphics 

•  Complete  configuration  starting  at  $1999. 
including  19"  monitor  (17  9"  viewable) 
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(AMONG  3,043  DOMESTIC  EQUITY  FUNDS) 

«-*-  £Ssss  sbsssssssbs  t,oss  B    ■ 

Morningstar  Overall  Ratings"  as  of  6/30/99 


xv^j^/ eyes  on  the  stars  >; 
and  your  feet  on  the  ground- 


Morgan  Stanley  Dean  Witter  Family  of  Funds 
Ca„  '^ggg^  tes  m  gajn  when  you  se„         shares.  Fo,,ign  sccU,„,cS 

securities,  including  currency  fluctuations  and  political  instability. 
,|  see  THE  DEAN  /  www.msdw.com/individual/funds 


MORGAN  STANLEY  DEAN  WITTER 

Measuring  success  one  investor  at  a  time* 


I  It  of  market  volatility,  current 

.irylromwli.it  it  was  during 
.Inch  the  ratings  were  assigned. 
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ir  tree  brochures  and  prospectuses, 
llain  complete  information  on  risks, 
•uenses.  Read  the  prospectuses 
jelore  you  invest  or  send  money 

ar  proprietary  ratings  reflect 
nsk-ad|usted  performance  for  the 
ded  June  30, 1999.  Ratings  are 
|  J  from  the  fund's  3-,  5-  and 
ige  annual  total  returns  (when 
excess  of  90-day  Treasury-bill 
vith  appropriate  fee  adjustments) 
u  factor  that  reflects  fund 
[nces  below  90-day  T-bill  returns, 
ngs  are  subject  to  change  each 
i  top  10%  of  the  funds  in  an 
|at  category  receive  5  stars,  the  next 
oeive  4  stars,  the  next  35%  receive 
i  next  22.5%  receive  2  stars  and 
10%  receive  1  star. 


Growth  Fund  Class  B  received  5 
15  years  (of  498  international  equity 
[d  3  years  (of  987  funds).  Prime 
rust  received  5  stars  for  5  years 
(taxable  bond  funds)  and  3  years 
I  funds).  American  Opportunities 

■  B  received  4  stars  for  10  years 

jmestic  equity  funds),  5  years  (of 

js)  and  3  years  (of  3,043  funds). 

growth  Securities  Class  B  received 
Ir  10  years  (of  748  domestic  equity 
I  years  (of  1 ,878  funds)  and  3  years 
I  funds)  Global  Dividend  Growth 

Class  B  received  4  stars  for 
lit  498  international  equity  funds) 
if  987  funds).  Information  Fund 
.  rfd  4  stars  for  3  years  (of  3.043 
J  equity  funds).  Mid-Cap  Equity  Trust 

ceived  4  stars  for  3  years  (of  3,043 
I  equity  funds).  Short-Term  Bond 
lived  4  stars  for  5  years  (of  1,102 
Imd  funds)  and  5  stars  for  3  years 
(funds).  Tax-Exempt  Securities 
].s  D  received  4  stars  for  10  years 
jumcipal  bond  funds)  and  3  years 
(funds)  and  5  stars  fpr  5  years 
[funds).  Total  Return  Trust  Class  B 

•  stars  for  3  years  (of  3,043 
[equity  funds). 


I  come  Trust  invests  in  senior  loans 
liracteristics  are  substantial^  different 
|<ed-income  funds  in  its  Morningstar 
|fhere  is  not  expected  to  be  any 

trading  market  in  shares  of  Prime 
lust,  which  is  a  continuously  offered 

I I  fund.  Investors  should  consider  the 
liquid  investment  However,  each 

I !  Trust  will  consider  making  tender 
lihares  at  net  asset  value. 


on  one  industry  involves  greater 

is  usually  associated  with  a  less 

[ted  portfolio  Investments  in  mid 

Ipanies  involve  greater  risks  than  is 

Issociated  with  larger  companies 


lanley  Dean  Witter  is  a  service  mark 
Stanley  Dean  Witter  &  Co 
re  ottered  through  Dean  Witter 
■  Inc..  member  SlPC. 
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BANKING 


ITS  NOT  THE  LAST  ACT 
FOR  FIRST  UNION 

CEO  Crutchfield  has  a  chance  to  get  the  bank  back  on  track 


By  now,  the  sharks  should  be  cir- 
cling  First  Union  Corp.  The  na- 
tion's sixth-biggest  bank  is  wound- 
ed, having  overpaid  for  acquisitions  and 
underperformed  in  the  eyes  of  Wall 
Street.  First  Union's  profits  fell  13  last 
quarter  while  those  of  its  competitors 

soared.  And  despite  a  recent  manage- 
ment Bhakeup  and  pep  rally  for  invest- 
ment analysts  this  month,  shares  in  the 
Charlotte  (N.C.)  company  remain  in  the 
doldrums,  down  about  2">'<   since  May. 

Bui  First  Union  Chairman  and  Chief 
Executive  Officer  Edward  F.  Crutch- 
field  may  have  time  to  turn  the  hank 
around.  First  I'nion  would  make  an  at- 
tractive takeover  target.  Hut  inv< 
menl  hankers  say  the  logical  buyers — 
Wells  Fargo  &  Co,  and  Hank  One  Corp. 
top  most  li.-t>  are  busy,  either  inte- 
grating previous  acquisitions  or  ex 

panding   on   the    Internet.   "Lightning 

could  strike  tomorrow,  but  based  on 
everything  we  see,  its  more  likely  some 


vast  horizons:  Did  lie  overexpand 
or  build  a  buffer  against  takeover? 

thing  will  be  done  next  year  than  thi>." 
>ays  Beit  Ely,  president  of  Ely  &  Co.,  a 
financial  consultant  in  Alexandria,  Va. 
"There  are  people  who  feel  that  First 
I'nion  got  a  break.  They  got  a  six- 
month  to  one-year  window  of  opportu- 
nity to  get  their  act  together." 

A  lot  of  repair  work  needs  to  be 
done.  Starting  in  the  H>ni>,  Crutchfield 
bought  scores  of  banks,  expanding  his 

business  up  and  down  the  Atlantic 
Seaboard.  Hut  recently,  analysts  say, 
Crutchfield  got  carried  away,  most  no- 
tably with  his  SIT  billion  purchase  of 
Philadelphia's    CoreStates    Financial 

Corp.  last  Near. 

To  justify  the  price,   First    I'nion 

needed    to   >la^h    costs.    And    it    had    a 

Btrategy  the  Future  Hank  Initiative. 
The  idea  was  to  divert  customers  to 

phone  ku»k>  and   free  up  branch  staff 
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G0LIT6  TRAVEL  BAG 

firing  your  favorite  Clubs  on  Your  Next  Trip! 


Golfs  Premier  Airline  Carry-on  Travel  Bag 
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Very  Durable  and  Lightweight  (Suit  2  lbs.)  Color-  Block 
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Go  online  to  www.gobag.tom  to  see  our  new  catalog 


Corporate  Gifts 


MAKE  A  BIG  HIT 

Logo  &  Personalized  Golf  Balls 


TOfrfLIT? 

IDlfcon. 

PRECEPT 


To 
Order 
Call 


Pinnacle  ^M 


V*J*m*JL* 


MAXFLL 


I.D.  GOLF  BALLS 

1-888-ID  BALLS 

(1-888-432-2557) 


Logo  Tattoos! 


■X$"4 


1000  Temporary  Tattoos  with  your  Logo, 
Just  $189.00!! 

plus  $10.00  S&H  (CA  add  7.25%  sales  lax) 
Customized!  Full  Color!  2"x2" 


Calico 

3000  Alamo  Drive,  Sle  201  •  Vacaville,  CA  95687 
Tel:  707/448-7072  •  Fax:  707/446-8273 


Financial  Services 


10  signals 
since  1982 

rBack  tested  accurately  100  yrs.  Predicted 
sh — nude  man)  clients  millionaires. 
Learn  atxiul  two  surprises  yet  in  '99. 

*4t^    Listen  FREE  in  August 
*£0*  Call  509-344-5080 
42^    (-'all  Friday  alter  6pm  EST 

James  A.  Shepherd 

The  Premier  Market  Inner 

Call  for  our  FREE  12-page  Special  Report 

Ph  509-483-8000  fax  509-487-1550  or  see  at 

www.jasmts.com/marketreport 


London  Apartments 


LUXURY 

APARTMENTS 

IN  LONDON 

In  the  heart  of  London  spacious 
and  elegant  apartments  available. 

No  minimum  stay  and  far  less 

expensive  than  top  class  hotels. 

Business  facilities,  airport 

transfers,  cable  television  and 

theatre  tickets  are  a  few  of  the 

options  available. 

http://www.Manors.Co.CJK  or 

contact  us  for  a  free  colour  brochure 

MANORS  &  CO 
Tel:  1  800  454  4385 

Fax:  Oil  44  171  486  6770 


r 


Franchising 


ARE  YOU  SITTING  ON  A  COLD  MINE? 


|  [Franchise  it.  | 

CALL  1 -•00-373-6344 

Talk  to  us  first.  Because  nobody  has  franchised 


more  businesses  than  Francorp. 

The  leader  in  franchise  development 

and  consulting.  Worldwide. 

rrancorp'         bw 


Capital  Available 


f     Financial  Professionals   ^ 

HARD  TO  BORROW? 

Use  Collateralized  Loans 
Training  Program  Available 

We  Locate  Funders 

for  Business  &  Real  Estate 

Tony  Abraham,  Esq.  -  Real  Estate 

Eric  A.  Klein,  Esq.  -Atty/Fiduciary 

International  Developing 

Enterprises  Agency  (IDEA) 

Free  Information  Available 

Tel  +1-212-246-7600 

Fax +1-212-262-0966 

l        E-mail:  panglob@aol.com       J 

N.        Website:  panglobal.net  ^/ 


Business  Software 


MAIL  ORDERS  -WEB  ORDERS 

PHOMF  ORDERS 


I  >rder  entry,  credit  curd  ptiKosuig,  shipping,  A/R,  A/P, 
contact  management  with  integrated  internet  e-mail  options, 

inventory  management,  reporting,  list  management  and 

mailing — everything  you  need  tot  order  taking  by  phone,  mail 

even  the  World  Wide  Web  in  one  simple  easy-to-use  and 

affordable  Windows  program  hum  Dvdacomp. 
Call  I  -800-858-3666  or  visit  www.d\Tjacomp.coni/bwk 

MailOnierManager 


Publishing  Services 


Publish  Your  Book 

75-year  tradition  of  quality.  Subsidy 
book  publisher  offers  publishing 
services  for  books  of  all  types.  For 
free  Author's  Guide  write  Dorrance- 
BW,  643  Smithfield,  Pittsburgh,  PA 
or  call  1-800-695-9599 


Patent  Business 


yourpatent.NET 

ARE  YOU  MAKING  MONEY 

WITH  YOUR  PATENT? 

Mindtek  IP,  LTD.  Where  business 
meets  technology  (we  speak  both). 
1-504-734-0688  or  yourpatent.NET 


Bar  Code  Equipment 


Bar  Code  Readers,  Printers, 
Software,  Labels,  Ribbons, 

Cash  Drawers,  Point-of-Sale 
Products,  Magnetic  Stripe 

Readers,  Pole  Displays  and 
much  more.  Visit  us  at 

www.barcode.com 


Financial  Services 


$30,000 ,.  $500,000 

Start  or  expand  your  business 
with  a  business  loan  that  is 

Guaranteed  by  the  Govt. 
www.business-capital.org 

I-888-74S-6756  Ext  8006 


www.instant-approval.com 


No  Credit  Check  -  72  hr  Svce.  -  EZ  approval 

100K  to  5  mil.  5.5%  •  Borrowing  Made  Easier 

with  compensating  balance  deposits. 


., 


Business  Opportunitis 

Offshore  fl 

FOR  SALE 
"'FREE  report" 
800-733-2191 


W  O  R  L  D  W  I 

BUSINESS     CONSULT! 


Executive  Opport 

70-80%  Net  Pr 


If  you  have  a  passion  lo  make  money  and  a  o 
excellence  we  may  have  the  perfect  opportunity  '^ 

This  is  the  best  -N0  NONSENSE  opportunrty  y( 

take  advantage  of.  Call  today.  Small  investment  iji 

1-800-675-61 


law  tjn-j 


OFFSHOi 


♦Companies  ^"gf 

♦Banking  (»UU)3M 
♦Credit  Cards  f 0, »j!# 
♦Privacy  c$rs>t< 

(800)  551-2141  Univers  iness 

V  '      _,  CORPORA3I  SOT         " 

Visa/MC/Amex  www.uaerro 


Business  Service: 


Need  a  LogC 


forpaej 

~Get  a  ProfejiU  r 
Custom  T 

V,sa/MC  -        '     '      LOG01 

Toil-Free:  1-888-869- 


www.  1 800myloqo  o 


wny£o£ 

\r:~nf\Ar>  * 


ALL  OFFSHORI 
SERVICES  I 


Corporations  •  Private  mailbox  F  r 
Offshore  Stock  Brokerage  Aw  )R ijr  , 
Asset  Protection  •  Gold  Master  I 
www.asapbahamas.coi " ' 

877-771-2727 

A.S.A.P.  SERVICES  L" 

Nassau,  Bahamas 


VADAj 
Corpt 
111* 

Mm, 


tBm 


OFF&HOR 


•  Ready  made  companies 

•  Lowest  first  year  and  anm 

•  Banking  and  investment 

•  Mail  and  Fax  forwarding  se 

•  Offshore  credit  cards 

•  Asset  protection  Trusts 

•  Nominee  service 


Tel.:+353-1-679-0600  Fax.:+353-1* 

E-mail:  offshore@fmcgat» 


II 


Companies  from  Sj  ;  JfJO/ 


Funds  fit)  Express 


Ridge  House,  1  Conyngham  Road 


Established  since 


1 


FOR  AD  RATES  AND  INFORMATION 

PHONE  (312)464  0500 
FAX  (312)  4640512  OR  WRITE 


BusinessWeek 


Marketplace 


BUSINESS  WEEK  MARKETPLACE 

500  NORTH  MICHIGAN  AVENUE.  SUITE  2010 

CHICAGO.  IL  60611 


:ss  Opportunities 


I: 


EST  IN 
, SUITS 


lUl  ;nture  capital  firm  with 
sr  /stem  for  investing  in 
iio  iwsuits  Recruiting  part- 
ially to  offer  our  ser- 
crative.   part-time  and 
■  the  serious    $12,400 
Call  for  FREE  Video 


■  n  > 

■■*.  < 
*     » 


0-951-9620 

fctureSettlement.com 


1  MONEY  AS  A 
ESS  FINANCE 
NSULTANT 


ness  I  on  and  equipment 
,1,000  to  $10  million.  No  co- 
Vork  directly  with  National 
•n*  ^imited  earnings  potential  and 
ual 

ate 
ur  and 
'■muk  t  packet 

1  U   800-336-3933 


v~ 


l'«Hll 

lllnai        | 


(i     si 


i  B  ness  Services 


i 


1 J  i  I  ni '  J  i  1  i  1 1 


nformation 
States  and  Offshore 
/  owned  and  operated 


I   VADA  &  WYOMING 
Corporations 
nltad  Liability  Companlaa 
*gs  •  Privacy  •  Asset  Protection 
•RATE     Free  Info  Packet 

1475  Terminal  Way.  Ste  E 
R.  INC.         Reno  NV  89502 

*.(  orporutrSrrMit'4  <  ulii  .  nni 


tO-63H-232Q 


ILL  NOW 

30%  to  50% 


BftlNESS  AND 
TER  CHECKS 


t  Tdenng  is  ea 

Ijp  the  phone  and  CALL 
tsk.NER  CHfCKS 

0<239.4087cxt.2e 

f*  I-800-774-I  I  18 
Wf  leilxnercrieckt.com 


S|i«.iction  Guaranteed 


Education/Instruction 


MONTICELLO 
UNIVERSITY 


The  Practitioner's  MBA  &  JD 

Programs.  Accredited 

Doctor,  Master,  Bachelor. 

www.monticello.edu 

Fax  605-988-0701 

800-405-7935 


Education/Instruction 


Rushmore    RUB  A 
University    MDJA 

International  MBA  by  Distance 

Learning.  Flexible  curriculum. 

Bachelors  not  always  required 

370  Anchor  Drive  Sle  250,  Dakota  Dunes 

SD  57049  US.  Phone  605-232-6039 
Fax  605-232-6011  bw@distancemba  com 

www.distancemba.com 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  -■ 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  -  Student 

Loans,  www.arrc.org 

800-951-1203 


Get  Your  MBA 
Through  Distance  Learning 


•  Prestigious  British  University 

•  World  Leader  in  Distance  Learning 


#4  Leicester 
^University 


w» 


Management 
Centre 


•  No  GMAT  required 

•  Local  support  center 

•  Flexible  Education  Financing  available 

•  Work  experience  8c  qualifications  considered 

•  Member  of  the  Association  ol  Business  Schools 

•  Accredited  by  the  Association  of  NBAs 

•  Offered  under  Royal  Charter  yt  • 

800-874-5844  •  email:  rdiusa@erols.com  •  WWW.rdi.CO.uk 


Logo  Apparel 


The  Leader  in  Distance 
Learning  for  20  Years 


Associate-Bachelor-Master-Doctor 

Business  (Mgmt.  HRM.  Health  Care) 

Management  ol  Technology. 

Pschology,  Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  BW,  Santa  Ana.  CA  92705 

800-477-2254       www.scups.edu 


irtsAsLowAs$l  1 -95 

Denim  Shirts 
As  Low  As  $16.95 
Call  For  FREE  Catalog 
800-670-3050 


Computer  Equipment 


Ted  Dasher  Inc. 

Hewlett-Packard 

Buy»SelUTrade 


www.  sierrom  ills. 


LaserJet  •  ColorPro  •  DraftMaster  •  DeskJet 

OraftPro  •  DesignJet  •  Ruggedwnter 

Electrostatic  Plotters 

HP  9000/3000  Workstations  &  Personal  Computers 

Demo  &  Refurbished  Equipment 

800-638-4833 

saie^wdashercom 


Aviation/Fractional  Ownership 


WHICH  IS  FASTER,  YOUR  ASAP 
OR  YOUR  COMPETITION'S? 


As  a  fractional  owner  of  a  Learjet*  or  Challenger*  business  jet, 

modern  CEOs  are  able  to  respond  with  speed  and  spontaneity  due 

to  less  congested  airfields  and  personalized  scheduling  built 

around  their  specific  business  needs.  For  more  information  regarding 

the  many  affordable  benefits  of  being  a  Flexjet*  fractional  owner, 

call  1-800-FLEXJET. 

FLEXJi 


3  incredible 
ways  to , 

prepare  For 

Busin 

Schoo 

-  John  Katzman,  Founder  and  President  of  The  Princeton  Review 


Finance 


!t 


The  Most  Effective  GMAT  Test  Prep 

Our  revolutionary  combination  of  small,  focused  classes,  great  instructors,  and 
revolutionary  test-taking  techniques  gives  you  the  personal  attention  you  need 
to  score  your  best.  With  over  600  locations  worldwide,  we've  got  convenient 
schedules  and  locations.  And  we're  so  sure  you'll  get  your  desired  GMAT 
score,  we  guarantee  your  satisfaction.  For  more  information  about  our  pro- 
grams  call  1  -800-2-REVIEW. 

The  Most  Comprehensive  GMAT  CD  PACKAGE 

Our  Inside  the  GMAT  CD  offers  you  the  opportunity  to  practice  in  the  comfort 
of  your  own  home,  working  on  questions  exactly  like  the  ones  on  a  real 
Computer  Adaptive  GMAT.  Students  receive  over  1 ,000  practice  questions 
with  explanations,  along  with  a  detailed  review  of  each  section  of  the  exam 
and  three  full-length  Computer  Adaptive  tests.  And  to  make  sure  you  select  the 
right  Business  school,  Inside  the  GMAT  includes  exclusive  B-schooi 
information  and  rankings  from  Business  Week  and  The  Princeton  Review. 
To  order  your  CD  set,  call  1  -800-234-3088. 

Guide  to  The  Best  Business  Schools 

Our  Guide  to  The  Best  Business  Schools  not  only  profiles  schools,  but  also 
includes  the  results  of  some  of  the  most  extensive  student  and  administrator  sur- 
veys ever  conducted.  You  receive  expert  advice  from  admissions  officers 
about  getting  into  the  program  of  your  choice  along  with  the  Gourman 
Report  rating  for  each  program.  To  purchase  your  copy  of  The  Best  Business 
Schools,   visit  your  local  book  store  or  call  1  -800-733-3000. 


or  visit  us  at 
www.review.com 


The 

Princeton 

Review 


for  more  specialized  selling.  Bu 
strategy  backfired,  annoying  custo 
particularly  at  CoreStates.  First 
responded  by  hiring  2,000  tellers 
year  to  provide  more  hands-on  se 
Still,  the  damage  was  done,  and 
Union  twice  warned  analysts  tl 
would  fail  to  meet  profit  forecasts 
REBELLION?  Reeling  from  the  bad 
investors  sensed  a  change  on  Jul 
when  word  of  a  First  Union  \ 
meeting  sent  shares  in  the  com 
higher.  But  investor  hopes  for  a  b 
room  rebellion  were  dashed.  The 
pany  said  Crutchfield's  longtime 
ond-in-command,  John  R.  Geor 
would  be  retiring.  Many  suspect* 


BEHIND  THE  PACK 


i  i  i  i  i  i  i  i  i  i  i  i  i  r 


JAN.1,'99  JULYS 

A  DOLLARS  INDEX 

DATA:  BLOOMBERG  FINANCIAL  MARKETS 

was  falling  on  his  sword  for  Cr| 
field,  who  seems  to  get  his  way 
the  board. 

First  Union  had  another  chan< 
win  over  investors  on  Aug.  4,  wh 
held  a  three-hour  briefing  for  anatyi 
New  York.  The  company  argued 
its  Future  Bank  was  getting  on  J 
announced  plans  for  an  enhanced 
site,  and  pointed  to  its  growing  se 
ties  business.  But  the  reaction 
tepid.  For  some,  the  lasting  mei 
was  of  the  bank's  future  being  out; 
by  Georgius — symbol  of  the  past. . 

Still,  First  Union  is  hardly  a  1 
case.  Although  its  profits  fell  last 
ter,  it  made  $873  million.  It  is  alsfj 
with  a  market  value  of  $45  billioi 
knew  bigness  guarantees  survival, 
Charles  W.  Peabody,  analyst  at 
Securities.  "It  is  tougher  for  any 
swallow."  Of  potential  buyers,  Wei 
Bank  One  are  busy  with  old  mi 
Chase  Manhattan  Corp.  and  Citl 
are  focusing  on  the  Net,  while  a 
with  crosstown  rival  BankAmerica| 
is  unlikely  on  antitrust  grounds! 
there  aren't  so  many  foreign  1 
dates — apart  from,  say,  ahx  Amrol 
ing  and  hsbc  Holdings  plc.  In  q| 
words,  Crutchfield  is  down  but  not 
By  Gary  Silverman  in  Xeun 
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Publications 


KNOWLEDGE 


Act  surprised. 
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FREE  CD-ROM  OFFER  -  For  more 
information  and  your  free  CD-ROM 
on  Building  a  Better  Presentation, 
call  1-800-472-7669,  ext.  XC50. 
www.sony.com/displaysystems 


Portable 


Installation 


VPL-X1000U/VPL-S900U 


VPL-X2000U 


mtra  Personal         innovator 

Vpl.Y™oi,ilVPL-SC50U 

8.2  pounds 
600/ 500  ANSI  lumens 
XGA/ SVGA  resolution 
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Part  Three 


[tout  human  history  we  have 
•d  ever  taster  and  more  media- 
Ihods  of  transmitting  and  dis- 
hing information.  During  the 
[decades,  the  digital  revolution 
uced  remarkable  new  ways  to 
fid  manipulate  visual  informa- 
[USt  what  are  we  after?  Whj 
bntinually  press  our  technolo- 
Ve  media  faster,  farther  and  to 
\  idening  audience? 
■  simply,  we  are  looking  for 
kversarion. 

now  from  instinct  and  experi- 

it  the  most  compelling  and 

human  communication  mode 

Ito-tace  conversation,  in  which 

lore  people  use  the  media  oi 

n  faces,  bodies  and  voices  to 

|nd  persuade  others   "Conver- 

r    .is  the  British  poet  fohn  Keats 

not  a  search  for  knowledge, 

'ii  ideavor  tor  effo  t 

>i  vay  ot  looking  at  the  history 
n-communication  technology, 
is  .1  continuing  quest  to  re<  re 
itensit)  and  power  ol  face-to- 
iversation  a<  ross  distant  es, 
d  cultures.  Paintings  ^>n  cave 

aw  ings  oi\  animal  hides,  the 
uent  ot  written  language  M\d 
lotos  ,  an  all  be  \  lew  od  as  at 
o  transport  ami  transmit  the 
'  coin  eisation. 
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Media  on  the  Move 


By  Robert  L  Lindstrom 


n  the  knowledge  economy,  no  one  has  time  to  "wait  anr  i  business  er 

ment  where  waiting  for  connection  and  comprehension  can  mean  the  loss  of  major 
opportunities  or  even  the  end  of  an  enterprise,  the  moment  when  all  parties  see  eye 
to  eye  must  happen  sooner  rather  than  later.  Pulling  it  off  requires  two  important  capa- 
bilities: speed  and  reach.  With  the  advent  of  digital  visual  communication,  we  now 
have  the  tools  to  transport  and  distribute  visuals  farther,  faster  and  to  more  brains  than 
ever  before  possible.  And  it  all  happens  in  the  blink  of  an  eye-literally. 


This  special  advertising  section,  created  and  produced  by  Knowledge  Industry 
Publications,  is  the  third  in  a  four-part  series  that  examines  the  growing  importance  and 
impact  of  visual-communication  techniques  and  technology  in  21st  century 
business.  The  first  three  installments  of  Being  Visual  are  downloadable  from  our  Web  site 
at  www.kipinet.com/beingvisual. 


Face  to  Face,  Place  to  Place 

In  business,  the  benefits  of  technologi- 
cally extended  human  conversation 

are  obvious.  Increasingly,  we  find 
there  is  less  time  to  bring  people 
together  for  face-to-face  communica- 
tion. The  communication  must  hap- 
pen at  a  distance,  across  the  office  or 
across  time  /ones.  Sometimes  it  hap- 
pens one-to-one,  other  times  it 
involves  hundreds,  thousands  or  even 
millions  of  people.  Sometimes  the 
conversation  has  all  parties  present  at 
the  same  time;  in  other  instances  the 
Conversation  is  time-shifted  to  fit 
human  schedules. 

We  want  to  send  as  much  informa- 
tion as  possible,  as  fast  as  possible,  as 
far  as  necessary,  to  as  many  people  as 
needed  And,  we  want  that  information 
to  be  as  rich  and  dynamic  as  an  in-per- 
SOn  encounter  In  every  else,  success  is 
measured  bv  the  degrees  ot  connection, 
comprehension  and  persuasion. 

I  he  digitization  ot  visual  informa- 
tion otters  more  than  just  the  capabili- 
ty to  make  more  images  (the  subject  ot 
Being  Visual  I'art  II).  It  brings  with  it 
tin'  capability  to  move  images  farther 

and  taster    Binarv   digits,  or  bits,  are 

highh  portable  You  can  pack  millions 

or  ev  t'li  billions  ot  them  onto  a  shmv 
<  D  ROM,  a  D\  I)  or  other  portable 

media  such  as  removable  cartridges, 


and  transport  that  information  any- 
where in  the  world.  In  addition,  you 
can  connect  computers  to  one  another 
with  wires  or  wirelessly  and  transmit 
digits  around  the  globe  at  speeds  that 
would  disintegrate  a  bullet. 

The  core  objectives  of  visual  com- 
munication remain  ,the  same,  but  "we 
are  seeing  huge  changes  in  the  tools 
and  techniques  for  visual  communica- 
tion, particularly  in  the  distribution 
methods,"  says  Eugene  Kutina,  direc- 
tor of  communications  media  produc- 
tions for  the  health-care  prov  ider 
CIGNA  Corporation.  "The  reach  of  the 
media  is  much  greater  today.  Our  tar- 
get audience  is  expanding,"  savs 
Kutina,  who  develops  in-house  and 
traveling  presentations  for  the  compa- 
nv  s  associates. 

Disc-Based  Delivery 

Although  color  slides  and  ov  erhead 
transparencies  are  still  being  used  in 
corporations,  most  business  mmmuni- 
cation  involving  visual  presentation 
is   now    computer-based   and    us,  - 
v  D-ROMs  tor  conveyance.  Be 
CD-ROMs,  the  most  common  d 
transport  medium  for  preset 
and  communication  was  i 
disk,  which  holds  no  more  than  1  44 
megabytes  of  data  Eta  sual  data 

tends  to  consume  m        quantity 


. 


YOU'VE  GOT  TO  SEE  IT 


EPSON 


Talk  about  smart.  Though  its  mass  is  a  mere  13.7  pounds,  when  it  comes  to  projecting,  the  Epson" 
PowerLite'"  5300  makes  a  quantum  leap.  With  1200  ANSI  lumens,  it's  bright  enough  to  dazzle  any 
audience-  even  in  a  lit  room.  Yet,  to  take  advantage  of  this  advanced  performance,  you  don't  need  a 
PhD.  Just  connect  the  cords,  push  a  button,  and  our  exclusive  SizeWise™  formatting  takes  care  of  the 
rest.  Your  images  will  come  out  looking  brilliant.  And  you  -  you'll  come  out  looking  like  a  genius. 


Epson  PowerLite  5300 


INTRODUCING  THE  POWERLITE  5300.  1200  LUMENS  HAVE  NEVER  BEEN  SO  PORTABLE. 

Epson,  the  world  leader  in  high-performance  projectors,  brings  you  a  full-featured  SVGA  portable  projector  with:  Award-winning 
3-LCD  design  and  exclusive  SizeWise  technology  that  allows  for  compatibility  with  computer  resolutions  up  to  1280  x  1024  •  Zoom 
lens,  remote  control  and  amazing  3D  sound  •  Dedicated  phone  support  and  RoadService  exchanges,  usually  within  24  hours. 

To  receive  a  free  video  on  Epson's  award-winning  XGA  and  SVGA  projectors,  call  1-800-442-1977  (ask  for  Oper.  3118)  or  visit  epson.com. 

Epson  is  a  registered  trademark  of  Seiko  Epson  Corp  PowerLite  and  SizeWise  are  trademarks  of  Epson  America,  Inc.  ©1998  Epson  America,  Inc  Proiected  image  simulated  for  pul 

For  More  Information  Circle  Free  Product  Info  No.  99 


Special  Advertising  Se<  tion 


\- 


(uisinart 


Cuisinart 


I 


STYLING  A  GLOBAL  IMAGE 
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r  Corporation  lives  on  style.  The  40- 
old  privately  held  company  in  Stam- 
Connecticut,  has  one  of  the  world's 
st  names  in  personal  appliances, 
r,  Waring,  Cuisinart  and  Revlon 
ical  are  just  a  few  of  its  brands. 
.  the  company  has  grown,  so  has  the 
)f  managing  its  global  image  and 
is.  Branding  for  the  $950  million 
any  has  become  increasingly  impor- 
is,  one-by-one,  its  product  cate- 
i  have  been  commoditized  by  world 
ets.  The  company  has  responded  by 
ilidating  its  advertising,  package 
n  and  corporate  communication  into 
tral  department.  Unlike  many  com- 
s  of  its  size,  Conair  doesn't  use  out- 
'reative  services  in  the  United  States 
-oad.  The  60-person  in-house  design 
roduction  team  does  it  all. 


■eway' 


conair: 

ackaging  is  key  to  our  marketing  and 
J  lunication  mix.  We  are  consistent 
)-job,  country-to-country  and  mar- 

irket,"  says  Bob  Dixon,  vice  presi- 
Df  advertising  and  communication. 


All  digital  photography,  illustration, 
brochures,  spec  sheets,  video,  corporate 
and  sales  presentations,  box  design  and 
advertising  is  generated  in  Stamford,  then 
disseminated  throughout  the  world.  "We 
want  to  protect  and  enjoy  the  equities 
we've  built  into  our  brand  names,"  he  says. 

Until  this  year,  the  company,  which 
manufactures  90  percent  of  its  goods  out- 
side the  United  States,  used  express-mail 
service  to  transport  the  CD-ROMs-each 
containing  thousands  of  media  images- 
around  the  world.  Recently,  it  made  Web- 
based  distribution  the  standard.  All  media 
elements  and  marketing  documents  are 
stored  on  a  server  in  Stamford,  and  the 
assets  are  managed  by  a  Canto  Software 
system.  Conair's  creative  personnel  in 
Stamford  access  the  server  directly  through 
the  company  network.  Remote  offices  use 
a  Web  browser  and  password  to  retrieve 
the  material  from  anywhere  in  the  world. 

The  system  greatly  reduces  the  time 
need  to  prepare  and  distribute  new  adver- 
tising and  product  design,  says  Dixon.  It 
also  ensures  that  all  media  remain  consis- 
tent throughout  the  company's  global 
trading  areas.  "Not  long  ago,  creative  ser- 
vices [at  Conair]  was  seen  as  a  money- 
sucking  expense  Today,  we  are  routinely 
included  m  company  strategy  meetings 
and  customer  he  says. 

The  globally  accessible  asset-manage- 
ment system,  Dixon  adds,  gives  Conair 
"greater  tactic  il  strikii  i  power.  We  can 
deliver  bt  ith  greater  speed." 

Imji|r\  courtly  of  Conur 
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bits  and  bytes,  floppies  are  a  severe  bot- 
tleneck for  moving  visuals.  CD-ROMs, 
with  650  megabytes  of  storage,  quickly 
became  a  standard  storage  and  trans- 
port medium  that  could  be  read  by 
almost  every  computer.  Traveling  the 
world  armed  with  highly  visual  laptop 
presentations,  road  warriors  often  leave 
CD-ROMs  for  clients. 

Greg  Ingram,  a  sales  veteran 
and  the  regional  vice  president  of 
SunAmerica  Asset  Management, 
works  out  of  Portland,  Oregon,  but 
routinely  hits  the  road  armed  with  a 
Dell  laptop,  an  InFocus  projector,  a 
Kodak  digital  camera,  a  portable 
printer,  a  cell  phone  and  a  Palm  Pilot. 
Ingram,  40,  feels  he  is  out  in  front  of 
most  of  his  peers  when  it  comes  to 
visual  presentation,  but  he  acknowl- 
edges that  his  competitors  are  catch- 
ing up  fast.  The  value  of  visuals  is 


MASSAGING  A  MEGA-MERGER 
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GTE  &  Bell  Atlantic 
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their  ability  to  communicate  quickly 
and  to  a  broad  audience,  he  says. 
"Most  people  are  very  visually  orient- 
ed these  days,"  he  says.  "That's  how 
our  society  is  going.  It's  how  we  re- 
spond to  marketing.  I  have  a  limited 
amount  of  time  and  have  to  get  my 
points  across  very  quickly." 

Ingram  recently  assembled  a  sales 
presentation  using  parts  of  a  J. P. 
Morgan  presentation,  excerpts  from 
The  Wall  Street  Journal,  clips  from 
Barron's,  and  a  variety  of  other 
sources.  "It  used  to  take  days  to  pull  it 
all  together,"  he  says.  "Now  I  cut, 
paste  and  create  graphics  in  minutes.  I 
have  become  a  student  of  visual  com- 
munications." 

The  next  storage  format  to  watch  is 


Like  most  large-scale  mergers,  the  pend- 
ing alliance  between  Bell  Atlantic  and 
GTE  Corporation  is  complex  and  arcane. 
Anyone  who  isn't  very  familiar^with  the 
activities  and  inner  workings  of  the  two 
companies  would  have  trouble  fully 
understanding  the  merger  or  its  antici- 
pated outcome.  Nevertheless,  because  a 
non-vote  is  counted  as  a  "no,"  getting 
shareholders  to  vote  is  critical. 

The  merging  companies  took  a  stab  at 
making  the  complex  comprehensible  by 
setting  up  a  merger  portal  on  the  Web  at 
www.mergerinfo.com.  "We  wanted  people 
to  understand  what  the  merger  means  and 
why  it  is  a  good  deal,"  says  Jonathan  Segal, 
manager  of  corporate  interactive  media  for 
GTE  in  Irving,  Texas.  "We  wanted  to  educate 
people  and  prompt  them  to  participate." 
Assuming  that  some  shareholders 
might  not  be  familiar  with  Web-based 
|    information,  the  site  was  designed  for 
simple  navigation.  A  minimal  amount  of 
text  appears  on  each  page.  Visitors  are 
not  flooded  with  data,  notes  Segal.  Ra- 
ther, the  site  invites  them  to  explore  and 
learn  more  about  the  merger  at  their 
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"The  eyes  believe 

themselves; 
the  ears  believe 
other  people." 

—German  proverb 


own  pace  and  comprehension  level. 

The  underlying  message  of  the  porta 
is  that  the  two  companies  were  made  fol 
each  other  and  that  the  merger  will  cre-l 
ate  a  new  and  exciting  business  entity. 
This  is  underscored  by  the  visual  inter- 
connection between  the  companies  and 
by  the  more  subtle  fact  that  the  URL  for 
the  merger  information  portal  does  not 
bear  the  address  of  either  company. 

The  site  features  custom-designed 
graphics  that  depict  the  benefits  of  a  sym 
biotic  and  friendly  merger.  Charts  and  mai 
are  used  to  illustrate  before-and-aftersce 
narios  for  such  things  as  geographic  distri 
bution,  employee  head  count  and  service 
offerings.  Central  to  the  information  site  ii 
an  interactive  brochure  that  is  assembled 
using  software  called  Macromedia  Flash, 
which  converts  static  text  into  engaging 
animation.  According  to  Segal,  the 
brochure  is  one  of  the  most  frequently  vis- 
ited areas  of  the  site.  "The  combination  of 
visual  communications  and  interactivity 
changes  the  way  you  relate  to  the  content 
and  information,"  says  Segal.   ' 

The  merger  portal  was  promoted  in 
most  or  all  of  the  print  advertising  tar- 
geted at  shareholders,  employees  and  the 
financial  community  before  voting  began 
At  the  height  of  the  voting  activity,  Segal  (lStg| 
reports,  the  site  was  receiving  10,000  vis- 
itors per  week. 
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DVD.  Consumer  DVD  and  its  co 
puter-based  cousin  DVD-ROM,  i 
experiencing  a  faster  rate  of  adopti 
than  that  of  CD-ROM.  With  a  capac 
of  4.7  gigabytes  to  17  gigabytes,  DV 
are  driven  in  large  part  by  their  abi 
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Actually, 


it's  a  way  for  your 
entire  team  to  work 
together,  in  real  time, 
wherever  they  are. 


/vStation".  One  of  the  new  tools  for  e- Meetings. 


in  I)  videoconferencing  isn't  a  luxury  item  anymore.  Thanks  to  Polycom's  ViewStation,  it's  an  affordable,  essential  business 
oj  pat's  perfect  for  gaining  a  competitive  edge  in  today's  global  marketplace. 

station's  integrated  presentation  capabilities  mean  you're  not  just  Meeting  on-screen.  You're  sharing  presentations  and  data 
ly  with  co-workers  and  customers  in  remote  offices.  When  you  use  ViewStation  together  with  Polycom's  Stream  Station '", 
oi|in  also  stream  and  record  all  your  media  content  over  the  Web. 

3olycom  adds  its  market-leading  audio  technology,  complete  with  single  or  dual  microphones,  for  a  system  that  delivers 
num  sound  clarity  to  any  size  meeting  —  from  large  conference  rooms  to  smaller  breakout  rooms  to  individual  offices. 

imitation  takes  up  space  about  the  size  of  this  page  and  sits  conveniently  on  top  of  any  size  television  monitor.  It's  convenient, 
nely  easy  to  use,  and  costs  a  fraction  of  the  price  of  other  high-end  group  videoconferencing  systems. 

:all  this  new  way  of  work  e-Meetings.  And  from  now  on,  things  will  never  be  the  same. 

From  now  on,  any  team,  in  any  company  anywhere,  can  run  more  effective  meetings  with  this  easy-to-use,  plug-and- 
play  system  that  can  be  set  up  in  minutes.  ViewStation  is  a  clear-as-life  videoconferencing  tool,  starting  as  low 

ras  $3,999.' 
Call  toll-free  1-877-POLYCOM  ext.  204  for  all  the  features,  facts,  and  benefits  of  using  ViewStation  in  your 
'"     organization  today.  For  international  inquii  408-526-9000,  ext.  6951. 
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to  store  and  play  two  or  more 
hours  of  high-quality  digital 
video.  Some  industry  analysts 
expect  that,  by  the  end  of  this 
year,  40  million  DVD-ROM  dri- 
ves will  have  been  installed  in 
computers.  According  to  Cam- 
bridge Associates,  a  research 
company  in  Stam- 
ford, Connecticut, 
about  85  million 
DVD-ROMs  will  be 
replicated  in  2000 — a 
giant  leap  from  last 
year's  9  million. 

As  CD-ROMs  and 
DVDs  have  emerged 
as  key  storage  and 
transport  media 
computer-based 
video  standards  have 


TRAVELING  IN  LAPTOP  LUXURY 


While  on  the  road,  Annette  Kishon-Pines 
usually  delivers  three  or  four  audiovisual 
presentations  per  day.  Selling  her 
product-luxury  train  travel  and  cruises- 
requires  the  use  of  high-quality  visual 
images.  If  clients  can't  see  what 


SI 


a  VENICE 

simplots 
IENT-EXPRESS 


W 


steadily  improved  and  expanded. 
Apple  Computer  began  offering 
jerky,  postage-stamp-size  video  in 
the  early  '90s  with  its  QuickTime 
technology,  which  today  offers 
VCR-  and  higher-quality  video. 
Apple  estimates  that  QuickTime 
has  been  installed  on  more  than 
100  million  computers.  The  latest 
version,  4.0,  has  been  downloaded 
from  Apple's  Web  site  more  than 
8  million  times  since  its  release 
earlier  this  year.  Microsoft's  Video 
for  Windows  (AVI)  format  and  the 
evolving  MPEG  standard  (DVD 
uses  the  MPEG-2  format)  are  also 
expanding  the  reach  of  digital 
video. 


The  eye  is  blind  if 
the  mind  is  absent." 

—Italian  proverb 


Kishon-Pines  is  offering,  they  don't  buy. 

Until  this  year,  Kishon-Pines  would  set 
out  from  her  New  York  City  office  armed 
with  a  slide  show  of  1 20  images,  her  own 
slide  projector,  a  set  of  videotapes  and  a 
VCR.  She  customized  individual  presenta- 
tions by  selecting  and  rearranging  the 
slides  or  by  fast-forwarding  the  videos. 
If  a  client  made  an  unanticipated  request, 
Kishon-Pines  could  do  little  except  describe 
what  the  client  could  not  see. 

Today,  the  representative  for  London- 
based  Orient-Express  Trains  ft  Cruises 
travels  with  a  Sony  laptop  computer  and 


Proxima  data/video  projector.  Her  entire 
library  of  1 60  images  and  hours  of  video 
exists  in  digital  form  on  the  laptop.  A  spe- 
cialized interface  lets  her  customize  each 
presentation  only  minutes  in  advance. 
Interactive  features  let  her  jump  around 
within  the  presentation  to  emphasize 
certain  products  or  to  answer  questions. 
The  traveling  interactive  sales  program, 
which  contains  no  text-only  pictures- 
works  as  well  for  audiences  of  one  or  100, 
she  says.  "I  can  use  it  any  way  I  like.  I  used 
to  have  to  plan  in  advance.  Now  I  can  show 
them  what  I  want  to  show  them  when  I 
want  to  show  it." 

Kishon-Pines  had 
been  aware  of  laptop 
and  CD-ROM-based 
presentation  systems 
for  several  years,  but 
until  recently,  the  video 
display  standards  were 
not  up  to  the  quality 
standards  she  needs. 
"I'm  in  a  very  visual 
business.  I  sell  a  high- 
quality  product  with  a 
high-quality  reputation. 
I  have  to  have  a  presen- 
tation that  matches."  At 
one  point,  she  looked  at 
AVI  files  (Microsoft's 
video  format)  but  decid- 
ed that  their  quality  at 
full  screen  wasn't  good 
enough. 

The  current  presen- 
tations, developed  by  Interactive  Inc.  of 
Atlanta,  features  full-screen  MPEG-2 
video.  Kishon-Pines  says  she  resisted 
using  computer-based  presentation  until 
the  images  could  approximate  the  quality 
level  afforded  by  color  slides.  The  presen- 
tation runs  in  Microsoft  PowerPoint  but 
has  been  customized  to  allow  Kishon- 
Pines  to  make  changes  without  the  need 
to  learn  the  presentation  software.  "I  am 
not  a  technically  inclined  person,"  she 
admits.  "This  system  is  a  breeze.  And  it 
impresses  the  hell  out  of  everybody. 

Images  courtesy  of  Interactive  Inc. 
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Wired  Conversations 

Even  videoconferencing,  which  suf- 
fered a  slowdown  for  several  years, 
has  resumed  a  steady  growth  rate. 
The  resurgence  comes  from  new  tech- 
nology and  the  growing  recognition 
of  visual  communication's  positive 
impact  on  productivity.  Dedicated 
videoconferencing  systems  and  com- 
puter-based systems  are  widely  avail- 
able, but  many  lap- 
top and  desktop 
videoconferencing 
systems  lack  the 
fidelity  of  costly 
proprietary  ones. 
However,  as  band- 
width and  pro- 
cessing power  in- 
crease, the  quality 
gap  may  shrink. 
Microsoft's  Win- 
dows 95,  98,  98SE 
and  NT  operating  systems,  in  fact,  are 
already  equipped  to  handle  videocon- 
ferencing, though  Microsoft  acknow- 
ledges that  few  of  its  users  put  that 
feature  to  work. 

Executives  are  increasingly  de- 
manding that  moving  pictures — pre- 
produced  or  live — become  part  of 
business  com- 
munication, be- 
cause video  is 
about  as  close  as 
they  can  get  to  a 
face-to-face  con- 
versation, says 
Lee  Fehr,  presi- 
dent and  CEO  of 
Stratosphere 
Multimedia 
Corporation  in 
New  York  City. 

"People  become  more  efficient  in 
video  communication.  They  get  to  the 
point  more  quickly,"  says  Fehr,  whose 
company  specializes  in  integrating 
video-distribution  vehicles,  such  as 
satellites,  telephone  and  the  Internet, 
to  help  companies  communicate  their 
messages  farther,  faster  and  with 
greater  visual  impact.  Companies  that 
traditionally  have  seen  communica- 


LEAPING  INTO  ONLINE  LEARNING 


Even  the  powerful  accounting  and  consult- 
ing giant  Ernst  Et  Young  admits  that 
numbers  are  not  the  omnipotent  rulers  of 
commerce  that  they  once  were.  In  the 
emerging  knowledge  economy,  universal 
connectivity  and  media-rich  communica- 
tion are  every  bit  as  important  as  number 
crunching.  Technology's  role  is  as  much  to 
make  the  information  compelling  as  it  is  to 

gather  and 
IB    distill  it,  says 
Robert  Dean, 
director  of 
learning 
innovation 
for  Ernst  ft 
Young  in 
New  York 
City. 


Dean  is 
part  of  the 
team  that  is 
spearheading 
the  company's 
efforts  to  har- 
ness Internet- 
based  visual 
and  audio 
communica- 
tion to  help 
the  28,000- 
person  company  maintain  peak  perfor- 
mance levels  in  a  constantly  and  increas- 
ingly changing  environment.  As  part  of 
the  Learning  Environment  to  Accelerate 
Performance  (LEAP)  program  at  Ernst  Et 


tion  technology  as  a  path  to  efficiency 
are  beginning  to  see  it  as  a  strategic 
opportunity,  as  well,  he  says. 


Young,  Dean  oversees  the  implementa- 
tion of  new  distance  learning  and  train 
ing  technology. 

"Up  to  now,  the  language  of  our  busi 
ness  has  been  numbers  and  words,"  says 
Dean.  "As  we  look  to  the  next  century,  it's 
imperative  that  we  be  able  to  communi- 
cate in  a  way  that  leverages  images  and 
sounds." 

Three  years  ago,  Ernst  Et  Young 
began  its  distance  learning  programs 
using  satellite  communications,  then 
videoconferencing.  Both  delivery  vehi- 
cles are  still  in  use.  "We  thought  we 
were  doing  great,  because  we  cut  dowi 
on  the  need  for  travel,"  says  Dean.  But 
professionals  wanted  training  to  be 
more  frequent,  more  interactive  and  at 
their  desktops. 

To  keep  its  thousands  of 
mobile  professionals  up  to  speec 
the  LEAP  program  uses  online 
interactive  lessons  combined  wi 
real-time  presentations  to  delive 
business  communication,  techni 
cal  training  and  product  briefing 
Based  on  Netpodium  softwai 
the  LEAP  system  allows  one  or 
more  content  experts  to  deliver 
slide-show-style  presentations, 
take  polls  and  field  questions  ov 
the  network.  The  LEAP  system  also  strear 
video  and  audio.  Audience  members  join 
the  presentations  from  any  computer  th. 
has  a  network  connection,  a  Web  browse 
and  a  streaming-media  player.  During  th1 
past  year,  the  company  has  been  doing 
weekly  Web  presentations.  So  far  about 
5,000  Ernst  and  Young  employees  have 
been  involved. 

From  his  office  in  New  York,  Dean 
recently  delivered  a  presentation  to  an 
audience  in  Florida.  The  nine-minute 
presentation  generated  90  questions 
from  the  audience,  all  of  which  were 
answered  by  Dean's  support  team  durin 
the  presentation. 

Images  courtesy  of  Ernst  ft  Yoi  > 
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Industry  analysts  predict  tha' 
won't  be  long  until  virtually  all  bi 
nesspeople  have  videoconferenc 
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It's  hard  not  to  brag.  Not  when  you've  got  a 
family  as  bright  and  good  looking  as  ours!   Meet  the 
newest  members.  The  super  bright  Notevision6,  with 
the  brightest  image  in  its  class.  And  the  ultra-compact 
digital  Notevision7,  our  lightest  Notevision  ever. 

Along  with  the  high  brightness  "Thanks 
Notevision2.  the  presenter  friendly  Notevision5.  and 
Conference  Series  XG-E3500U.    NoteVJSIOn! 
there's  a  Sharp  projector  for  your  every  need 

What  could  be  more  attractive?  Now  you  can  win 
a  member  of  our  extended  family  -  The  ultra-thin 
Sharp  Actius  notebook  -  Simply  get  a  Notevision  demo 
from  your  local  authorized  dealer. 
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FROM      SHARP      MINOS 

COME      SHARP      PRODUCTS 


www.SharpLCD.com 
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capabilities  at  their  fingertips.  Ac- 
cording to  Gerry  Purdy,  president 
and  CEO  of  the  research  firm  Mobile 
Insights  in  Mountain  View,  Cali- 
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FILLING  THE  CHANNEL  WITH  IMAGES 


"We  see  things 

not  as  they  are  but 


rr 


as  we  are. 

—Author  unkown 


fornia,  nearly  all  notebook-computer 
vendors  are  planning  to  build  color 
video  cameras  into  their  products  in 
the  near  future. 

The  recent  surge  in  videoconferenc- 
ing has  occurred  in  lockstep  with  the 
growth  in  remote,  electronically  en- 
abled meetings,  says  Michael 
Begeman,  manager  of  the  3M  Meeting 
Network,  a  division  of  3M  that  studies 
meeting  dynamics.  According  to  a  3M 
study,  in  the  last  10  years,  the  number 
of  meetings  involving  people  in  multi- 
ple locations  has  increased  by  300  per- 
cent. A  decade  ago,  7  percent  of  meet- 
ings involved  distributed  participants. 
Three  years  ago  the  figure  was  15  per- 
cent. In  1999,  the  estimate  is  27  percent. 

It  is  important  to  realize  that  the 
rate  doubled  over  seven  years,  then 
doubled  again  over  the  most  recent 


The  market  for  proprietary  videoconfer- 
encing systems  is  under  pressure. 
Internet-based  technology,  though  not 
yet  comparable  to  proprietary  systems,  is 
threatening  the  business  by  being  part  of 
products  that  are  cheaper  and  easier  to 
implement.  In  recent  years,  PictureTel 
Corporation  in  Andover,  Massachusetts, 
has  seen  its  business  prospects  fade  in 
and  out  of  focus,  but  the  quality  and 
effectiveness  of  its  videoconferencing 
products  remain  unchallenged.  Even 
though  the  company  has  a  strong  story 
to  tell,  it  is  fighting  a  flood  of  misinfor- 
mation and  customer  confusion. 

In  an  effort  to  maintain 
its  image  and  clarify  the 
advantages  of  its  products, 
PictureTel  developed 
CD-ROMs  of  information  for 
widespread  distribution  to 
its  worldwide  sales-channel 
partners.  Eighty  percent  of 
the  company's  videoconfer- 


In  addition,  the  CD-ROMs,  created  by 
Quantic  Communications  of  Andover, 
Massachusetts,  are  used  to  teach  prosper 
tive  and  existing  customers  how  to  proper 
implement  the  videoconferencing  systems 
for  their  specific  industries.  The  discs 
extend  the  expertise  of  PictureTel's  mar- 
keters to  the  buyers  and  sellers,  says  Tony 
DeFrancesco,  the  company's  health-care 
marketing  manager.  "Only  a  handful  of  us 
completely  understand  the  use  of  video- 
conferencing in  the  health-care  field,"  he 
explains. 

'The  need  for  this  sort  of  visual-com- 
munications support  has  always  been 


t  ..innovative 
solutions 


INTERACTIVE  VIDEO 


TELECONSULTATIONS 


ACCESS  TO  SPECIALISTS 


PHYSICIAN  COLLABORA 
PATIENT  RECORD  TRANS 


three  years,  says  Begeman.  There  is  no 
question,  he  adds,  that  videoconferenc- 
ing, in  which  participants  see  each 
other,  and  dataconferencing,  which  lets 


encing  systems  are  sold  through 
partners  in  industries  such  as 
finance,  health  and  education. 
The  discs  contain  customer 
profiles,  market  data,  case  stud- 
ies, white  papers,  video  clips, 
press  releases,  advertising  art- 
work, a  PowerPoint  presentation 
^^_  and  other  sales  tools.  The  materi- 
^^™  als  are  designed  to  clearly  and 
visually  present  the  PictureTel  corporate 
identity  and  distinguish  its  products  from 
the  competition. 


there,"  says  DeFrancesco,  but  it 
has  become  highly  critical  only 
in  the  last  18  months  or  so."  In 
the  last  year  or  two,  we  have 
created  so  much  collateral 
material  that  we  needed  a  way 
for  our  channel  partners  to 
access  it  all  in  one  place,"  he 
explains.  Not  long  ago,  this 
would  not  have  been  possible,  he  adds,  bu^ri ... 
today  it  can  be  safely  assumed  that  the 
channel-partner  sales  teams  have  laptops 
with  CD-ROM  drives. 

DeFrancesco  expects  only  about  a 
1 2-month  shelf  life  for  the  health  care  ] 
and  other  industry  sector  CD-ROMs.  The 
next  step  will  be  to  use  the  Web  as  a  dis 
tribution  medium.  Beyond  that,  he  says,j 
it  is  difficult  to  say  what  the  system  will 
look  like.  The  picture  is  changing  far  tool 
quickly  to  predict. 

Images  courtesy  of  Quantic  Communicatioj 
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iducing  the  MultiSync*  Go!"  Series.  Meet  the  new  super-light, 
i-compact  notebook  projectors  from  NEC  Technologies. 


y  deliver  the  features  and  performance  of  projectors  twice        the  multisync 


m-.ojmm. 


THE  MULTISYNC  'IMC* 


r  size  and  weight.  Get  up  to  800  ANSI  lumens  of  brightness.  AutoSense "  technology  for  true  plug-and- 
ect  ease.  And  the  Go!  Series  is  backed  by  the  industry's  best  service  and  support,  so  you'll  never  be 
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when  you're  on  the  run  Now,  wherever  you  present,  you're  good  to  Go! 


For  a  free  demo,  call  (800)  NEC-INFO  or  visit  http://go.nectech.com 
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participants  share  visual  information 
electronically,  make  meetings  more 
dynamic  and  pro- 
ductive. At  some 
level  everyone 
understands  that 
being  able  to  see 
what  is  being  dis- 
cussed has  an 
enormous  produc- 
tivity potential.  "If 


STORYTELLING  IN  THE  INSURANCE  FIELD 


The  products  sold 
by  the  more  than 
8,000  insurance 
agents  represent- 
ng  New  York 
Life  Insurance 
Company  can't 
be  parked  in  cus- 
tomers' garages  or 
displayed  on  their 
mantelpieces.  The 
agents  sell  intan- 
gible promises  of  future  benefits.  To  make 
a  sale,  they  must  turn  the  guarantees  into 
tangible  realities,  says  Tom  Shea,  vice 
president.  The  best  way  to  reach  people 


audio  were  good  enough,  we 
would  not  see  the  tremendous 
increases  in  the  sale  of  visual 
tools,"  he  says. 

Microsoft  estimates  that 
between  40  and  50  of  the 
largest  U.S.  corporations  al- 
ready have  implemented  some 
form  of  its  NetMeeting  soft- 
ware. Part  of  the  Windows  95, 
98,  98SE  and  NT  operating  sys- 
tem, and  accessible  through  a 
toolbar  in  the  Office  2000  suite, 
the  program  allows  users  to 
easily  share  documents, 
spreadsheets,  pictures  and  pre- 
sentations, and  see  the  same 
data  on  different  remote  com- 
puters during  a  teleconference. 

NetMeeting  adds  the  visual  element 
that  teleconferencing  lacks,  says  Tom 
Laemmel,  Windows  product  manager 
at  Microsoft.  Data  collaboration,  he 
adds,  is  a  highly  productive  tool,  as 
well.  It  allows  work  to  be  done  during 
the  meeting,  so  participants  don't  need 
to  leave,  develop  materials,  then  re- 
assemble for  another  meeting. 

Presenting  on  the  Net 

Nowhere  is  the  reach  or  power  of  visual 
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"The  eye  is  Small, 

yet  it  sees  the 

Whole  world." 

—Yiddish  proverb 


with  the  message  behind  insurance  prod- 
ucts is  by  telling  them  stories,  adds  Shea, 
who  is  responsible  for  seeing  that  the 
field  sales  force  has  the  tools  and  training 
to  tell  their  stories  effectively. 


business  communications  more  evident 
than  on  the  World  Wide  Web.  With 
power  and  impact  that  cannot  be  over- 
stated, the  Web  is  rapidly  becoming  the 
business-communication  backbone.  It  is 
destined  to  completely  reshape  busi- 


Like  many  companies,  New  York  Life 
relies  increasingly  on  technology  to 
reach  out  to  its  regional  offices  and 
agents.  On  the  road  most  of  the  year, 
trainers  are  equipped  with  a  complete 
multimedia  presentation  that  runs  on 
Compaq  Armada  computers.  With  graph 
ics  and  video,  the  trainers  keep  agents  u 
to  date  on  new  products  and  regulation 
"The  training  is  highly  visual.  We've  gom 
from  almost  all  words  to  almost  all 
graphics,"  says  Tom  Flournoy,  a  veteran 
road  warrior  who  oversees  New  York 
Life's  field  training  and  agent  consulting 

The  field  agents  are  furnished  with  CD 
ROMs,  which  contain  manuals  and  policy 
forms,  as  well  as  other  tools  that  let 
agents  conduct  a  sales  session  with  client 
in  their  homes  or  offices.  Charts  and 
graphs  generated  by  presentation  module: 
let  the  agents  build  scenarios  and  demon- 
strate the  outcome  of  various  decisions. 
"The  visuals  allow  for  a  more  personal  dis- 
cussion, rather  than  just  a  talking-head 
sales  presentation,"  says  Shea.  "These  tool 
carry  the  story  to  the  customer,  in  a  graph 
ical  way  that  numbers  can't.  An  agent 
with  an  interactive  laptop  presentation 
has  far  greater  impact  than  if  the  agent 
leaves  and  comes  back  with  a  set  of  num- 
bers," he  says. 

Continuing  its  efforts  to  reach  out  to 
the  field  agents,  New  York  Life  has  begun 
letting  agents  access  its  intranet.  Agents 
can  go  online  during  or  after  a  sales  call 
to  find  the  latest  policy  information  and 
current  client  data.  Eventually,  says  Shea, 
all  of  the  company's  visual-communica- 
tion materials,  including  video,  will  be 
accessible  via  the  Web,  allowing  the  visu 
al  storytelling  process  to  begin  with  the 
agents  and  to  carry  all  the  way  through 
to  the  customers. 
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Images  courtesy  of  New  York  Life  Insurance  Com 
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ness  collaboration,  just  as  it  is  doing 
the  world  of  commerce.  In  fact,  the  h 
go  hand  in  hand. 

The  Web  is  essentially  a  gigar 
visual  network,  powered  by  2.8 
lion  servers  that  are  home  to  app: 


Business    Week/August    30,    1999 


roducing  the  powerfully  featured  ultra-compact,  ultra-light,  and  amazingly  thin 
PLUS®  U2-I080  XGA  (800  ANSI  lumens)  and 
PLUS®  U2-870  SVGA  (700  ANSI  lumens)  Digital  Projectors. 


TRUE  XCTTl024x  7&B7HBDLUTION 

800  ANSI  LUMENS  OF  BRIGHTNESS 

5.7  POUNDS  OF  LIGHTNESS 

2.28   (58mm)THIN  PROFILE 

500:1    CONTRAST  RATIO 

ENHANCED  PLUS  OPTICAL  ENGINE 

ADVANCED  COMPRESSION  TECHNOLOGY 

DIGITAL  KEYSTONE  CORRECTION 
AUTOMATIC  ADJUSTMENT  SET  UP 
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Never  has  so  much  been  loaded  into  something 
so  compact,  so  light,  so  thin  and  oh  so  mobile. 


I  feel  thinner 
already! 
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1(888)TRY-PLUS 
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corporation  lwww.plus-america.com 
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mately  800  million  pages.  The  majori- 
ty of  pages  contain  some  form  of 
graphical  communication,  and  page 
elements  range  from  simple  buttons, 
still  graphics  and  text  to  dynamic  con- 
tent such  as  video,  audio  and  anima- 
tion. According  to  IntelliQuest  Re- 
search, more  than  83  million  adults 
aged  16  or  older,  or  40  percent  of  the 
U.S.  population,  access  the  Internet — 
up  from  66  million  adults  during  the 
same  quarter  in  1998.  Another  41 
million  say  they  plan  to  go  online  in 
the  near  future.  A  study  by  the 
research  company  Computer 
Economics  finds  that  37  percent  of 
business  organizations  already  have 
some  form  of  Web-based  business 
operation  in  place;  another  47  per- 
cent plan  are  planning  to  implement 
one  in  the  near  future. 

"The  Web  is  very  visual,"  says 
Nicole  Vanderbilt,  senior  analyst  at 
Jupiter  Communications,  a  Web- 
research  firm  in  New  York  City. 
There  is  a  tendency  to  distinguish 
between  e-commerce  and  business 
communication,  but  at  the  core  they 
are  the  same  thing,  she  says.  Web- 
based  communication  with  customers 
and  partners,  as  well  as  communica- 
tion within  an  organization,  is  being 
driven  by  the  Web's  astounding  reach 
and  speed  of  delivery. 

The  Web  is  raising  the  standard  for 
visual  communication,  says  Roz  Ho, 
product  planning  manager  for 
Microsoft.  "The  people  in  our  focus 
groups  are  excited  about  the  visual 
communications  potential  of  the 
Web,"  she  continues.  "It  gives  them 
the  means  to  communicate  in  ways 
never  possible  before." 

Die  I  ivirifj  Network 

The  latest  and  most  talked  about 
visual  communications  technology  to 
hit  the  Internet  is  streaming  video. 
Audio  has  been  streaming  for  several 
years  and  is  already  commonplace, 
but  streaming  video  is  more  recent — 
and  holds  even  greater  promise.  To 
be  streamed,  video  and  audio  must 
be   compressed,    then   placed   on 


servers  to  be  accessed  in  real  time  by 
anyone  with  the  appropriate  media- 
playing  software. 

Because  of  streaming  media's 
tremendous  potential  to  bring  televi- 
sion-like programming  to  the  Internet, 
companies  that  develop  the  technology 
are  the  darlings  of  Wall  Street  these 
days.  But  the  frenzied  enthusiasm  is 
justified.  The  current  developments  in 
streaming  media  presage  a  time  when 


"You  can't  depend  on 
your  eyes  WnCII  your 
imagination  is  Ollt  of 

focus." 

—Mark  Twain 


the  Internet  will,  in  effect,  merge  with 
television,  and  all  of  our  assumptions 
about  broadcast  and  computer  commu- 
nications will  change  forever. 

"We  will  experience  a  whole  new 
way  to  coexist  with  information. 
It  will  be  a  new  social  experience," 
says  Frank  Casanova,  director  of 
Apple's  QuickTime  product  market- 
ing. "We  are  already  seeing  it  on  the 
business  side." 

RealNetworks,  a  major  catalyst  in 
streaming  technology's  rise,  estimates 
that  its  media  player  has  been  regis- 
tered by  more  than  65  million  users. 
As  many  as  500,000  Web  sites  now 
broadcast  RealAudio  and  RealVideo 
content,  according  to  Len  Jordan, 
senior  vice  president  of  media  systems 
at  the  Seattle  company.  One  quarter  of 
the  top  2,000  companies  in  the  world 
are  using  RealMedia  for  some  form  of 
internal  communication,  training  or 
Web  broadcasting,  Jordan  says. 

Eventually,  streaming  media  will 
be  part  of  every  business-communica- 
tion application,  says  RealNetworks' 
Jordan.  "One  day  soon,  we  will  all  be 


producers  of  video  and  audio  cM 
munications,"  he  predicts. 

Not  to  be  outdone  in  the  raal 
bring  streaming  media  to  the  mas« 
Microsoft  has  developed  a  compli 
suite  of  tools,  Windows  Mel 
Technologies,  for  creating,  editing 
distributing  streaming  media.  Becj 
of  restricted  bandwidth,  stream 
video  is  not  yet  widespread  in 
general  Internet  market,  says  G 
Schare,  lead  product  manager 
Windows  Media  at  Microsoft.  " 
inside  the  corporate  firewall,  tl 
is  plenty  of  bandwidth,  and  con- 
nies  are  already  finding  a  variet 
applications  for  streaming  med 
he  says.  The  key  applications  so 
are  corporate  communications 
online  training. 

Looking  for  the  Link 

Whatever  the  technology,  vis 
communication  is  at  the  core  of 
human  social,  political  and  € 
nomic  experience.  We  live  in  a  : 
it-to-believe-it  world.  Commerce  ; 
human  socialization  depend  on 
transmission  of  information  ; 
ideas,  and,  in  most  cases,  visual  c< 
munication  is  far  and  away  the  n 
common  and  most  effective  waj 
achieve  them. 

It  is  debatable  whether  our  te  y,:c. 
noloey  will  ever  afford  us  the  cc 
munication  miracle  of  an  electroni 
ly  re-created,  face-to-face  convei "" 
tion  that  looks  and  feels  exactly   C :■■": 
an  in-the-flesh  experience.  We  n  %■■ .. 
never  master  cyber-meetings  that 
indistinguishable  from  the  real  thi^* 
yet  it  is  certain  that  we  will  not  sLM 
trying.  For  businesses  and  busin< 
people,  the  Holy  Grail  of  commun  ^ 
tion  will  always  be — as  it  always 
been — connecting   in   a   way  t 
makes  others  say,  "Aha!  1  see!" 
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Robert  L  Lindstrom  is  president  of  C60  C 
munications,  executive  director  of  the  Dii 
Exploration  Society  and  the  author  of 
Business  Week  Guide  to  Multimedia  Prese 
tions.  You  can  reach  him  at  rlindstroi 
digitalexplorers.com. 
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If  business  is  war,  we've  just  turned  Windows  \  I 
into  a  graphically  superior 


V.,'- 


I.JIK 


^e 


ink 


ical  anj 
>b 
ommaq 
epend 


4  us  tin 


I  years,  leading  companies  have  relied  on  high- 

•-formance  visual  computing  solutions  from  SGI 

gam  a  competitive  advantage.  In  fact,  SGI's 

utions  are  the  weapon  of  choice  for  some 

the  world's  most  visually 

nanding  tasks,  including 

omotive  3D  modeljng, 

ematic  special  effects,  even  flight 

julation  for  fighter  pilots.  Now  our  new  line  of  visual 

rkstations  lets  you  harness  SGI  visual  firepower  on  the 

ndows  NT  platform.  Featuring  our  Integrated  Visual  Computing 
)  architecture  with  the  Cobalt'"  graphics  chipset,  these 
cf  \\eff  akthrough  machines  move  graphics  data  six  times  faster  than 
other  PC  workstations — helping  you  increase 
productivity  and  improve  your  bottom  line.  Best 
of  all.  pricing  starts  at  just  $3,449,  allowing  you  to 
bring  the  visual  computing  power  of  SGI  to  your 
company  without  declaring  war  on  your  budget. 


, 


To  get  non,  find  a  local  reseller  or  to  order,  call  I  888 

For  More  Information  Circle 


Silicon  Graphics    320 $3,449 

•  450/VIHz  processor  standard 
(supports  up  to  two  Inter5  Pentium1  ///  550MHz  processors) 

•  SGI  Integrated  Visual  Computing  (NQ  architecture  with  Cobalt"  graphics  chipset 

•  128MB  ECC  SDRAM  (expandable  to  IGB) 

•  jB  Ultra  ATA  (expandable  to  28GB  of  storage)  or  opoonal  Utra2  S 

•  Integrated  101 100  Fast  Ethernet,  IEEE- 1 394:  pc  -  SB  video  and  audio  ports 
•Microsoft1  Windows  NT1  Workstation  4.0 

•Add  the  17.3"  Silicon  Graphics*  I600SW  digital  flat  pone 
for  only  $2 


SGI-9369  or  visit  us  at  www.sgi.com/go/visual 
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Canon  Takes  Presentation  Technoloj 
From  The  Dark  Ages  To  The  Digital  Ag 
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The  way  it  was. 
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DZ-3600U 

Digital  Document 

Camera 


LV -Series 
Optically-Advancetji 
XGA  Projector    I 
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Digital  Overhead  Presentations  With  1900x1424 
Pixel  Resolution:  A  Canon-Quality  First. 

Sable  o  ly  from  Canon,  Digital  Overhead  Presentations 
(OHP)  combines  the  first  affordable  hi-resolut,on  Digital 
Document  Camera,  with  Canon's  0Ptlca^ad^eqdma|l 
LV-series  projector  to  let  you  capture  and  present  small 
text  and  tiny  detail  like  never  before. 

Patented  Technology  Means  Breakthrough  Pricing. 

tSpaled  Pa™lel  Plate  Variable  Refrain  Optical 
llSm'  available  only  in  our  DZ-3600U  Digital  Document 
CameVa  is  a  unique  technology  that  ajows  one  CCD  to 
giveWthe  quality  of  nine,  without  the  high  cost. 


OHP   I 


PowerPoint    h  a  reg 


registered  trademark  of  Microsoft. 


For  More  Information 


Enhance  Your  PowerPoint  Presentations.  j 

Withh  seconds,  Digital  OHP  allows  you  to  access  crisp      , 
edible  detail  from  documents,  charts,  graphs, 
^cts  and  integrate  them  into  your  PowerPoint 
presentation  for  maximum  flexibility. 

The  Missing  Link  To  Videoconferencing.    ^ 

Unlike  conventional  document  cameras.  Dimt 

optimizes  your  videoconferencing  system  i 

toshare  full  document  text  and  detailed  images  much 

like  vou  would  during  a  face-to-face  meeting. 

For  more  information,  call  (516)  328-5960  E-mail  us  at       ( 

vcsd@cusa.canon.com  Webs,te:  Www.d,g,talohp.com 

Canoij 

Visual  Communication  Systems  Dmsio 

Conon  is  c  registered  .rework  of  Canon,  Inc.   ©1999  Conon  USA 

:/e  Free  Product  Info  No.  90 
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Think  You're  Covered 

Y(mr  policy  may  lapse  if  you  can't  pay  higher  premiums 


BY  MIKE  McNAMEE 

If  you  bought  life  insurance  in  the  1980s  or 
early  1990s,  your  mail  may  bring  you  un- 
pleasant news:  Your  policy  may  be  about  to 
implode.  A  spell  of  low  interest  rates  has 
undermined  millions  of  cash-value  life  in- 
surance policies  sold  when  rates  were  at 
historic  double-digit  highs.  Insurers  de- 
signed these  policies  around  the  promise  that 
healthy   investment    earnings   could    reduce,   or 

eventually  eliminate,  the  premiums  policyholders 

had  to  pay. 

Hut    as   rail's    tell,   insurers' 
investment     let  urns    couldn't 
keep  up   with   the   low  -premi- 
um promise.  The  result:   More  holders  are  get- 
ting notices  that   their  policies'  cash  valu. 
spiraling   downward,    forcing    heft]    boosts   in 

costs.  "I've  Been  premiums  double,  triple,  even 
quadruple    it  all  depends  on  how   far  off  the 

mark  the  sales  presentation  was,"  sa\s  Stanley 

Margrave,  a  cert  died  financial  planner  ami  m 
Burance  consultant  with  ims/cpas  m  Riverside, 


Life  Insurance 


Calif.  The  alternative  to  paying  more:  Let  the 
policy  lapse — an  option  that  may  mean  going 
without  insurance  for  clients  whose  age  or  poor 
health  make  them  uninsurable. 

Given  those  ugly  choices,  it's  little  wonder 
lawyers  are  circling.  Class-actions  charging 
IVudential  Insurance  and  dozens  of  other  insurers 
with  misleading  sales  practices  have  already 
reaped  billions  of  dollars  in  damages — and  millions 
in  legal  fees.  The  biggest  suits  involved  so-called 
"vanishing  premium"  polities,  where  agents 
promised  that  high  investment 
returns  would  make  the  |M>licies 
self-funding  in  just  a  few  years. 
Most  of  those  cases  have  been 
settled,  and   policyholders  are  getting  notice  of 

their  awards,  which  at.'  usually  in  the  form  of  dis- 
counts on  new  policies. 

Imploding    policies    are    next,    says    Robert 

Scott,  a  Newport  Beach  (Calif.)  attorney  who 
chairs  the  American  Bar  \ssn.\-  life  insurance 

panel.  "The  insurance  industry  sold  these  poli- 
cies with  expectations  that  the  companies  now 
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HP  Vectra*  PCs  and  Windows  NT  Workstation. 

The  reliable  choice  for  business. 

You  count  on  your  computer  to  work  as  hard  as  you  do  - 
so  count  on  the  HP  Vectra  running  Windows  NT 
Workstation  -  the  most  reliable  Windows  operating 
system  available.'  Built  for  businesses  like  yours, 
HP  Vectras  are  specially  designed  to  maximize  the 
reliability  and  performance  of  Windows  NT.  So  make 
sure  your  next  HP  Vectra  has  Windows  NT  Workstation 
preinstalled  -  that  way  you  can  improve  productivity 
-  and  get  the  break  you  deserve. 
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computer? 


'finl  HEWLETT 
PACKARD 


www.hp.com/windows2000/desktop 
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Life  Insurance 


"The  insurance 
industry 
sold  these 
policies  with 
expectations 
that  the 
companies  now 
can't  meet" 


can't  meet,"  he  says.  "So  class  actions  are  pop- 
ping up." 

The  policies  most  likely  to  implode  are  those 
called  universal,  or  adjustable-premium,  life.  In- 
troduced in  1979,  universal  life  lets  a  customer 
vary  the  policy's  face  amount — the  death  benefit — 
and  the  premiums  paid.  Most  universal  life  buyers 
took  high  interest  rates  as  an  opportunity  to  buy 
more  insurance  for  less  cost,  paying  the  mini- 
mum premium  necessary,  based  on  rates  when 
they  bought  the  policy. 

Trouble  is,  those  low 
premiums  aren't  guaran- 
teed: If  the  insurer  suffers 
rising  mortality  costs  (the 
funds  needed  to  pay  death 
benefits),  or  falling  interest 
rates,  the  customer  may 
be  forced  to  pay  more 
premium  or  cut  the  death 
benefit.  Mortality  costs 
have  actually  trended 
down,  but  rates  have  fall- 
en faster:  10-year  Trea- 
sury notes,  a  proxy  for 
the  intermediate-term 
bonds  insurers  like  to 
hold,  averaged  13.91%  in 
1982  but  fell  to  8.55%  in 
1990.  They  now  yield 
about  5.8%.  Subtract  a 
few  points  for  expenses, 
and  insurers  are  earning 
little  more  than  the  3.5% 
to  4%  minimum  they 
guarantee  policyholders. 

How  do  you  know  what  your  insurer  is  paying? 
The  policy  itself  is  little  help:  Insurers  aren't  re- 
quired to  spell  out  how  they  compute  the  earnings 
they  credit  to  policyholders.  "Universal  life  should 
be  like  an  adjustable-rate  mortgage:  The  bank 
tells  you  how  it  computes  its  rate,  based  on  a 
published  index,"  says  Ronald  Parry,  an  attorney 
with  Arnzen,  Parry  &  Wentz  in  Covington,  Ky, 
who  is  pursuing  two  class  actions  over  imploding 
universal  life  policies.  But  insurance  "is  an  indus- 
try allergic  to  disclosure,"  says  Joseph  Belth,  pro- 
fessor emeritus  of  insurance  at  Indiana  Universi- 
ty. "Insurers  say  their  investment  returns  are 
trade  secrets." 

SIGNS  OF  TROUBLE.  If  you  have  a  universal  life 
policy,  you  should  receive  an  annual  statement 
showing  how  your  policy  is  faring.  Dig  up  your 
latest  statement  and,  if  you  can  find  it,  the  sales  il- 
lustration— the  forecast,  prepared  by  your  agent 
when  you  bought  your  policy,  that  shows  how  its 
costs  and  cash  value  were  projected  to  build  over 
time.  The  illustration  was  probably  based  on  a 
rosy  view  of  interest  rates  at  the  time  of  pur- 
chase; the  annual  statement  uses  actual  current 
rates.  Compare  what  the  illustration  says  your 
cash  value  should  be  by  now  with  the  actual  cash 
value  from  the  statement.  If  your  cash  value  isn't 
keeping  up  with  the  projection,  your  policy  is 
headed  for  trouble.  (Two  other  flavors  of  life  in- 
surance allow  fluctuating  investment  returns. 


Anatomy  of  a  Life 
Insurance  Implosion 

UNIVERSAL  LIFE  POLICY  Bought  by  a  41- 
year-old  man  in  1984 

DEATH  BENEFIT  $1  million 

INTEREST  RATES  AT  TIME  OF  PURCHASE  12% 

ANNUAL  PREMIUM  $4,720 

Now,  the  holder  is  told  his  policy  will 
lapse  when  he's  68 — not  at  age  95,  as 
originally  projected — because  it  is 
earning  only  6%  interest. 


THE  POLICYHOLDER'S  OPTIONS 


►  Boost  annual  premiums  to  $14,184. 

►  Cut  the  death  benefit  to  $401,000. 

►  Let  the  policy  lapse  at  age  68. 


DATA:  LOW  LOAD  INSURANCE  SERVICES  INC. 


Those  policies — called  variable  life  and  va 
universal  life — allow  self-directed  investmd 
The  owner  tells  the  insurer  how  to  split  the  ■ 
value  among  mutual  fund-like  pools,  called! 
accounts.  Because  these  policies  are  sold  as 
vestment  accounts,  holders  keep  a  better  eyl 
how  they're  faring.) 

The  average  policyholder,  of  course,  can't  rl 
what  type  of  insurance  he  or  she  bought— ■ 
annual  statements  "usually  go  straight  into! 

shoebox  where  you  ll 
your  policy,"  says  Ju 
Maurer,  president  of 
Load  Insurance  Serv 
a  Tampa  firm  that  1 
financial  planners  buy 
cost  insurance  for  t 
clients.  So  the  first  si| 
trouble  is  a  notice  th 
policy's  cash  value  is  r 
ing  exhaustion.  By 
point,  "the  cost  of  resi 
fating  the  policy  mai 
overwhelming"  says 
Baldwin  Jr.,  presiden 
Baldwin  Financial  Syst 
in  Northbrook,  111. 

Whether  you've  go| 
a  notice  or  unean 
signs  of  trouble  in 
annual  statements, 
first  stop  should  be 
agent  who  sold  you 
policy.  Ask  for  a  se 
"in-force  illustrations' 
recalculate  the  policy5! 
ture.  You  want  to  know  two  things:  How  long 
policy  will  last  if  you  keep  paying  the  cur 
premium,  and  how  much  more  you'd  have  to 
to  maintain  the  current  death  benefit  until ; 
target  age.  You  also  can  ask  for  illustrations  bi 
on  a  reduced  death  benefit.  If  your  insure 
crediting  your  policy  with  more  than  the  miniii 
guaranteed  return,  ask  for  a  guaranteed  illus 
tion  so  that  you  will  have  a  worst-case  scena 
Those  calculations  will  help  you  figure  out ; 
options.  If  your  need  for  life  insurance 
changed,  you  might  get  by  with  a  smaller 
amount — or  no  policy  at  all.  More  likely,  thd 
your  choice  will  be  either  to  boost  the  preml 
or  to  shop  for  a  new  policy. 

Some  experts  suggest  you  hire  a  fee-onlj 
surance  consultant  to  analyze  your  situation^ 
represent  you.  Low  Load  Insurance  Services 
254-4429;  E-mail:  lowload@gte.net)  or  the  N; 
al  Association  of  Personal  Financial  Advfl 
(www.napfa.org)  can  give  referrals.  But 
good  insurance  agents  are  independent  eni 
to  defend  your  interests,"  says  Charles  Ratne| 
tional  director  of  personal  insurance  cons 
for  accountants  Ernst  &  Young. 

Insurers  are  constantly  introducing  new 
ucts.  Today's  policies  may  cost  less  than  yo 
year-old  plan — even  though  you're  10  years 
But  if  your  health  has  deteriorated  or  your 
is  near  exhaustion,  you  might  have  to  lean  h 
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you're  looking  for  the  best  of  the  best.. 


II,  you're  lookirfg  at  her. 


Intern  @  Marsh  Inc. 


driven  and  ready  for  the  real  world.  So.  if  you've  found  your  search  Z7Z"~  T  ^  '"  Xne  C°Untry'  Students  »at  are  well- 

your  search  for  young  talent  isn't  getting  anywhere,  enter  INROADS. 


the  brightest  talent  on  the  planet  is  here. 

one.l  800  642  9865      e-.aljnfoeinroadsinc.org     web  s.te.www.inroadsinc.org 
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GLOBAL 

CONVERGENCE 
SUMMIT 

SEPTEMBER~307~19~9  9 

Marriott  Marquis,  New  York  City 


Interactive  television.  Cable  modems.  Net-enabled 
phones.  Web  portals.  Music  and  video  delivered  direct 
to  the  consumer.  Right  now,  media,  communications 
and  technology  are  converging  at  breakneck  speed. 
Each  day's  news  threatens  to  collapse  old  business 
models  and  creates  new  opportunities.  Which  is  pre- 
cisely why  the  leaders  of  these  industries  are  meeting 
at  The  1999  Global  Convergence  Summit. 

C.  Michael  Armstrong  of  AT&T,  Jonathan  Bulkeley 
of  Barnesandnoble.com,  BUI  Joy  of  Sun  Microsystems, 
Brad  Chase  of  Microsoft,  Robert  Davis  of  Lycos, 
Mark  Cuban  of  Broadcast.com,  and  dozens  of  other 
top  executives  will  share  their  insights  and  the  latest 
news.  You'll  learn  who  will  be  the  new  leaders  as  merg- 
ers and  new  technology  speed  up  the  pace.  Find  out 
who'll  pay  in  the  new  media  and  communications 
paradigm.  Hear  how  the  new  generation  will  radically 
change  all  the  rules. 

Will  the  frontrunners  today  have  a  lock  on  the  future? 
Will  you  lead  or  be  left  behind?  Find  out  September  30, 
1999  at  the  Marriott  Marquis  in  New  York  City. 

For  more  information  on  The  1999  Global  Con- 
vergence Summit,  or  to  find  out  more  about 
sponsor  and  speaker  opportunities: 

Go  to:     http://conferences.businessweek.com/ 
1999/convergence 
or  contact:    Julie  Terranova 

e-mail:    julie_terranova@businessweek.com 
phone:     888-239-6878 
fax  on  demand:    888-239-6873,  document  #100 
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Life  Insurance 


your  insurer  to  give  you  a  replacement.  "Almost 
every  insurance  company  has  a  low-cost  policy 
that  they  never  advertise  but  can  use  when 
they're  under  the  gun,"  says  consulant  Hargrave. 
And  having  just  been  through  nasty  litigation 
over  unkept  sales  promises,  insurers  are  under  the 
gun — which  should  work  in  your  favor. 

Today's  insurance  buyers  have  it  better:  35 
states  have  moved  to  adopt  rules  that  would  re- 


quire more  realistic  sales  illustrations,  indue 
worst-case  scenario  and  a  projection  based 
terest  rates  halfway  between  current  an| 
minimum  rates.  And  universal  life  policies 
at  today's  low  rates  could  produce  pleasant 
surprises.  But  holders  of  older  policies  may 
sitting  on  ticking  time  bombs.  They  need 
now — or  that  "boom"  they  hear  may  be  the 
of  their  life  insurance  protection  collapsii 


Finding  Gold 
In  Oldie  Stocks 


Companies  serving  seniors  make  good  long-term  bets 


BY  MARC  I A 
VICKERS 


I 


nvesting  in  stocks  that  cater  to  a  graying 
population  may  offer  a  golden  opportunity. 
The  over-50  crowd  today  accounts  for  more 
than  $2  trillion  in  income,  double  that  of  10 
years  ago,  and  more  than  half  the  discre- 
tionary spending  power  in  the  U.  S.,  says  Age 
Wave,  a  marketing  consultant  in  Emeryville, 
Calif.  And  since  older  people  are  liv- 
ing— and  staying  active — longer  than 
earlier  generations,  their  market  sway 
is  likely  to  last  for  a  while. 

If  you're  shopping  for  stocks  that 
are  gray  plays,  you  have  lots  of  choic- 
es— from  travel  and  financial-services 
companies    to    pharmaceuticals    and 
biotech.  The  trick  is  to  find  the  lead 
ers  in  these  sectors.  And  take  a 
long-term  view,  since  the  gray  theme 
will  be  playing  out  over  the  next  20 
years  or  more,  as  baby  boomers  move 
through  their  twilight  years. 
Take     Carnival     Cruise 


Gray  Plays 


COMPANY  (SYMBOL) 

STOCK 
PRICE* 

P/E** 

DESCRIPTION 

BRISTOL- MEYERS  SQUIBB  (BMY) 

65% 

32.04 

Coming  out  with  new  hypertension  drug 

CARNIVAL  CRUISE  LINES  (CCL) 

42%e 

26.12 

Dominant  player  in  the  cruise  business 

CITIGROUP  (C) 

42% 

15.41 

Global  financial  supermarket 

EQUITABLE  COS.  (EQ) 

58% 

14.03 

Financial  services  conglomerate 

MARRIOTT  (MAR) 

35Ks 

21.20 

Lodging  giant  with  time-sharing 

MEDTRONIC  (MDT) 

68)4 

36.83 

Makes  implantable  health  devices 

PFIZER  (PFE) 

32% 

39.79 

Has  popular  new  arthritis  drug 

*  Aug.  6  "Based  on  estimated  1999  earnings 


DATA:  BLOOMBERG  FINANCIAL  MARKETS 


Lines.  It's  the  dominant  company  in  the 
business,  a  sector  that  is  poised  to  grow  1 
20%  annually  over  the  next  five  years.  O 
has  been  shaken  lately  because  of  disci 
over  its  handling  of  onboard  sexual  assault: 
some  analysts  say  this  shouldn't  affect  the 
in  the  long  term.  "Its  fundamentals  ar 
strong,  and  they  should  remain  so,"  says 
Bucholz,  chairman  of  money  manager  Vii 
Capital  in  Washington  D.  C.  Carnival,  whi 
a  strong  management  team,  not  only  hold 
of  the  market,  but  serves  both  high-  and  lo 
customers.  Analysts  estimate  its  long-term 
ings  growth  to  be  around  17%  a  year. 

Marriott  International,  meanwhile,  is  a  I 
gray  play  for  two  reasons.  Its  Marriott 
tion  Club  International  unit  holds  7%  o 
time-share  market,  a  $6.2  billion  industry  | 
according  to  the  American  Resorl 
velopment  Assn.,  is  likely  to  grow 
annually  over  the  next  15  }  \ 
Marriott  owns  41  high-end 
share  resorts  and  will  open 
priced  locations  in  2001,  broad 
its  market.  In  addition,  Marriol 
erates  assisted-living  commui 
Marriott  Seniors  Living 
vices  has  131  facilities 
another  23  will  open  b| 
end  of  next  year, 
riott's  long-term  e; 
growth  is  estimate 
16%  annually. 
The  financial  servio 
dustry,  meanwhile,  i: 
pected  to  get  a  boost  he 
the  over-50  set  manage  iq 
ey.  This  group  now  accourt 
80%  of  all  personal  wealth  in 
nancial  institutions,  says  Age 
In  this  sector,  look  for  breadth 
vices  as  well  as  market  size.  Mj 
Acuff,  chief  equity  strategist 
lomon  Smith  Barney,  singles  od 
uitable  because  it's  "into  ever* 
from  insurance  and  annuities  to  I 
management  and  brokerage  sea 
Erik  Gustafson,  a  portfolio  ml 
at  Stein  Roe  Mutual  Funds  in  f 
go,  favors  Citigroup  for  similal 
sons.  Estimates  for  long-term  f 
growth  for  Equitable  and  Cil 
are  15%  and  20%,  respectively. 
There's  no  lack  for  gray  pla; 
challenge  in  finding  green  in  tl 
market  is  to  narrow  your  choi 
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™  HISTORY  CHANNEL 


HistoryChannel      com 

CM9  A4E  TEIEV.S.ON  NETWORKS  All  R.GHTS  RESERVED 


Everyone  else  steps  into  the 


Royal  Barge  Procession 

Witness  the  spectacular  procession 

of  ornately  carved  and  gilded 
royal  barges  as  they  escort  His  Majesty 
down  the  Chao  Phraya  River  -  the  River  of  Kings. 

One  of  the  many  celebrations  in  honour  of  our 
beloved  King's  72nd  birthday  occurs  on  November  4*. 
*  This  is  tentative  date.  Please  c 


Legends  Of  The  River  Of  Kings 

Relive  Thailand's  glorious  past  during  a  leisurely  evening 

cruise  down  the  Chao  Phraya  River.  The  perfect  way 
to  learn  more  about  the  role  of  kings,  religion,  trading, 
and  festivals  in  the  country's  development. 


Amazing  Thailand  Grand  Sale 


Enjoy  20-80%  discounts  throughout  the  country  - 

from  luxury  malls  to  roadside  stalls, 

designer  labels  to  handwoven  Thai  silks. 

Between  November  15  and  December  15,  1999  some 

of  the  century's  best  shopping  bargains  will  be  on  offer! 

Royal  Square 

Discover  historic  Rattanakosin  Island, 

site  of  Bangkok's  best-known 
monuments  such  as  the  Grand  Palace 
and  Temple  of  the  Emerald  Buddha. 
Take  the  island  tour,  hear  the 
music  and  cultural  performances, 
learn  traditional  Thai  massage.  Bangkok  was 

once  proclaimed  the  Venice  of  the  East. 
On  Rattanakosin  Island  it  remains  so  even  today. 

Loi  Krathong  Festival 

Experience  the  breathtaking  full-moon  candle  festival 
on  November  22.  The  sight  of  thousands  of  tiny 
candlelit  boats  floating  downstream  in  Sukhothai  where 

the  annual  tradition  originated.  Celebrate  the  event  amidst 
the  atmospheric  ruins  of  the  capital  of  Thailand's  first  kingdom 
Watch  dazzling  fireworks  displays,  folk  dancing, 

and  a  dramatic  light  and  sound  presentation. 

Float  into  the  millennium  with  us.  Visit  Thailand  during  the  Golden  Months.  For  more  information  contact:  Tourism  Authority  of  Thailand.  Le  Concorde  Building.  202  Ratchadaphisek  1 
Huai  Khwang,  Bangkok  10310.  Thailand  Tel.  (66-2)  694-1222  (80  lines)  Fax.  (66-2)  694-1220,  694-1221  E-mail:  center@tat.or.th  Los  Angeles:  611  North  Larchmont  Boulevard. 
1st  Floor.  Los  Angeles,  CA  90004  Tel.  (323)  461-9814  Fax.  (323)  461-9834  E-mail:  tatla@ix.netcom.com.  New  York:  1  World  Trade  Center.  Suite  No.  3729.  New  York.  NY   10048 
Tel  (212)432-0433  Fax.  (212)  912-0920  E-mail:  tatny@aol.com  or  1-800  THAILAND   Internet:  www.tourismthailand.org.  www.amazingthailand  In 


The  Golden  Months 

Celebrations    toward    the    year    2000        .y 3J\ 
November    1999-January    2000         ■^ii*^' 


amazing  Thailand 


TO  WIN  A  FREE  VACATION  FOR  TWO  TO  THAILAND.    SEE  OPPOSITE  PAGE  FOR  DETAIL 
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MAZING  THAILAND  19' 
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TE  THE  KING'S  BIRTHD 


This  i/ear  marks  tlie  King's  sixtii  12-year  astrological  cycle  -  the  most  auspicious  milestone  in  a 
Thai's  lifetime.  Don't  miss  the  exciting  Thai  festivals  throughout  1999  in  Amazing  Thailand! 

SWEEPSTAKES 

EXPERIENCE  AMAZING  THAILAND  FOR  YOURSELF. 

Enter  to  win  a  free  vacation  for  two  including  Business  Class  travel,  Ex 
Suite  accommodations  for  nine  nights  in  Bangkok  and  Phuket  or  Chiang  Rai! 

Don't  let  this  incredible  opportunity  pass  you  by,  simply  go  to  , 

http://www.thaisweeps.bu8ine88woek.com  to  register,   t. 


Who  knows  maybe  you  will  be  the  lucky 
winner  of  this  "amazing"  sweepstakes. 
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BusinessWeek  Investor 


Mutual  Funds 


Japan:  Everybody  Back 
In  the  Pool 

Restructurings  are  giving  investors  new  faith 


BY  TODDI  GUTNER 


Global  investors  are  justifiably  skittish  about 
dipping  into  Japanese  stocks.  First,  the  mar- 
ket is  already  up  some  30%  so  far  this  year. 
And  past  rallies  in  this  decade  have  quickly 
fizzled.  But  many  Japan  watchers  believe 
the  market  still  has  a  long  way  to  run.  For  the 
buy-and-hold  investor,  that  means  a  Japan  mutu- 
al fund  might  be  a  prudent  way  to  offset  the  risk 
of  a  downturn  in  U.  S.  stocks.  "There  is  plenty  of 
skepticism  about  Japan,"  says  Paul  Quinsee,  chair- 


folio  manager  of  the  Warburg  Pincusp 
Growth  fund,  says  he's  "looking  for  cor 
that  are  changing  Japan  or  changing  with 
and  cites  consumer  electronics  giant  Son 
as  an  example.  Sony's  $2  billion  cut  in  i 
ries,  its  labor  force  reduction,  and  plant 
are  reasons  to  expect  strong  returns, 
recent  financial  results  were  better  than  I 
ed,  and  there  is  still  more  good  news  to  I 
says  Edwards. 

NIMBLE.  Edwards  also  heads  up  the  W' 
Pincus  Japan  Small  Company  fund,  wh 
had  year-to-date  returns  through  Aug.  5 
(table).  One  reason  for  the  recent  succes 
small-capitalization  stocks  is  that  smalL 
panies  can  move  quickly  to  make  the  ne 
changes  to  survive  in  the  new  economy, 
downside,  small  companies  have  a  hard  t 
taining  financing  for  expansion.  As  a  resul 
stocks — and  the  funds — are  extremely  vi 

You  can  gain  exposure  to  the  sector 
risk  through  Japanese  growth  funds,  whi 
erally  hold  about  20%  in  small  stocks.  Sm 


Room  To  Grow? 


make  up  about  one-third 
Liberty-Newport  Japan  Opt 
ty  fund.  "I  buy  across  all  I 
tries,  all  market  caps,  in  sed 
the  35  best  companies,"  say| 
ager    David    Smith.    One 
WARBURG  PINCUS         119.38%     15.80%       1.75%        biggest  holdings  is  Shohkoh| 

^^..^A^™ which  despite  its  name,  is 


FUND 


TOTAL  RETURN* 
YEAR-TO-DATE     3-YEAR 


EXPENSE 
RATIO 


FIDELITY  JAPAN 
SMALL  CO. 


117.54        14.65 


1.23* 


WARBURG  PINCUS 
JAPAN  GROWTH 


93.14       21.02 


1.75 


LIBERTY-NEWPORT 
JAPAN  OPPORTUNITY 


62.46 


NA 


2.00* 


T.  R0WE  PRICE  JAPAN 
JAPAN 


48.62        11.67 


1.26 


*  Through  August  5 

**  Fund  also  has  3%  front  load 

***  Fund  also  has  5.75%  front  load 

DATA:  M0RNINGSTAR  INC 


NA=Not  available 


nusmcss\\\T\dONLIH£, 


Listen  to  the  latest  market 
news  and  analysis  at 
BusinessWeek  Online 
(www.businessweek.com/ 
investor/).  MORNING  CALL 
Standard  &  Poor's  experts 
discuss  the  latest  market 
trends.  Live  every  Monday  at 
8:15  a.m.  ET.  An  audio  tran- 
script is  available  shortly 
afterward.  HOURLY  RADIO 
REPORTS  Business  Week's 
Ray  Hoffman  delivers 
market  news  and  insights 
throughout  the  day. 


man  of  the  International  Equity  Strategy  group  at 
J.  P.  Morgan.  "But  when  everyone  agrees  that 
everything  is  wonderful,  that's  when  it's  time  to 
move  on"  and  invest  elsewhere. 

Underlying  the  bullishness  on  Japan  is  the 
belief  that  the  eight-year  recession  has  bottomed 
out  and  that  real  economic  changes  are  taking 
place.  The  government  has  injected  money  into 
the  banks  on  the  condition  that  they  restruc- 
ture and  improve  disclosure  standards.  That  has 
helped  to  restore  consumer  confidence  in  the 
banking  sector.  And  the  willingness  of  leading 
companies  such  as  Mitsubishi  Chemical,  Asahi 
Glass,  and  NEC  to  fire  employees  and  close  inef- 
ficient plants  indicates  "there  is  a  great  restruc- 
turing going  on,"  says  Charles  Clough,  the  glob- 
al equity  strategist  at  Merrill  Lynch.  For  the 
first  time,  corporate  management  is  committed  to 
improving  profitability  and  shareholder  value. 

Because  restructured  companies  should  help 
prop  up  the  stock  market,  top  fund  managers 
have  sought  them  out.  Nicholas  Edwards,  port- 


mutual  fund  but  a  popular  | 
nonbank  financial     company 
bank  financials  make  loans  td 
who  can't  get  money  else\l 
The  business  is  extremely  pr<f 
when  you  consider  the  loans! 
interest  rates  of  25%  to  30fl 
the  cost  of  funds  is  only  2.3 
the  past  14  years,  Shohkoh  h 
a  compound  annual  growth  i 
40%.  "Not  bad  for  a  company 
ating   in   a   sick   economy,' 
Smith. 
Another  small-cap  favorite  is  retailer  Do 
jote.  Part  department  store,  part  convei 
store,  Don  Quijote  has  broken  from  Jap 
tradition  by  tying  pay  to  sales.  It  has  al: 
panded  its  hours  until  midnight — 45%  of  its 
ness  is  done  after  8  p.m.  "These  entrepre 
really  carved  a  niche  for  themselves,"  says  !• 

A  portfolio  with  a  mix  of  large-  and 
cap  stocks  is  the  T  Rowe  Price  Japan 
Manager  David  Warren  focuses  on  quality 
panies  with  strong  balance  sheets  and  i|erf 
growth.  "We're  looking  for  sustainable  grov 


a  reasonable  cost,"  says  Warren.  About  3  o 
his  portfolio  is  in  technology  stocks.  Soir 
alone  is  in  computer  maker  Fujitsu,  whic 
cently  announced  an  Internet  plan.  He  also. 
Softbank,  which  invests  in  Internet  stai 
and  has  a  significant  stake  in  Yahoo!  in  the' 
If  you  go  for  a  Japan  fund,  you're  not  Iik 
see  the  sizzling  returns  of  earlier  this  year.  1  " 
the  economy  is  finally  headed  on  the  right  a 
Japan  funds  will  continue  to  ride  up  with  I 
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Allendale  Insurance. 

Arkwright. 

Protection  Mutual. 

Factory  Mutual. 


IT'S  AMAZING  WHAT  CAN  HAPPEN 
WHEN  YOU  LISTEN  TO  YOUR  CUSTOMERS 


lore's  what  you  told  us.  You  want  a  business  partner  with  outstanding  global  resources  and  unmatched  flexibility 
>  solve  your  particular  issues.  With  loss  control  engineering  that  can  impact  the  bottom  line.  Streamlined 
Miimuiiu  .iiimiv  expanded  capacity  and  responsive  tl.nm  support.  And  here's  how  we  responded.  FM  Gfel  d.  The 
lergrd  company  of  Allendale.  Arkwright.  I'rolection  Mutual  and  factory  Mutual.  Four  organi/ati  f'M  f    p  I      K      I 

\-t\\  u  1 0  D  3 1 

ivc  converged  to  form  one  truly  remarkable  company.   Securing  the  future  of  your  busineja  '* 


mi  fmglobal.com  or  800  '\\\ 
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The  Barker  Portfolio 


THE  GOLDMAN  TOUCH: 
WORTH  THE  PRICE? 

No  name  on  Wall  Street  conjures  market 
smarts  and  the  riches  they  bring  like 
Goldman  Sachs.  So  getting  close  to  Goldman 
is  a  temptation  many  individual  investors  would 
fall  for,  if  only  because  for  its  first  130  years,  the 
firm  saved  itself  primarily  for  such  big  institu- 
tional clients  as  Ford  and  Microsoft. 

Until  now.  More  and  more  individuals  are  gain- 
ing access  to  the  firm's  investment  ideas  and 
trading  prowess  via  mutual  funds.  In  1996,  Gold- 
man sold  a  handful  of  funds  through  two  primary 
distributors.  Today,  44  funds  managed 
by  Goldman  are  available  via 
750  outlets,  including 
E*Trade  Group,  where 
you  can  point  and 
click  your  way  into 
the  tent  shared  by 
primo  market  savant 
Abby  Joseph  Cohen. 

Just  don't  look  to  get 
in  cheap.  As  you'd  expect 
from  Goldman's  reputation,  its 
funds  come  at  premium  prices, 
with  relatively  high  annual  fees  plus  sales 
charges  that  begin  at  5.5%  and  fall  to  zero  for  $1 
million-plus  accounts.  The  loads  and  fees  apply 
whether  you  use  a  broker  or  buy  direct. 

What  does  this  get  you?  "The  goal  is  consis- 
tent, above-benchmark  returns,  net  of  fees  and 
adjusted  for  risk,"  says  David  Ford,  co-head  of 
Goldman  Sachs  Asset  Management.  Setting 
Goldman  apart  in  pursuit  of  that  grail,  Ford  told 
me,  are  its  storied  strength  in  global  investment 
research,  as  well  as  proprietary  risk-manage- 
ment software  that  can  be  cranked  up  to  divide 
a  portfolio  among  all  the  world's  financial  assets 
for  optimal  return  at  minimal  risk. 

Sounds  good.  And  while  that  refrain  is  one 


BY  ROBERT  BARKER 

Mutual  funds  let 
you  play  with  the 
big  leaguers  at 
Goldman.  But 
evidence  shows 
the  costs  may 
outweigh 
the  rewards 


Goldman 
Gamble 


If  you've  got  $500,000  to  invest  for  five  years  in  a  60%  stock,  40% 
bond  portfolio,  you  might  buy  a  TIAA-CREF  fund  and  expect 
returns  close  to  the  historic  9.8%  average  for  this  type  of  fund.  Or 
you  could  bet  on  better  returns  from  a  higher-cost  Goldman  fund, 
Below,  you  can  see  the  amount  you  would  wind  up  with  if  the 
Goldman  fund  beat  TIAA-CREF  by  one  percentage  point  or  two. 


TIAA-CREF  MANAGED 
ALLOCATION  FUND 

GOLDMAN  SACHS  GROWTH  &  INCOME 
STRATEGY  PORTFOLIO  CLASS  A 

SCENARIO  1 

SCENARIO  2 

ANNUAL  AVERAGE  RETURN 

9.8% 

10.8% 

11.8% 

TOTAL  COSTS* 

$15,439 

$71,623 

$74,914 

INVESTMENT  VALUE  AFTER  FIVE  YEARS 

$782,522 

$763,343 

$798,418 

*  Fees  plus  foregone  earnings  on  capital  lost  to  fees 

DATA;  GOLDMAN  SACHS,  TIAA-CREF,  SECURITIES  &  EXCHANGE  COMMISSION,  BUSINESS  WEEK 

you  can  hear  any  hour  of  any  day  all  alon; 
Street,  I  won't  gainsay  the  potential  of 
man's  acumen.  Goldman  didn't  become  Gol 
by  losing  clients'  money.  Since  1981,  for  ex; 
private  accounts  run  in  a  way  similar 
brand-new  Strategic  Growth  Fund  beat  the 
dard  &  Poor's  500-stock  index  in  14  of  18  y 
good  for  an  average  edge  of  more  than 
percentage  points  a  year. 

Just  the  same,  in  the  short  lives  of  most 
man  funds,  the  evidence  of  benchmark-be 
risk-adjusted  returns  is  mixed.  "Given  Gol 
resources,"  Morningstar  analyst  Dan  Kob 
says,  "you'd  think  they'd  come  up  with  sorn 
more  impressive."  By  Morningstar's  reck 
just  7  of  the  15  Goldman  funds  that  are  at 
three  years  old  beat  benchmarks  after  accou 
for  risk.  Among  the  winners:  the  Capital  Gi 
and  International  Equity  funds 
Goldman  Sachs  Globa 
come.  Its  asset  allo< 
funds  also  are  off 
good  start. 

So  are  Gold] 
funds  worth  yoi 
tention?  Yes 
you've  already  b 
ed  for  a  broker's  a 
If  not,  they  would  add 
to  your  investment  costs.  1 
higher  costs  create  an  effective  bet 
Goldman  can  translate  what  works  at  lowei 
for  its  big-money  clients  into  sharply  abov 
erage  returns  for  you. 
COMPARE.  To  quantify  that  gamble,  I  us 
neat  tool  at  this  Web  site:  www.sec.gov/ 
mfcc-int.htm.  There  you'll  find  the  Securit: 
Exchange  Commission's  Mutual  Fund  Cost 
culator,  which  lets  you  compare  what  oi 
more  funds  would  return,  given  different  < 
holding  periods,  and  expected  annual  ret 
assumed  a  $500,000,  five-year  investment 
chose  a  fund  that  figures  to  benefit  from 
the  firm's  resources:  Goldman  Sachs  Gro 
Income  Strategy  Portfolio,  a  global  asset  a 
tion  fund  with  60%  of  its  money  in  stocks 
40%  in  bonds.  Against  it,  I  pitted  the 
parable,  but  cheaper  tiaa-cref  Man 
Allocation  Fund.  Finally,  I  assume* 
tiaa-cref  fund  would  return  only  th« 
toric  average  of  9.8%  a  year  for  60%  £ 
40%  bond  portfolios. 

Assuming  the  Goldman  fund  beats 
historic  average  by  one  percentage 
a  year,  the  gamble  on  Goldman  woult 
leaving  an  investor  $19,179  poorer.  If  < 
man's  market  smarts  add  two  percei 
points  annually,  the  bet  would  pay, 
steep  odds:  $59,475  in  higher  costs  to 
et  an  extra  $15,896. 

Can  you  resist  those  odds?  I  can, 

For  barker.online,  go  to  www.bush 
com/investor/  or  AOL,  keyword:  BW . 
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i  mat 

3Wtl 


QUESTIONS?  COMMENTS?  E-mail  barkerportfolio@businessweek.com  or  fax  (407)  728-1711 
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MISSION 


Find  those  pesky  system 
errors  before  they  become 
nasty  business  errors. 


Done  deal  /  The  head  of  manufacturing  is  gearing  up  for 
the  year's  biggest  order.  Meanwhile,  a  sudden  problem 
is  threatening  to  bring  down  the  ERP  system  and  grind 
production  to  a  halt.  Is  it  a  sluggish  app  server?  A  faulty 
network?  A  corrupted  database?  Tivoli  IT  management 
software  automatically  identifies  the  exact  cause  of  the 
problem  and  fixes  it.  The  order  gets  filled.  Service  levels 
are  kept  high.  Business  keeps  running.  And  the  biggest 
customer  remains  a  customer.  All  because  IT  insisted 
on  an  integrated  management  solution  from  Tivoli 
Systems  Inc.,  an  IBM  company,  www.tivoli.com 


Tivoli 


Manage.  Anything.  Anywhere. 


/ 
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Special  Advertising  Feature 


Mixing  Business  with  Pleasure  by  Lincoln 


Puzzle  #16 
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ACROSS 

1.  Name  on  2,400  gas  stations 

5.  Russian  river 

9.  Union  founded  by  Gompers:  Abbr. 

14.  Hong  Kong's  home 

15.  Immunological  agents 

16.  Cash  in  Kiev 

17.  The  Internet  is  squeezing  him  out 
19.  Hemline  locale,  perhaps 

20. in  "Ebay" 

21.  Ma)or,  for  one 

22.  Industrial  coloring 

23.  Appointed  position 

24.  Figures  a  total 

27.  Big  name  in  haute  couture 


30.  S&L  customer 
32.  Alias:  Abbr. 
35.  Came  to  terms 

38.  Prefix  for  gram 

39.  West  Coast  airport 

40.  Real-options  analysis  tool 

43.  Ordinal  ending 

44.  OAS  member:  Abbr. 

45.  Cable  ancestor 

46.  _  Paulo 

47.  Type  of  trousers,  for  short 

49.  Auction  stipulation,  often 

50.  Eye  annoyance 

5L  Chicago  paper,  familiarly 
54.  Mascara  target 
57.  French  city 


58.  WWII  price-regulating 
agency:  Abbr. 

6L  Power  source 

63.  "Built  from  Scratch"  subject 

65.  Maker  of  the  first  successful 
video  game 

66.  St.  Moritz  setting 

67.  Salon  order 

68.  10th  U.S.  president 

69.  Medicinal  amount 

70.  Makes  a  decision 

DOWN 

1.  It  may  be  zero-sum 

2.  Fulbright  Program 
administrator:  Abbr. 


3.  Jar  tops 

4.  Pet  rocks,  once 

5.  Software  buyers 

6.  Sends  payment 

7.  Smell (be  suspicious) 

8.  Linked-computer  setup: 

9.  Biblical  boat 

10.  Endows 

1 1.  Toe  the  line 

12.  Bailey  of  the  bar 

13.  Subtracted  by 

18.  One  way  to  take  over:  A| 

23.  Test (Princeton  Revi< 

business) 

24.  California  Perfume 
Company,  today 

25.  Dental-insurance  giant 

26.  Took  the  wheel 

27.  Some  Scandinavians 

28.  " Kick  out  of  You" 

29.  Brand  for  Scotts  or 
Johnson  &  Johnson 

3L  "Damn  the  tuxedos,  full 
speed "  (see  ad  at  righ 

32.  Chalmers'  onetime  part 

33.  Hawaiian  island 

34.  Skating  maneuvers 

36.  Put  up  a  building 

37.  Radar  deceiver 

41.  Steady-handed 

42.  58  Down  minister,  pern 

48.  Major  income  source  fq 
some  smaller  nations 

50.  Piece  of  the  action 

52.  Piece  maker 

53.  Neither  Democratic  nc| 
Republican:  Abbr. 

54.  College  exam  of  a  sortj 

55.  12  Down's  profession! 

56.  Corporate-document  a 

57.  Coors'  headquarters 

58.  Cartel  with  a  Web  site 

59.  Red  wine 

60.  Late-night  cash  source 

62.  Russian  space  station 

63.  Ordered  for  lunch 

64.  Clean  Air  Act  enforce! 


For  answers  to  this  puzzle: 

Turn  to  page  237  in  this  week's  issue  of  Business  Week  or  visit  Mixing  Business  with  Pleasure  by  Lincoln  on 

www.businessweek.com  (URL:  www.businessweek.com/adsection/puzzlesbylincoln/index.htm) 

Puzzle  created  by:  Stanley  Newman. 
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n  the  tuxedos,  full  speed  ahead. 
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Lincoln  Navigator.  American  Luxury. 
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TELECOM 


I 

last 


This  is  the 
time  a  pii 


of  paper 


communicates 

something 
so  important. 


Geneua.  10-17  October  19S9 


The  next  millennium  will  see  dazzling 
changes  in  the  way  we  communicate.  At 
Telecom  99  +  Interactive  99,  the  world's 
premier  telecommunications  event, 
you'll  be  able  to  preview  many  of  them 
before  they  happen. 

In  Geneva  you'll  see  over  1 ,000  of  the 
world's  leading  telecommunications 
organizations.  Together  with  government 


and  industry  leaders  you'll  participate  in 
an  international  forum  on  the  latest 
developments.  And  you'll  meet  suppliers 
and  buyers  from  across  the  ever-expand- 
ing world  of  communications  technology. 

Look  into  the  future.  Come  to 
Telecom  99  +  Interactive  99  ... 
and  Join  the  World! 


!! 

: 


t 
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ITU  TELECOM    Place  des  Nations    CH-1211  Geneva  20    Switzerland 
Tel.:  +41  22  730  6161     Fax:  +41  22  730  6444     Internet:  telecom99@itu.int    URL:  http://www.itu.int/TELECOM 


TELECOM 


Geneva,  10-17  October 


Inter@ctiva' 


International  Telecommunication 
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Inside  Wall  Street 
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BUILDING 
A  BASE 


US  PUSTIC 
LUMBER 
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It's  a  lazy  summer  afternoon.  You're  grilling 
steaks  on  the  barbecue  while  sipping  an  ice- 
cold  beer  and  chatting  with  friends  you  invit- 
ed tu  enjoy  your  new  backyard  deck — a  plastic 

lumber  deck.  O.  K.,  it  sounds  a  little  tacky.  But  if 
you  can  get  by  the  plastic  thing,  take  a  look  at 
U.S.  Plastic  Lumber  (uspl),  the  premier  pro- 
ducer of  this  product.  The  Nasdaq  stock  now 
Bells  at  7   ,  down  from  10  earlier  this  year. 

CEO  Mark  S.  Alsentzer  says  a  12-by-16-foot 
deck  built  with  his  plastic  lumber  costs  about 
$3,400,  vs.  $3,000  for  pressure-treated  wood.  But 
plastic  doesn't  splinter,  chip,  or  rot,  nor  is  it 
subject  to  insect  infesta- 
tion, and  you  don't  have  to 
paint  or  stain  it.  There's  an 
environmental  plus,  too. 
Not  only  does  it  save  trees, 
but  it  is  made  from  recy- 
cled plastic.  Home  Depot 
introduced  the  product  in 
22  California  stores,  and 
Alsentzer  says  the  chain  is 
adding  it  in  Hawaii  and 
Chicago  area  stores.  The 
company  is  ramping  up,  too,  quadrupling  capac- 
ity and  planning  to  take  plastic  lumber  sales 
from  $44  million  this  year  to  $112  million  next. 

That's  not  all.  About  60$  of  QSPL's  revenues 
come  from  its  Clean  Earth  unit,  which  dredges 
and  then  decontaminates  toxic  sludge,  turning  it 
,  into  a  cement-like  substance  for  such  uses  as 
restoring  strip-mined  areas.  It  recently  won  a 
dredging  contract  for  the  New  York  harbor. 

With  a  market  cap  of  less  than  $200  million, 
this  Boca  Raton  (Fla.)  company  is  barely  on 
Wall  Street's  radar.  Lamer  Partners,  a  hedge 
fund,  is  the  largest  outside  shareholder,  with 
2.2^.  Insiders  own  about  30$  of  the  stock. 

William  S.  Brennan  of  Pacific  Growth  Equities, 
an  institutional  research  boutique,  thinks  the 
company  will  be  getting  more  attention  as  it 
builds  earnings.  Second-quarter  profits  hit  7c  a 

share  fully  diluted  vs.  2c  a  year  ago,  restated  tor 
an  acquisition.  His  target  for  the  stock:  16  a 
share  within  the  next    12  months. 

A  TOWERING 

OPPORTUNITY? 


CALI 
BARGAIN  HUN 


AMERICAN  tUWER 


c 


lellular  phone  companies  would 

rather  sell  service  than  build  and 
i        rale  the  towers  (hat  make  the 
call-  '     Those  are  coming  uii- 

il.i  i  In-  ownership  and  management  of 
companies  like  American  Tower  t  \\ii), 
which  rent  the  towers  back  to  the 
service  companies.  In  fail,  on  Aug.  9, 

the  Boston  company  acquired  2,100 
towers    from    VodaFone    AJrTouch 


through  a  99-year  lease.  Thai  i>nnj_'-  the  compa 

ny  up  to  7.1(H)  tower-  in  the  U.S.  I'  also  will 
build  an  additional  100  to  .".00  towers  for  Voda- 
Fone. investors  were  unimpressed  with  the 
deal — and  just  about  everything  e|~e  the  compa- 
ny IS  doing.  The  Big  Board  Btock,  at  20  .  i- 
down  from  near  30  at   the  end  of  1998. 

But  some  savvy  investors  think  the  stock  Lb  a 
steal,  'it's  gol  exceptional  management  and  a 
powerful  cash  flow."  says  David  Wilrnerding  of 
Nevis  Capital  Management  in  Baltimore.  The 
-lock  i-  one  of  the  feu-  in  the  Nevis  Fund — up 
159$  from  January  through  July — that  hasn't 
gone  up  this  year. 

Merrill  Lynch  analyst  Keith  Fawcett  says  all 
the  tower-  stocks  are  down  because  the  industry 
raised  $2  billion  in  initial  and  secondary  offerings 
this  year.  But  a  temporary  stock  glut  is  often  an 
opportunity.  In  fact,  on  Aug.  10,  institutional  in- 
vestor Wellington  Management  said  it  had  in- 
creased its  shares  from  10.2  million  to  15.1  million 
in  the  second  quarter,  giving  it  a  10.5%  stake. 

American  Tower  reports  losses — the  Street 
estimates  35<2  a  share  this  year,  mainly  due  to 
amortization  and  depreciation.  But  those  are 
noncash  charges,  so  the  company  generates  plen- 
ty of  cash  for  expansion.  The  business  model  is 
similar  to  that  of  cable  TV  and  radio  in  which  the 
payoff  comes  in  cash  flow  long  before  earnings. 

Building  a  tower  costs  around  $200,000,  but  it 
has  a  30-year  expected  life,  requires  little  main- 
tenance, and  best  yet — the  operating  margin  is 
85%  to  90%.  Wilrnerding  thinks  once  the  compa- 
ny reaches  its  goal  of  15,000  to  18,000  towers, 
shares  will  be  selling  at  80. 

ZEBRA:  IT  SCANS 

FOR  A  'BUT 

Zebra  Technologies  (ZBRA),  the  dominant  mak- 
er of  bar-code  printers,  is  on  a  tear.  At  4b'  . 
the  stock  is  up  56%  so 
far  this  year,  but  it's  still  a 
compelling  buy,  says  An- 
drew Stephens,  portfolio 
manager  of  the  Artisan 
Mid  Cap  Fund. 

Consumers  have  long 
been  used  to  bar  codes  on 
the  items  they  buy.  But 
bar  coding  is  becoming  as 
commonplace  in  the  manu- 
facturing sector  as  it  is  in 
retailing.  "It's  part  of  just-in-time  inventory," 
says  Stephens.  He  says  bar-coding  technology 
also  plays  a  role  in  inventories  for  K-commerce. 
Stephens  says  Zebra's  new  products  and  mar- 
kets could  take  its  top-line  growth  to  20$  from 
15$  and  expand  operating  margins  to  30$  from 
21',.  The  Street  estimates  Zebra  will  earn  $2.14 
per  share  this  year  and  $2.58  next  year.  If  bo 
this  gives  the  stock  a  p-e  of  l.s.  Stephens  thinks 
Zebra  will  beat  the  estimates,  and  the  stock  will 
reach  lit)  to  66  in  the  second  half  of  next  year 
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Figures  of  the  Week 


STOCKS 


U.S.  MARKETS 


August  11 


%  change 
Week  Year 


GLOBAL  MARKETS 


August  11 


%  chad 
Week 


S&P  500 

Aug   Feb.  Aug.  Aug.  5-10 
1420  r- r-5 1340 


1290 


1160 


1030 


-1320 


1280 


■1260 


Dow  Jones  Industrials  10,787.8 

Nasdaq  Composite  2565.0 

Nasdaq  100  2241.8 

S&P  MidCap  400  396.2 

S&P  SmallCap  600  177.2 

S&P  SuperComposite  1500  273.9 

SECTORS  August  11 


1.1 
1.0 
1.7 
0.1 
-1.0 
-0.3 


27.5 
43.1 
68.5 
20.7 
4.7 
21.J 


%  change 
Week  Year 


52-week  change    1 -week  change 
+21.8%  -0.3% 


COMMENTARY 

The  overall  market  indexes 
showed  little  change  tor  the 
week.  The  Dow  industrials  rose 
slightly,  as  did  the  Nasdaq 
Composite,  while  the  S&P  500 
slipped  a  smidgen.  Internet 
stocks,  which  had  taken  a 
pasting  over  the  last  few 
weeks,  managed  to  rally  2.6% 
as  measured  by  the  American 
Stock  Exchange  Internet  Index. 
Still,  that  index  is  down  al- 
most 20%  from  a  month  ago. 

Data:  Bloomberg  Financial  Markets 


S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Basic  Materials 
S&P  Capital  Goods 
S&P  Energy 
S&P  Pinancials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
Morgan  Stanley  Cyclical 
PSE  Technology 


728.4 
593.2 
138.5 
978.4 
901.3 
130.1 
79.4 
651.8 
253.7 
371.8 
587.8 
597.7 


-0.2 

-0.4 

1.5 

-0.4 

4.6 

-1.5 

-1.5 

-4.4 

-0.5 

1.8 

0.3 

2.9 


24.7 
18.2 
22.5 
22.1 
32.4 
4.6 

-13.7 

4.2 

10.1 

131.1 
28.3 
77.0 


S&P  Euro  Plus 
London  (FT-SE  100) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (TSE  300) 
Mexico  City  (IPC) 

FUNDAMENTALS 


1276.9 
6014.4 
5019.7 
17,211.2 
12,437.8 
6909.1 
5180.9 

August  10 


-1.4 
-3.5 
-1.9 
-2.7 
-8.5 
-0.8 
0.7 

Week 
ago 


S&P  500  Dividend  Yield  1.29% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos )    30. 1 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*      22.7 

First  Call  Earnings  Revision*  -0.18% 

•First  Call  Corp. 

TECHNICAL  INDICATORS       August  10 


1.24% 
31.2 
23.5 
-0.27  % 

Week 
ago 


aS 
Iffi  Sj 


S&P  500  200-day  average  1271.7     1265.9 
Stocks  above  200-day  average  40.0%     48.0% 

Options:  Put/call  ratio  0.62         0.60 

Insiders:  Vickers  Sell/buy  ratio  1.41         1.49 


BEST-PERFORMING         Last 


GROUPS 


month  % 


Last  12 

months  % 


WORST-PERFORMING      Last 


GROUPS 


l,  a 


month  % 


Oil  and  Gas  Drilling  16.0  Semiconductors  101.9 

Gold  Mining  11.7  Instrumentation  92.4 

Aluminum  10.6  Aluminum  82.3 

Semiconductors  8.9  Computer  Systems  75.5 

Instrumentation  6.9  Communications  Equip.  65.7 


Invest.  Banking/Brkrge.  -21.3 
Pollution  Control  -20.0 

Office  Equipment  &  Supplies  - 19.9 
Specialty  Appar.  Retailing  -19.9 
Airlines  -19.4 


l   ; 

?!  ' 


II 


Pollution  Control 

Manufactured  Housing 

Toys 

Metal  &  Glass  Containers 

Homebuilding 


ii!(l)l 
ED 


MUTUAL  FUNDS 


■■  s&f>  500*'  m 

4-week  total  return 


US  Diversified 


I  All  Equity  Week  ending  August  10 

52-week  total  return 


-6       -4       -2 
Data:  Morningstar,  Inc. 

EQUITY 


0        2     %       5       10      15      20      25      30 

"Vanguard  500  Index  fund 
FUND  CATEGORIES 


Leaders 

52-week  total  return 


°/0 


Precious  Metals  6.0 

Natural  Resources  3.3 

Japan  0.1 

International  Hybrid  -2.1 

Foreign  -2.4 

Leaders 

52-week  total  return  % 


Pacific/Asia  ex-lapan 

Technology 

Japan 

Diversified  Pacific/Asia 

Communications 


75.2 
65.3 
59.0 
57.0 
40.9 


Laggards 

52-week  total  return  % 

Latin  America  -11.4 

Financial  -9.7 

Mid-cap  Growth  -9.3 

Large  Growth  -9.2 

Technology  -8.9 

Laggards 

52-week  total  return  % 

-10.7 
-5.1 
-3.6 
-2.0 
-0.6 


Latin  America 
Real  Estate 
Europe 
Financial 
Small  Value 


INTEREST  RATES 


KEY  RATES 

August  11 

Week 
ago 

Year 
ago 

MONEY  MARKET  FUNDS 

4.65% 

4.64% 

5.10% 

90-DAY  TREASURY  BILLS 

4.88 

4.75 

4.99 

1-YEAR  TREASURY  BILLS 

5.19 

5.08 

5.19 

10-YEAR  TREASURY  NOTES 

6.10 

5.93 

5.38 

30-YEAR  TREASURY  BONDS 

6.21 

6.10 

5.61 

30-YEAR  FIXED  MORTGAGE  i 

8.23 

7.95 

6.99 

BLOOMBERG  MUNI  YIELD  EQUIVAL 

Taxable  equivalent  yields  on  AAA-rated,  tax-ex. 
municipal  bonds,  assuming  a  31%  federal  ta>  ... 
10-yr.bond   30-y  ;- 


«  It 


GENERAL  OBLIGATIONS      4.91%    5 
TAXABLE  EQUIVALENT  >     7.12       7 


INSURED  REVENUE  BONDS  5.06       5. 
TAXABLE  EQUIVALENT        7.33       8. 

tBanxQuote.  Inc. 


St)S2 


BW  PRODUCTION  INDEX 


15U 


S45 


14U 


135 


1 3l.l 


Change  from  last  week:  0.8% 

Change  from  last  year.  7.6% 

INDUSTRIAL 
OUTPUT 
July  31  =  147  4 
1992gI00        ^^j^ 

^p                                                The  index  is  a  4-week 

Aug.                            Dec. 
1998                           1998 

Aug.                   July 
1999                 1999 

,88.100 


Information  on  each  of  the  index  components  is  at  www.businessweek.com. 
BW  production  index  Copyright  1999  by  The  McGraw-Hill  Companies 


The  production  index  continued  to  a 
week  ended  July  31.  So,  too,  the  unave 
dex  climbed,  rising  1%  to  149.4. 
monthly  index  moved  up  to  147.4 
June  figure  of  143.9.  After  seasona 
ment  of  the  latest  weekly  data,  elect 
surged  4.5%  with  the  total  output  fi; 
record  high  as  the  heat  wave  across 
the  U.S.  pushed  up  energy  demand: :; 
other  components  of  the  index  also  rap 
for  steel  and  lumber  production. 


Hi! 


i  THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX  Tuesday,  Aug.  17, 
8:30  a.m.  edt>  Thanks  to  rising  energy 
prices,  consumer  prices  for  all  goods  and 
services  probably  increased  by  0.3%  in  July, 
says  the  median  forecast  of  economists  sur- 
veyed by  Standard  &  Poor's  mms,  a  division 
of  The  McGraw-Hill  Companies.  Excluding 
food  and  energy,  core  prices  likely  increased 
0.2%.  In  June,  the  total  cpi  was  unchanged 
from  May,  while  the  core  index  edged  up 
0.1%. 

HOUSING  STARTS  Tuesday,  Aug.  17,  8:30 

a.m.  edt*  Housing  starts  probably  rose 
slightly  in  July,  to  an  annual  rate  of  1.6  mil- 
lion, from  1.57  million  in  June. 


INDUSTRIAL  PRODUCTION  Tuesday,  Aug.  17, 
9:15  a.m.  edt>  Output  at  factories,  mines, 
and  utilities  likely  jumped  0.6%  in  July, 
when  record  heat  blanketed  much  of  the  na- 
tion, causing  record  demand  for  electricity. 
In  addition,  a  rise  in  factory  jobs  and  a 
longer  workweek  suggest  that  manufacturing 
production  increased  in  July.  In  June,  out- 
put was  up  0.2%.  The  average  operating 
rate  for  all  industry  likely  rose  to  80.6%  in 
July,  from  80.3%  in  June. 

INTERNATIONAL  TRADE  Thursday,  Aug.  19, 
8:30  a.m.  edt>-  The  s&p  mms  survey  pro- 
jects that  the  U.S.  trade  deficit  totaled 
$20.5  billion  in  June,  down  from  a  record 


$21.5  billion  in  May.  Exports  likely  rosi 
June,  after  falling  0.8%  in  May.  Import, 
which  jumped  2.2%  in  May,  were  likely 
changed  in  June. 


8,8! 


FEDERAL  BUDGET  Friday,  Aug.  20,  2  p.n 
►  The  U.S.  Treasury  will  probably  repor 
$22  billion  deficit  for  the  month  of  Jul 
slightly  smaller  than  the  $24.1  billion 
July,  1998. 


BusinessWeek  /0M« 


For  more  investment  data  and  the 

components  of  the  production  index, 

visit  www.businessweek.com. 
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Editorials 


THE  21st  CENTURY:  WHAT  IF...? 


"You  can  never  plan  the  future  by  the  past. " 
— Edmund  Burke,  in  a  letter  to  a  member  of  the 
National  Assembly,  1791 

On  the  cusp  of  every  new  century,  there's  a  natural  ten- 
dency to  predict  what  lies  ahead  by  projecting  from 
the  present.  This  may  be  especially  true  today  when  Ameri- 
ca is  in  a  buoyant  mood — confident,  prosperous,  powerful, 
and  safe  from  foreign  enemies.  Won't  this  just  continue  well 
into  the  21st  century? 

Sorry,  folks,  but  the  future  is  more  likely  to  unfold  in 
nonlinear  fashion.  In  the  current  era  of  technological  innova- 
tion, the  range  of  possible  outcomes  is  greater  than  ever.  Un- 
predictability may  make  people  uncomfortable,  but,  like  it  or 
not,  it  is  our  reality.  Malthus  and  Marx  both  predicted  the  fu- 
ture— incorrectly,  it  would  appear.  The  Atomic  Age  and  Space 
Age  were  expected  to  change  our  lives — but  their  promise  is 
still  largely  unfulfilled.  And  yet,  who  could  have  predicted  the 
wild  success  of  the  Internet  or  the  incredible  spread  of  talk- 
anytime,  talk-anywhere  cell  phones? 

Peering  into  the  next  100  years,  business  week's  "21 
Ideas  for  the  21st  Century"  is  a  series  of  "what  ifs,"  written 
as  possible  scenarios  for  the  futures  of  hedging,  computing,  bi- 
ology, management,  artificial  intelligence,  and  a  host  of  other 
subjects,  including  time  itself.  Instead  of  extrapolating  from 
today  to  tomorrow  and  drawing  lines  on  graphs  to  predict  the 
future  (back  in  1973,  experts  were  projecting  the  price  of  oil 
rising  to  $100  a  barrel  by  1980),  we  are  opting  for  the  options 
approach.  You  won't  find  any  tables  showing  Net  usage  in 
2020  or  per  capita  income  in  2040.  Just  a  package  of  essays  in- 
spired by  some  of  the  keenest  minds  around. 

NEW  VS.  OLD,  AGAIN 

The  rationale  for  this  approach  is  simple:  Technological 
change  widens  the  range  of  possibilities.  But  if  the  last  century 
suggests  anything,  it's  that  technology  increases  the  ability  to 
do  both  good  and  evil.  All  the  major  advances  in  aviation,  au- 
tomotive transportation,  metallurgy,  chemistry,  and  commu- 
nication which  dramatically  raised  living  standards  were  also 
used  in  two  devastating  world  wars.  Indeed,  eras  of  extreme 
technological  advance  can  be  the  most  dangerous.  And  not 
only  in  terms  of  aggression.  The  Depression  followed  a  long 
boom  fueled  by  rapid  technological  change. 

Today,  the  potential  from  new  technology  is  staggering.  The 
Net  can  increase  grassroots  democracy — or  invade  our  pri- 
vacy. Continuous  communication  can  increase  integration  or 
cause  alienation.  Globalization  can  promote  growth — or  ag- 
gravate tribalism.  Advances  in  biochemistry  can  increase 
longevity — or  beget  human  cloning. 

The  danger  is  that  we  may  be  entering  an  age  where  the 
widening  polarities  of  choice  are  matched  by  social  di- 
chotomies as  well.  A  schism  is  clearly  emerging  between 
the  New  Economy  and  Old  Economy  in  America.  In  the 


New  Economy,  wages  are  rising  fast,  corporate  profits  ai 
tremely  healthy,  investment  is  booming,  and  the  stock  nil 
is  playing  a  significant  role  in  creating  wealth.  In  th< 
Economy,  wages  are  stagnant,  profits  are  weak,  investm 
flat,  and  people  are  not  benefitting  from  options  and  bo 
to  a  major  degree.  Policies  that  benefit  the  growing 
Economy,  such  as  open  markets,  immigration,  and  ir 
ment  in  education  and  research  and  development,  tl 
necessarily  help  uncompetitive  manufacturing  industrie   | 

The  potential  for  political  conflict  is  great.  At  the  pre 
turn  of  the  century,  a  New  Economy-Old  Economy  dicht 
was  also  at  play.  Just  as  the  Information  Economy  is  nd 
perseding  manufacturing,  manufacturing  was  then  trium 
over  agriculture.  The  resulting  conflicts  between  ecoi 
winners  and  losers  defined  much  of  the  next  century. 

C0NFLICT-AND  OPPORTUNITY 


Debt-ridden  farmers,  in  a  struggle  to  survive,  deman 
bimetallic  standard  including  silver  (easy  money)  ova 
pure  gold  standard  favored  by  industrialists,  investor! 
bankers.  A  look  at  the  front  pages  of  the  Sunday  New 
Times  in  the  month  of  August,  1899,  shows  the  hd 
"More  Gold  Certificates"  above  a  story  about  how  the! 
sury  boosted  the  money  supply  under  heavy  pressure 
farmers.  Even  Williams  Jennings  Bryan,  who  lost  th^ 
Presidential  election  ("You  shall  not  crucify  mankind 
cross  of  gold"),  was  in  the  news. 

This  same  New  York  Times  page  was  full  of  worriei 
globalization,  with  headlines  relating  to  trade  with  Si 
China,  and  Britain;  immigration;  and  disease,  partiq 
the  cholera  plague  spreading  across  borders  (and  blanj 
part,  on  immigration).  America's  role  in  the  world  was 
page  news,  and  Presidential  candidates  battled  over  ii 
alism  with  farmers  wanting  an  expansionist  foreign 
while  industrialists  preferred  tariffs  and  isolationism, 

Finally,  in  1899,  Thorstein  Veblen  penned  his  Tim 
Leisure  Class,  deriding  the  "conspicuous  consump 
the  new  manufacturing  elite  of  the  day,  adding  fuel 
growing  rift  between  declining  agriculture,  small  busin 
small-town  America,  on  the  one  hand,  and  ascend 
Business  and  big  city  America  on  the  other.  American 
was  shaped  by  this  split  for  much  of  the  next  cent 

A  21st  century  defined  by  a  wide  range  of  posi 
promises  to  enhance  all  our  lives.  But  smart  choi 
have  to  be  made.  Those  left  behind  must  be  integrati 
ly;  the  potential  for  political  and  social  tension  is  e: 
Whispers  of  Net  envy  may  be  the  beginning  of  a 
against  New  Economy  winners.  Government  policy 
focused  not  only  on  supporting  the  growth  of  an  infoi 
based  economy,  but  the  integration  of  everyone  into  il 
century  or  so,  technology  opens  another  round  of 
and  opportunities.  No  one  knows  where  they  will 
time,  but  it  is  business  week's  goal  to  illuminate  t 
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